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Country-Specific Recommendations for 2018 and 2019

A tabular comparison andan overview of implementation

This document presents:

o The European Commission’s assessments of the implementation of the 2019 Country-Specific
Recommendations based on its CountryReports publishedon 26 February 2020.

e The 2019 Country-Specific Recommendations proposed by the European Commission on 5 June
2019 and adopted by theCouncilon 9 July 2019.

e The European Commission’s assessments of the implementation of the 2018 Country-Specific
Recommendations based on its Country Reports publishedon 27 February 2019.

e The 2018 Country-Specific Recommendations proposed by the European Commission on 23 May
2018 and adopted by theCouncilon 13 July 2018.

For an overview of the Council Recommendations on the economic policy of the euro area, please see a
separateEGOVdocument.

The Country-SpecificRecommendations may relate to a specific EU policy objective and underlying legal
procedure:

o Thefirst CSR generally refers to fiscal policies. It could therefore trigger further procedural steps
either under the preventive arm or the corrective arm of the Stability and Growth Pact (SGP) (in
accordance with Regulation 1466/97, Regulation 1467/97,andReqgulation 1173/2011).

e Ifthe Member State is experiencing macro-economicimbalances, thenone ormore CSRs may refer
to theseimbalancesand could therefore trigger further procedural steps under the Macro-Economic
Imbalances Procedure (MIP) (in accordance with Regulation 1176/2011 and Regulation 1174/2011).

e Other CSRs may address other major economic policy objectives, such as growth enhancing
structural reforms, employment and social aspects and/or financial market stability (in accordance
with theintegratedguidelinesadoptedunder Articles 121(2), 136 and 148(4) of the TFEU).

» The 2019 CSRs have been re-arranged in the table below, where applicable, by policy area to allow for an
easier comparison with the 2018 CSRs; for the same sake, some assessments of sub-CSRs have also been
rearrangedwithin the same CSRs.

» The "colour code" used for the assessmentof CSR implementation is based on the categories used by the
Commission (COM) in its Country Reports: - ="no progress" or "limited progress"; "yellow" ="some
progress"; 'green" ="substantial progress" or "full progress" (see assessment criteria at the end of this doc-

ument)
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Country-Specific Recommendations for2018 and 2019

Please note that the overallassessment of the Country-Specific Recommendations (carried outin the Com-
mission country reports in February 2020) does not include an assessmentof compliance with the recom-
mendations based on the SGP. However, in June 2019, the Commission evaluated also progress with the
compliance of SGP related recommendationsin its assessments of the 2019 Stability and Convergence Pro-
grammes without using or referring to the assessment grid used for other Country-Specific Recommenda-
tions; summaries of these assessmentsof SGP compliance have been added in the overleaftable (see grey
parts in the second column) for those countries which received a SGP based Recommendation in July 2018.

For an overview of recent key developments under the Stability and Growth Pact (including on relevant
indicators included in the latest comprehensive European Commissioneconomicforecasts), please see sep-
arate EGOV document.

For an overview and comparison of CSRs over the previous European Semester cycles, please seethe
following documents:

e Country-Specific Recommendations for 2017 and 2018: A comparison and an overview of imple-
mentation (PE614.522)

e Country-Specific Recommendations for 2016 and 2017: A comparison and an overview of imple-
mentation (PE 602.081)

e Country-Specific Recommendations for 2015 and 2016: A comparison and an overview of imple-
mentation (PE497.766)

e Country-SpecificRecommendations (CSRs) for2014and 2015: A comparison andan overview of im-
plementation (PE 542.659)

For summary overviews of CSR implementation per year by EU Member States, please see the following
documents:

Implementation of the 2018 Country-Specific Recommendations (PE 634.354)
Implementation of the 2017 Country-Specific Recommendations (PE 614.500)
Implementation of the 2016 Country-Specific Recommendations (PE 587.394)
( )
( )

Implementation of the 2015 Country-Specific Recommendations (PE 574.398
e Implementation of the 2014 Country-SpecificRecommendations (PE 542.649

For an overview of the Commission assessments of CSRs implementation since 2012, please see also sepa-
rate database as published on the EPhomepage.

Click to Scroll-down:
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2018 CSRs

SGP:CSR 1
MIP: -

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 1,8 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Use windfall gains to ac-
celerate the reduction of the
general government debt ratio.
Pursue the envisaged pension
reforms and contain the pro-
jected increase in long-term
care expenditure. Pursue the
fullimplementation ofthe 2013
Cooperation Agreement to co-
ordinate fiscal policies of all
government levels. Improve the
efficiency and composition of
public spending at all levels of
government to create room for
public investment, in particular
by carrying out spending re-
views.

Splitinto Sub-CSRs

Assessment ofimplementation
of 2018 CSRs

February2019
_ (this overall assessment

of country-specificrecommendation 1 does
not include an assessment of compliance
with the Stability and Growth Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for Belgium
(without using or explicitly referring to the
assessment grid used for other CSRs):
“Following an overall assessment, which takes
into account large uncertainties related to key
factors of fiscal performance in 2017 and 2018,
and in linewith last year’s analysis, there is no
sufficient evidence to conclude that Belgium is
non-compliant with the required adjustment
path towards the MTO in 2018 and over 2017
and 2018 taken together. (...) However, ac-
cording to the Commission 2019 spring fore-
cast, there is a risk of significant deviation
both in 2019 and in 2020, following an
overall assessment.

According to the outturn data, Belgium did not
comply with the debt reduction benchmark in
2018. Prima facie, there thus appears to be a
risk of the existence of an excessive deficit in
the sense of the Treaty and the SGP. The Com-
mission has therefore prepared a report under
Article 126(3) TFEU analysing whether Bel-
gium is compliant with the debt criterion of the
Treaty. The report could not fully conclude,
following an assessment of all the relevant
factors, if the debt criterion as defined in
the Treaty and in Regulation (EC) No
1467/1997 should be considered as com-
plied ornot with.” (p. 24)

2019 CSRs
SGP:CSR 1
MIP:-

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 16 % in
2020, corresponding to an annual
structural adjustment of 0,6 % of
GDP. Use windfall gains to acceler-
ate the reduction of the general
government debt ratio. Continue
reforms to ensurethe fiscal sustain-
ability of the long-term care and
pension systems, including by lim-
iting early exit possibilities from the
labour market. Improve the com-
position and efficiency of public
spending, in particular through
spending reviews, and the coordi-
nation of fiscal policies by all levels
of government to create room for
publicinvestment.

Splitinto Sub-CSRs

Assessment ofimplementation
of 2019 CSRs

February 2020
_ (this overall assessment of coun-

try-specificrecommendation 1 does notincludean
assessment of compliance with the Stability and
Growth Pact; the Stability and Growth Pact compli-
ance assessment will be added to the table once
the Commission has carried out such an assess-
ment, probably in May/June 2020, on the basis of
final data for 2019).
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Country-Specific Recommendations for2018 and 2019

e Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 1,8 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP. Use windfall
gains to accelerate the
reduction of the gen-
eral government debt
ratio.

e Pursue the envisaged
pension reforms

e and contain the pro-

jected increase in
long-term care ex-
penditure.

PE624.443

Seegrey part above.

Limited Progress. A number of measures
have been adopted since 2015 in order to
control the costs of ageing and guarantee-
ing the fiscal sustainability of the first pen-
sion pillar. The measures mostly consist in:
gradually raising the legal age; tightening
the conditions of access to the early pen-
sion; gradually eliminating the considera-
tion of years of study in careers for the public
sector; introduction of the mixed pension
system.However, even when takinginto ac
count those measures, the projected in-
crease in pension expenditure is signifiant
and put the long-term sustainability at risk.
The planned measures about the definition
of ‘ardous jobs’ and the introduction of
‘credit-based public pension system’ have
been postponed.

Limited Progress. The devolutionto the re-
gions of the responsibilities for the long-
term care system does not appear to have a
clear impact the long-term sustainability of
the system.In absence of measures, accord-
ing to the Ageing Working Group reference
scenario public expenditure on long-term
care is projected to steadily increase from
2.3 % of GDPin 2016 to 4.0 % of GDP in 2070.

Ensure that the nominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 1,6 % in 2020, corre-
sponding to an annual
structural adjustment of
0,6 % of GDP.

Use windfall gains to ac-
celerate the reduction of
the general government
debtratio.

Continue reforms to en-
sure thefiscal sustainabil-
ity of the long-term care

and pension systems, in-
cluding by limiting early
exit possibilities from the
labour market.

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.

Limited Progress. Competences for long-term
care have been devolved to the regional level. Flan-
ders intends to pursue a strict budgetary follow-up
of government spending based onageing. Further-
more, spending related to ageing is regulated
within a frameworkin which the 'growth norm' has
been agreed and can be enforced. The Walloon re-
gion has put in place actions, including the adop-
tion of decrees, to improve preventive cares. More-
over, it has been introduced the obligation for hos-
pitals to be part of a network from 1 January 2020.

Limited Progress. Measures to contain pension
expenditure have been adopted throughout the
period 2014-2019. In spite of these measures, the
projected increase in pension expenditure is one of
thelargestin the EU (European Commission 2018b
Ageing report). An agreement on the reform of ‘ar-
duousjob’could not be reached. The introduction
of partial pension, which allow taking up a part of
the pension rights while accumulating pension
rights for the (partially) continued activity, will be
discussed in the Parliament next year. In addition,
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e Improve the efficiency
and composition of
public spending at all
levels of government
to create room for
public investment, in
particular by carrying
out spending reviews.

Limited Progress.In March 2017, the Prime
Minister announced the elaboration of a Na-
tional Pact for Strategic Investments. Within
the framework of the National Pact for Stra-
tegic Investments, eight working groups
were set up to support the Strategic Com-
mittee. Six of these working groups have
made a thorough analysis of the potential
investments concerning the six thematic pil-
lars of the Pact (digital, cyber security and
trust in digital, education, health, energy
and mobility) and two working groups have
discussed the transversal issues of the regu-
lation and the mobilisation of capital for in-
vestment. In Mach 2017, a Strategic Com-
mittee was also established to outline the
main points of the Pact and make recom-
mendations to the govemment. Since Octo-
ber 2017, the Strategic Committee has been
in the operational phase of the Pact, which
is aimed at formulating concrete recom-
mendations on investment projects and
measures to promote their implementation
and increase their impact on growth. In the
context of the preparation of the initial
budget 2019, the federal government in-
tends to finance 447 million on strategicin-
vestment projects.

The Government of Flanders is preparing
the structural incorporation of a spending
review approach in its budgetary process. As
afirst step, the Flemish Governmentis camy-
ing out a pilot project with a focus on a spe-
cific topic, as recommended by the Euro-

Improve the composition
and efficiency of public
spending, in particular
through spending re-
views,

to increase incentives to work, Flandersis planning
to introduce of a 'job bonus', which aims to grant to
all workers with a gross wage lower than EUR 1700,
with an additional income of EUR 50 per month,
with the bonus tapering off as wage increase and
disappearing altogether for wage of EUR 2500 or
higher.

Limited Progress. The BruxellesCapital region has
announced plansto conduct a comprehensive gap
analysis of its public financial management (PEFA)
in order to introduce a multi-annual approach and
to increase the link between budget, policies, and
results. The completion of the PEFA review is
planned by spring 2021 at the latest. Flanders, after
completing a pilot project on spending review, is
preparing the structural implementation of a
spending review approach in its budgetary pro-
cess. The Walloon region plans to start the evalua-
tion of a number of policy measures, with a view to
complete the exercise by 2021.

PE624.443



Country-Specific Recommendations for2018 and 2019

pean Council. The pilot project will be com-
pleted in spring 2019. Further preparatory
measures towards the structural incorpora-
tion of spending reviews in the budgetary
process are planned for 2019.

e Pursue the full imple- | Limited Progress. According to the 2013 e and the coordination of | No Progress. No agreement has been found be-
mentation of the 2013 | Cooperation Agreement, the Consultation fiscal policies by all levels | tween the different entities to coordinatefiscal pol
Cooperation Agree- | Committee must discuss the global budget- of government to create | icies. Flanders investment ambitions have been re-
mentto coordinate fis- | ary objective and take a decision on individ- room for public invest- | flected in the 2020 budget, where an additional in-
cal policies of all gov- | ual objectives for the Stability Programme ment. vestment of EUR 100 million has been budgeted.
ernment levels. based on an opinion of the High Coundl of The Walloon region issued green bonds to fi-

Finance.In contrast with the practice of pre- nance/refinance projects in favour of the climate
vious Stability Programmes, in which the and energy transition in the region. However, the
Consultation Committee "took note" of the planned increase in regional investment is not cov-
trajectory, all levels of government ap- ered by additional revenues or saving in other ex-
proved the overall fiscal trajectory pre- penditure, therefore itis expected to translatein a
sented in 2018 Stability Programme and higher deficits.

supported the achievement of the fiscal tar-
gets by 2020 for all government levels. Alt-
hough this approval added credibility to the
overall trajectory, there was no formal
agreement on the annual fiscal targets at
each level of government. In addition, the
lack of annual targets for individual entities
undermines the possibility for the High
Council of Finance to monitor the compli-
ance with an agreed budgetary trajectory.

2. Remove disincentives to  [ICOIPOGREsS! 2. Remove disincentives to work | [iifiilCOIPROGREsS!

work and strengthen the effec and strengthen the effectiveness of
tiveness of active labour market active labour market policies, in
policies, in particular for the particular for the low-skilled, older
low-skilled, people with a mi- workers and people with a migrant
grant background and older background. Improve the perfor-
workers. Pursue the education mance and inclusivenessof the ed-
and training reforms, including ucation and training systems and
by fostering equityand increas- address skills mismatches.

ing the proportion of graduates
in science, technology, engi-
neering and mathematics.

Split into Sub-CSRs Split into Sub-CSRs
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e Remove disincentives
to work and
strengthen the effec-
tiveness of active la-
bour market policies,
in particular for the
low-skilled, people
with a migrant back-
ground and older
workers.

Limited Progress. As of 1st January 2019,
the new programme for employment sup-
port - AktiF and AktiF Plus - enters into force
in the German speaking Community. It con-
sists of financial support to employers who
hire people from groups far-away from the
labour market (in particular below 26 and
50+).

In July 2018 Flanders has reinforced the ex-
isting target group policies. A higherreduc
tion of social security contribution is intro-
duced for employers willing to hire people
over 60 years old.Employers will also be ex-
empted from employer contributions if they
hire people over 55 years old and low skilled
youngsters. Support to people with a disa-
bility will be increased. The income thresh-
old of the disability premium (VOP) will be
lowered to make it more attractive to inde-
pendent workers and the procedure will be
simplified. The reinforced target group pol-
icy will enter into force in January 2019. At
the same time existing measureswill be con-
tinued: language training through ‘integra-
tion through work’ (PES), temporary work
experience trajectories, activationlong term
unemployed job seekers (>2years) and try-
ing to reach more NEET youngsters.

As of Jan 1st 2019, new rules have entered
into force Flanders, regarding, a.o the re-
cruitmentand hiring (and financial support)
of medium and highly qualified workers
from abroad.The main goal is to attract tal-
entfrom outside the EU in order to fill in re-
current bottleneck professions. At the same
time existing procedures have been simpli-
fied. Today employers can start a procedure
to obtain a work- and residence permit at
the same time for a non-EU national who
wants to work in Flanders. In 2019 an elec
tronic platform will be developed to further
simplify the existing procedures.

Remove disincentives to
work and strengthen the
effectiveness of active la-
bour market policies, in
particular for the low-
skilled, older workers and
people with a migrant
background.

Limited Progress. In 2019, some measures have
been implemented with the aim to increase labour
market participation. However, most of these
measures are part of earlierreforms and are already
taken into accountin previousassessments. At the
federal level, the fall of the Belgian federalgovem-
ment in December 2018 and the ongoing negotia-
tions for the formation of a new federal govern-
ment since the elections of May 2019, resulted in
stand-still of the federal governmentin current af-
fairs in terms of the development of new initiatives
to address the CSR.Some measures that were fore-
seen in the Jobsdeal, such as the increase in the de-
gressivity of the unemployment benefits orthe dis-
cussions to revise the system of seniority pay-
ments, have been put on hold. At the regionallevel,
several measures have been announced in the
2019-2024 regional coalitionagreements, in which
all regional governments aim for a substantial in-
crease in theiremployment rates.However, at this
stageitis too early to make an assessment.In Wal-
lonia,areformis foreseento increase theeffective-
ness of the public employment services (PES) by
further individualising support to jobseekers. This
is aimed to allow the PES to provide a more holistic
approach for the most vulnerable jobseekers. In ad-
dition,a new employmentincentive will be imple-
mented for very long-term (more than 24 months)
unemployed.In Flanders, a job bonusfor low wage
workers will be introduced in 2021 to increase the
net return from employment.In addition, reduced
tariffs for social services such as child care and pub-
lictransport will be made income dependent to re-
duce the financial disincentive to take up low wage
employment. Furthermore, access to PES services
will be expanded to inactive individuals who are
noteligible for unemployment benefits. A strategy
to reach these individualswill be developed in the
spring of 2020.To increase labour market participa-
tion, the potential of long-termill personsto retum
to work will be assessed earlier.In Brussels, the gov-
ernment plans to introduce a "solution guarantee”,
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Pursue the education
and training reformes,
including by fostering
equity and

In July 2018 the Walloon Government de-
cided on attributing new financial means to
the so-called Brasero mechanism, which
aims at supporting the creation of coopera-
tives and social entrepreneurship.

In November 2018 the Walloon government
has approved the revamping/streamlining
of the so-called Airbag mechanism, which
aims at supporting the transition towards
self-employment as main occupation. The
newly adopted measures aim at reducing
the delay for assessment/examinations of
the dossiers and at simplifying the mecha-
nism both for the workers and for the
FOREM (in charge of its implementation).
As of Jan 1st 2019, the Tax Shift enters in its
last phase, with notably, among others, the
reduction of personal social security contri-
butions for the low-wageworkers.

Limited Progress has been made in propos-
ing and adoption of education and training
reforms, including for fostering equity, but
many important reforms still need imple-
mentation.

The implementation of the 'Pact for Excel-
lence', the French Community's flagship
school reform to improve basic skills, effi-
ciency,governance and tackle inequalitiesis
progressing slowly. The French Community
is gradually proposing or adopting decrees
fortheimplementation of the Pact for Excel
lence, butonly a few measures are beingim-
plemented so far.

From 2019, there will be a gradual increase
in the budget for individualised child sup-
port to reduce grade repetition and school
failure. New quality assurance and school
governance measuresas wellas the recently
adopted reform of the initial teachers' edu-
cation aim to improve educational perfor-
mance and to reduce inequalities. Neverthe-
less, major reforms are still pending, such as

Improve the performance
and inclusiveness of the
education and training
systems

which should ensure that every jobseeker is offered
a job, a traineeship, a training or a recognition of
competences. In addition, Brussels plans to intro-
duce several measures to support the integration
of vulnerable jobseekers, including older unem-
ployed (55+) and people with disabilities. The ordi-
nance of 11/16/2017 authorised the Brussels Re-
gion’s labour inspection service, as of 1/1/2018 and
strictly within the Brussels competences, to use
practical tests and mystery calls as additional tools
to detect discrimination on the Brussels labour
market. Until today, no mystery calls have been
used yet.In 2018, four practical tests, which did not
deliver substantial proof of discrimination, were
sentout by post.

Limited Progress. The overall assessment for Bel-
gium is "limited progress" in addressing the 2019
CSR. The detailed assessment for the Communities
is the following: Limited progress in the French
Community. Some progress has been made in
adoption (legal framework for the extended com-
mon curriculum) and (partial) implementation of
reforms (early childhood education and care, gov-
ernance of schools, principals and working time of
teachers) to improve the performance and inclu-
siveness of compulsory education (Pact for Excel
lence in Education) in the French Community, but
a sustained continuous and considerable amount
of work is still needed to implement the ‘Pact for
Excellence’, the French Community’s flagship sys-
temic school reform to improve basic skills, effi-
ciency, governance and tackling inequalities. Elab-
oration,adoption and implementation of different
measures under the different axes of the Pact are
still required, including reforming vocational edu-
cation and training (VET). While some reforms are
still being elaborated, no to limited progress was
achieved in the other sectors of education and
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the extension of the common multi-discipli-
nary curriculum to the 9th grade and the
new working organisation of teachers.
Some decrees improving educational out-
comes and reducing inequalities have been
adopted:

- The decree on remediation and individual-
ised support of pupils was adopted on 10
October 2018.

- The decree on the separation of theorgan-
izing power from the regulatory power
adopted on 6 February 2019 will allow the
public schools' network to become autono-
mous and decentralisedas well asthe adop-
tion and the implementation of furtherre-
forms foreseen in the Pact for Excellence in
Education.

- The decrees on the 6-year piloting plans of
schools with improvement objectives are
being gradually implemented over the next
few years, as well as the macro governance
measures.

-Additional support staff (speech therapists)
for pre-primary school have been available
as of 1January 2019 and pre-primary school
will be free as of 1September 2019.

-The decree on the implementation of certi-
fication by units in formal Initial Vocational
Education and Training (IVET) programmes
has been adopted on 13 June 2018 and a pi-
lotis being implemented.

The French Community has adopted on 6
February 2019 a reform of the Initial Teach-
ers’Education for elementary and lower sec
ondary education, which will enter into
force in 2020.The main thrusts of the reform
are:the extension of studies, the harmoniza-
tion of teacher training at all levels of school-
ing, the reinforcement of training contents,
in particular those giving teachers the
means to manage their education. Hetero-
geneity of classesandto fight againstschool
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training. The reform of the initial teacher training
has been postponed by one year to 2021/2022.
Some progress was achieved in the Flemish Com-
munity, mainly through implementation from Sep-
tember 2019 of measures and reforms agreed un-
der the previous government in all sectors of edu-
cation. These measures should show some results
in the medium to long term, but a signifiant
amount of work is still needed to fully address the
CSR. No new measures, except increasing the
budget for pre-primary and primary education,
have been taken since the May 2019 elections.
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failure, the accentuation of the articulation
theory and practice, the development of sd-
entificresearch in teaching, and the revision
of the training of trainers.

Additional reforms are under preparation,
but have not been adopted and imple-
mented yet:

The draft decrees on the work organisation
and the workload of teachers, the status of
school directors, the missions of the new
school inspection and the support to low
performing schools are relatively advanced
in the legislative process.

The government of the French Community
has proposed on 19 December 2018 the le-
gal framework for the extended Common
curriculum (to be implemented as of school
year 2020/2021). Parliament will need to
adopt this draft decree. A follow-up draft de-
cree on the educational attainment targets
will need to be proposed and adopted be-
fore this new common curriculum can be
implemented.

There has been some progress in the Flem-
ish Community to reduce inequalities, as
adopted decrees targeted many education
levels.

Close monitoring will be needed to ensure
that some of the measures mentioned be-
low also have a positive impact on equity.
The Flemish Community adopted on 28
March 2018 a decree on the modernisation
of secondary school education. It will be im-
plemented as of school year 2019/2020.
The decree on the reform of the attainment
goals for thefirst stage of secondaryeduce-
tion is expected to be adopted by the Flem-
ish Parliament before the end of the current
legislature.

The decree on the dual learning system in
secondary education was adopted on 21

11
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e increasing the propor-
tion of graduates in
science, technology,
engineering and
mathematics.

March 2018 and will be fullyimplemented as
of 1 September 2019 onwards.

The reform of the pupil guidance in second-
ary education was implemented as of 1 Sep-
tember 2018.

The decree on Higher Vocational Education
was adopted by the Flemish Parliament on 4
May 2018 and will be implemented as of ac-
ademicyear 2019/2020.

The decree on the reform of Adult Education
was adopted on 7 March 2018 and will be
implemented as of school year 2019/2020.
The adoption of the decree on the Right to
enrolment in compulsory education is cur-
rently suspended.

The decree on the reform of the existing sys-
tem of training incentives was adopted in
October 2018.

The decree on the reform of the teaching @
reer is currently being drafted. “Teacher plat-
forms” have already been set up to provide
more job security to young starting teach-
ers.

On 11 July 2017, the Government of Flan-
ders and social partners reached an agree-
ment on the reform of education and train-
ing incentives for adults which will start on
1/9/2019. The goal is to have an integrated
training incentive policy with three instru-
ments with a labour market-oriented and
forward-looking training focus: Flemish ed-
ucational leave, training vouchersand Flem-
ish training credit.

Limited Progress has been made in pursu-
ing education and training reforms to in-
crease the proportion of STEM graduates.
The Flemish Community further pursued the
implementation of the STEM action plan
20122020. Two of the fiveobjectives have al-
ready been met in 2016. Specific measures
advocated by the STEM platform includefur-
ther development of STEM academies

12

and address skills mis-
matches.

Limited Progress. In 2019, some measures have
been implemented with the aim to address skills
mismatches, including by increasing the number of
STEM graduates. However, most of these measures
are part of earlier reforms and are already taken
into account for in previous assessments. At the
federal level, the fall of the Belgian federalgovem-
ment in December 2018 and the ongoing negotia-

PE624.443



Country-Specific Recommendations for2018 and 2019

3. Reduce the regulatory and
administrative burden to incen-
tivise entrepreneurship and in-
crease competition in services,
particularly retail, construction

PE624.443

(driven by volunteers) to provide extracur-
ricular initiatives to raise awareness among
young people and better structural support
and quality promotion through collabora-
tion with other instances, training centres,
art academies, and schools with a good
STEM infrastructure. As from 2019 onwards,
a broad range of initiatives will be taken in
collaboration withthe Regional Technologi-
cal Centres of Flanders, CPD's and a broad
range of VET schools.

The Walloon Government decided on 13 De-
cember 2018 to granta subsidyto the 5 Wal-
loon universities to promote, disseminate
and raise awareness of STEM studiesand c-
reers.

The Digital Wallonia Plan includes measures
to grant subsidies to digital projects for
schools (Digital Schools) and an awareness
campaign to promote STEM, and in particu-
lar digital studiesfor women (Wallonia Won-
der Women).

Brussels Capital Region has launched a call
for proposals for the financing of coding
projects targeting compulsory schools.

The government of the French Community
adopted a Digital Strategy for education
(schools)on 10 October 2018 to be gradually
implementin the next 5 years.The measure
on digital governance will require legislative
approval by the next govemment in 2019.
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3. Focus investment-related eco-
nomic policy on sustainable
transport, including upgrading rail
infrastructure, the low carbon and
energy transition andresearch and

tions for the formation of a new federal govern-
ment since the elections of May 2019, resulted in
stand-still of the federal governmentin current af-
fairs in terms of the development of new initiatives
to address the CSR. At the regional level, measures
have been announced in the 2019-2024 regional
coalition agreements, but at this stage it is too early
to make an assessment. In Flanders, the Flemish
government has announced its intention to intro-
duce an individual learning account and to estab-
lish a platform for lifelong learning where the De-
partments of Work, Education and Economyin co-
operation with the social partners will develop a
common vision, ambitions and goals. These
measures aim to promote a culture of lifelong
learning and to stimulate the willingness to leam.
They complement the educational database that
gives an overview of all training programs for
which the Flemish can use educational vouchers.In
Brussels, the government plans to attract more par-
ticipants in trainingsby strengtheningits policy on
the "Poles de formation" and by introducing a
"training income", which complements the benefit
of the jobseeker with income that is related to the
successful completion of thetraining. Furthermore,
Brussels wants to strengthen language compe-
tences in cooperation with the other Communities.
In all regions, the recognition of skillsis high onthe
policy agenda. The French-speaking community
has implemented new measures to support Up-
skilling Pathways, includingan online tool forvali-
dation, partnerships with key operators to support
the mutual recognition of learning outcomes, and
fostered access to the first certifying pathways. In
Flanders, measures include the development of a
validation instrument and the creation of a register
of all the centres that perform validation.
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and  professional services.
Tackle the growing mobility
challenges, in particular
through investment in new or
existing transport infrastructure
and reinforcing incentives to
use collective and low-emission
transport.

Split into Sub-CSRs
e Reduce the regulatory
and  administrative
burden to incentivise
entrepreneurship and

Limited Progress has been made on the re-
duction of administrative burden to incen-
tivise entrepreneurship.

-The reform of the company law code will re-
duce the number of companiesfrom 17 to 4,
remove minimal company requirements for
setting up a company, abolish the unlimited
liability of administrators and allow e-mail to
replace registered letters.

- Flanders has adopted a decree on 18 May
abolishing the legal provisions on basic
knowledge of business management.

- Flanders has integrated the retail license in
the environmental permit.

- The implementation of the 2017 reform to
simplify the corporate tax system has con-
tinued.The statutory tax rate has been low-
ered from 33.99% to 29.58% in 2018. The re-
form also introduced amendments to ease
taxation on startups and small companies.
However, some inefficient tax expenditures
remain in place such as the company car
scheme (cf. infra). The regionalisation of
some taxes may add complexity to the tax
system.

Digitisation of public services is still frag-
mented and progressing slowly in spite ofa
number of innovative initiatives at regional
andlocal level.

Digitalisation of the justice system is ad-
vancing slowly.The e-Deposit system allow-

innovation, in particular in digitali-
sation, taking into account regional
disparities. Tackle the growing mo-
bility challenges, by reinforcing in-
centives and removing barriers to
increase the supply and demand of
collective and low emission
transport.

Split into Sub-CSRs
e Focus investment-related
economic policy on sus-
tainable transport,includ-
ing upgrading rail infra-
structure,

14

Some Progress. Some progress has been made on
investment-related economic policy on sustaina-
ble transport, including upgrading rail infrastruc
ture. At federal level, major investment in the RER-
GEN regional express train network around Brus-
sels will continue until 2031, as well as the imple-
mentation of the European Rail Traffic Manage-
ment Signalling System, connection to ports and
new upgraded cross-border rail infrastructure pro-
jects. The threeregions, in particular Brussels, have
designed and launched multiannual transport in-
frastructure investment plans. Theupdated version
of the Brussels multi-year public transport invest-
ment plan was updated and will involve €6 billion
for the 2015-2028 period. The draft Brussels Sus-
tainable Urban Mobility Plan was adopted in April
2019 and has been submitted for public enquiry till
October 2019. In Wallonia, the mobility and infra-
structure plan for investment in cycle path, water
transport and increasing the quality and security of
the existing road network was adopted in April
2019. In Flanders, the Flemish transport administra-
tion committed to invest €600 million inimproving
the traffic flow, and in cycling and water borne
transport. Meanwhile though, Belgium still scores
poorly in terms of road infrastructure.
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increase competition
in services, particularly
retail, construction
and professional ser-
vices.

ing for a digital submission of court doau-
ments is still being implemented. The e-Box
network is also still under implementation
by courts. The establishment of a national
register for interpreters, translators and
court experts is still under implementation.
The digital platform Regsol for the handling
of insolvency proceedings is still under im-
plementation.The migration of the civil reg-
ister to a digital environment has been an-
nounced for March 2019.The establishment
of a central platform for the extra-judidal
collection of unchallenged monetary claims
for the business-to-businessenvironment is
still being implemented.

Limited Progress has been made to in-
crease competition in services, particulary
retail, construction and professional ser-
vices:

- Brussels has adopted a reform of the Code
Bruxellois de I'Aménagement du Territoire
(CoBAT) to facilitate retail establishment

- Flanders has integrated the retail license in
the environmental permit.

- Flanders has adopted a decree to abolish
the qualifications foreleven construction-re-
lated professions.

- A Royal Decree has been adopted to adapt
rules on activities that can be performed to-
gether with the profession of accountant
has been adopted in August 2018.

15

the low carbon and en-
ergy transition

Limited Progress. Belgium has made limited pro-
gress in implementing policies and measures in
support of investment-related economic policy on
the low carbon and energy transition. Latest 2018
verified greenhouse gas inventories data show a
slight increase in emissions in comparison to the
previous year.This contrasts with the highlevels of
ambition put forward for the medium term and the
commitment to the Paris agreement. The energy
efficiency and renewable energy targetsin the final
national energy and climate plan notified in De-
cember 2019 are below those that were included in
the draft version of the plan the year before and
show a low level of ambition. The law introdudng
a competitive tendering for the construction and
operation of production facilities creates a legal
framework for tendering new windfarms. Signifi-
cant offshore wind capacity is in development in
the Belgian North Sea.Brussels is investing in pho-
tovoltaic systems in public buildingsin the frame of
the Solarclick programme, which will run till end
2020. Belgium also ranks low in the energy perfor-
mance of buildings,and in spite of some proactive
policies, the renovation of buildings is moving
slowly. Brussels has adopted its long-term renova-
tion strategy in April 2019. Belgium committed to
fully phasing out nuclear energy by 2025, which
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e Tackle the growing
mobility challenges,in
particular through in-
vestmentin new or ex-
isting transport infra-
structure

Some Progress was made to tackle invest-
ment in existing transport infrastructure. In
January 2019, Regions have agreed to a
multi-annual 60/40 allocation key for the Re-
gional ExpressNet.

The Brussels Regional Government has ap-
proved and is carrying out a multiannual in-
vestment programme for the renovation of
its tunnels, bridges and viaducts worth over
1 billion euros for the coming 10 years. In ad-
dition, the Brussels Regional Government
has approved a multiannual investment
programme for public transport that is cur-
rently being carried out. The plan runs from
2015 until 2025 and foresees 5.2 billion eu-
ros of investments in new metro lines, tram
lines and a greener bus fleet. An agreement
for additional funding for the regional Ex-
pressNet project was reached at the end of
2018. The agreement has been approved by
the Federal Parliament and is waiting forap-
proval by the Regional Parliaments.
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and research and innova-
tion, in particular in digi-
talisation, taking into ac-
count regional disparities.

will cause a major change in the present genera-
tion capacity mix:at the same time discussions con-
tinue on whether to further extend the operation
of a limited number of nuclear power plants be-
yond 2025, which does not contribute to a more
predictable energy investment environment.
Limited Progress. Limited progress has been
made on research and innovation, in particular on
digitalisation, taking into accountregional dispari-
ties. Research and development (R&D) expendi-
tures in the private sector is relatively high, alt-
hough it is concentrated in a few multinational
companies. Despite an increase in public R&D in-
tensity from 2007 to 2018, it remains below the in-
crease in public R&D intensity in most Member
States with a similar level of economic develop-
ment. The R&D investment could be more wide-
spread towards smaller firms. The efficiency of the
R&D public schemes could be improved as these
schemes are not based on ‘additionality’ principle,
in terms of net job creation, new investment or ex-
tra earnings frominnovation. The R&D governance
system is complicated with multiple govemments
at federal, regional and community level responsi-
blefor (parts) of research and innovation (R&l) pol-
icy. Cooperation and coordination exist mainly at
operational level regarding national issues. The
shortage of highly skilled professionals, in particu-
larin sciences, engineering and math,and the lack
of “knowledge entrepreneur” hampers Belgian
growth prospects. Finally, regions are conduding
R&D programmes to support the low-carbon tran-
sition.In terms of digitalisation, a policy framework
with financing measures for promoting the uptake
and deployment of Artificial Intelligence have been
putin place in Flanders and Walloniaand a similar
initiative was put in place in Flanders with regard to
cybersecurity. Coordinated efforts between the
federal level, the Regions and the Communities are
needed to roll out 5G and Belgium risks lagging be-
hind in 5G deployment.
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and reinforcing incen-
tives to use collective
and low-emission
transport.

Limited Progress. Belgiumis still a country
where the use of company cars for commut
ing is heavily incentivised, whereas the con-
nectivity with collective public transport, in
particular between the centre of Brussels
and its outskirts is deficient. As to low-emis-
sion transport, the use of alternative fuels in
new passenger cars sold in Belgium has
been increasing very dynamically over the
past four years. The different Belgian regions
each apply their own set of support
measures, potentially leading to market
fragmentation, but all put emphasis on en-
couraging the uptake of electric vehicles.
The Federal Government grants a tax credit
of 30 % on the purchase of an electric vehi-
cle.

e Tackle the growing mo-
bility challenges, by rein-
forcing incentives and re-
moving barriers to in-
crease the supply and de-
mand of collective and
low emission transport.

4. Reduce the regulatory and ad-
ministrative burden to incentivise
entrepreneurship and remove bar-
riers to competition in services,
particularly  telecommunication,
retail and professional services.

17

Limited Progress. Despite some additional poli-
cies and measures foreseenin thefinal National En-
ergy Climate Plan, so far limited progress has been
made to tackle the growing mobility challenges, by
reinforcing incentives and removingbarriers to in-
crease the supply and demand of collective and
low emission transport. In Flanders, the govem-
ment has lifted the exclusive monopoly of De Lijn
on intercity coach services. Environmental taxes
have increased, but there is still scope for better
aligning taxationto carbon emissions, possibly also
increasing tax revenues. Road users pay around
43% (passenger)and 27% (freight) of their extemal
and variable infrastructure costs. In Flanders, the
decree on “Basic Accessibility” was adopted by the
Flemish Parliament in April 2019, but the imple-
mentation of proposed measures has been post-
poned till December 2021. Alternative tax expend-
itures (so-called ‘cash-for-car’ and ‘mobility
budget’) wereintroduced in 2018 and 2019 respec
tively. However, recent data from the National So-
cial Security Office suggest that very few taxpayers
opted for the cash for car system, which was finally
annulled by the Constitutional Court. The favoura-
ble company car scheme continues to provide ad-
verse incentives that run counter tackling green-
house gas emissions. Professional transporters and
agriculture still benefit from a reduced excise rate
on diesel. Deductibility of fuel costs (fuel card’)
continues. High registration rights for immovable
properties discourage commuters to move closer
to their place of employment. Barriers to the supply
of domesticrail services remain as 98.2% of all ser-
vices are provided under public service obligation
(pso) through a directly awarded contract rather
than through competitive tendering.
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Split into Sub-CSRs

e Reduce the regulatory | Limited Progress. Limited progress has been
and administrative bur- | made on reducing the regulatory and administra-
den to incentivise entre- | tive burden to incentivise entrepreneurship. Bel-
preneurship gium has introduced services for digital identifia-

tion (itsme) or to facilitate business to government
transactions (Mercurius).Belgiumhas launchedin-
itiatives to promote e-prescriptions, medical data
exchange and digital interactions with public ad-
ministrations. In Brussels, the recent reform of the
Codeon Land Use(CoBAT) hastightened the dead-
lines for the administration to respond to building
permit requests, while in Flanders the digitalisation
of building permitsis on-going. Wallonia hasintro-
duced a SME voucher system. However, taxation
remains complex for financial investments and
property registration continues to be costly and
long. Digitalisation of justice still requires addi-
tional action. The coordination of climate, energy,
digital and transport policiesis still a problem. Key
enforcers in regulation, market surveillance or
competition are still understaffed. Impact assess-
ments are notintegrated in the policy-making. The
Belgian State’s slow payments to businesses dete-
riorated compared to the previous year and is a lia-
bility to its business environment. A draft ordi-
nance guaranteeing the application of the ‘once
only’ principle in the collection by all regional and
local administrations through the regional service
integrator (Fidus) was adopted in third and last
reading by the Government in December 2019. In
Wallonia, the timeframe forobtaining was reduced
by the reform of the land use code.

e and remove barriers to | Limited Progress. Limited progress has been
competition in services, | made in removing barriers to competition in ser-
particularly telecommuni- | vices, particularly telecommunication, retail and
cation, retail and profes- | professional services. On 2 May 2019, Belgium re-
sional services. placed the Code of economiclaw in the area of

competition law, with the intent to improve com-
pliance with competition law and the functioning
of the Belgian Competition Authority. The new
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rules do not foresee a strengthening of the staff or
material means of the authority.
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2018 CSRs
SGP: -

Assessment ofimplementation

of 2018 CSRs

2019 CSRs
SGP: -
MIP:CSR 2

Assessment ofimplementation
of 2019 CSRs

MIP:CSR 2, 3

1. Improve tax collection and
the efficiency of public spend-
ing, including by stepping up
enforcement of measures to re-
duce the extent of the informal
economy. Upgrade the State
owned enterprise corporate
governance framework in line
with international good prac-
tices.

Splitinto Sub-CSRs

e Improve the efficiency
of tax collection

e and publicspending

February 2019

Some Progress.

Some Progress. In 2018, Bulgaria has putin
place a number of measures to tackle the
shadow economy and improve tax collec-
tion. Many of those measures were imple-
mented in the framework of “The Single Na-
tional Strategy for improving tax collection,
tackling shadow economy and reducing
compliance costs”. These measures have
brought some positive results in the form of
higher revenue. A particularly successful
measure was the checks of declared cash by
the companies (bringing in additional BGN
108.3 million, a 55.6% increase year-over-
year), which encouraged many of the com-
panies with excess cash to amend their fi-
nancial results or declare dividend pay-
ments. In addition, the introduction of tax
controls on the movement of high-risk
goods has brought higher direct and indi-
rect tax revenue from companies in these
sectors.

Some Progress. The government has made
steps to improve public expenditure effi-
ciency.In 2018, the World Bank completed a
spending review in a number of publicinsti-

1. Improve tax collection through
targeted measures in areas such as
fuel and labour taxes.Upgrade the
State-owned enterprise corporate
governance by adopting and put-
ting into effect the forthcoming
legislation.

Split into Sub-CSRs
e Improve tax collection
through targeted
measures in areas such as
fuel and labour taxes.
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February 2020
Substantial Progress.

Some Progress. Overall, Bulgaria has seen some
improvements in tax collection and tax compli-
ance, particularly in the context of labour and fuel
taxes.Labour tax revenueshave beengrowing at a
higher rate than the tax base (compensation of em-
ployees)in both 2017 (by 3 p.p.)andin 2018 (by 16
p.p.). Secondly,the amount of undeclared fuel has
been decreasing, by about 14% (about 1 million li-
tres) from 2018 to mid-2019. Current lack of plans
for a future national strategy to improve tax com-
pliance is a reason for concern, with the National
Revenue Agency's strategic priorities being rela-
tively vague ("voluntary compliance, fighting tax
fraud, collection of tax liabilities, a continuation of
risk-based planning) and may overly rely on soft
measures resulting in increased voluntary compli-
ance.
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tutions (ministries and municipalities), pub-
lished two pilot studiesand delivered to the
authorities a manual for future reviews. No
follow-up measures or additional spending
reviews have been announced as yet. The
government also updated andstabilised the
set of performance indicators per policy area
in the medium term fiscal strategy. The Min-
istry of Finance is planningto use this stable
set of indicators to assessthe impact of pub-
lic spending and to inform the budget eval-
uation and planning inthe medium term.

e including by stepping | Some Progress. To fight undeclared work,
up enforcement of | theauthoritiesimplemented measuressuch
measures to reduce | as one-day flexible contracts in agriculture
the extentof theinfor- | and the exclusion of companies convicted
mal economy. forundeclared work (in the last three years)

from public procurement. The General La-
bour Inspectorate has signed an agreement
with the trade unions to jointly fight unde-
clared work. At the same time, the National
Revenue Agency (NRA) applies a number of
measures to improve compliance and col-
lection in high-risk sectors, including unde-
clared work risk. Another positive element in
2018 is the launch of an information cam-
paign “Salary in an Envelope” by the Na-
tional Revenue Agency. The campaign pri-
mary aim is to demonstrate to the citizens
the amount of the losses they are experienc
ing from this practice inthe long run,includ-
ing a dedicated webpage in which they can
estimate the actual losses in their future
pension, among other harmful conse-

quences.

e Upgrade the State | Limited Progress. There is not yet any e Upgradethe State-owned | Substantial Progress. A major reform of SOEs cor-
owned enterprise cor- | change in the state-owned enterprises cor- enterprise corporate gov- | porate governance framework is ongoing. It in-
porate  governance | porate governance framework but its re- ernance by adopting and | cluded the adoption of a law overhauling the
frameworkin linewith | form has been planned. The government putting into effect the | framework and the principles for SOEs corporate
international good | putin place a projectto (i) review and assess forthcoming legislation. | governance. The reform will only be completed
practices. thelegal, regulatory and operational frame- when the implementing acts of the law are pre-

pared and put into effect. The new law prescribes
PE624.443 21
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2. Take follow-up measures re-
sulting from the financial sector
reviews and implement the su-
pervisory action plans in order
to strengthen the oversight and
stability of the sector. Ensure
adequate valuation of assets,
including bankcollateral, by en-
hancing the appraisaland audit
processes.Complete the reform
of the insolvency framework
and promote a functioning sec
ondary market for non-per
forming loans.

Split into Sub-CSRs
e Take follow-up
measures  resulting
from the financial sec-
torreviews

work of State-owned enterprises and (ii) re-
vise and align legislation with OECD guide-
lines on corporate governance of State-
owned enterprises. The initiative is part of
the action plan of the government in view of
the envisaged application for participation
in the ERMII. A technical assistance project
with the European Commission and the
OECD was launched in August 2018. The
adoption of the new framework is expeced
by July 2019.

Some Progress.

Substantial Progress. Most recommenda-
tions of the 2016 asset quality review of the
banking sector have been addressed, leav-
ing oneimportant outstandingaction. Insur-
ance companies' solvency has improved
since the completion of the sector's reviews.
According to the Financial Supervision Com-
mission, all recommendations of the inde-
pendent balance sheet reviews of insurance

2. Ensure the stability of the bank-
ing sector by reinforcing supervi-
sion, promoting adequate valua-
tion of assets, including bank col-
lateral, and promoting a function-
ing secondary market for non-per-
forming loans. Ensure effective su-
pervision and the enforcement of
the AML framework. Strengthen
the non-bankingfinancial sector by
effectively enforcing risk-based su-
pervision, the recentlyadopted val-
uation guidelines and group-level
supervision. Implement the forth-
coming roadmap tacklingthe gaps
identified in the insolvency frame-
work.Foster the stability of the car
insurance sector by addressing
market challenges and remaining
structural weaknesses.

Split into Sub-CSRs
e Ensurethe stability of the
banking sector by rein-
forcing supervision,

22

the next steps and the timeline for the completion
of thereform.

Some Progress.

Substantial Progress. The Bulgarian National
Bank (BNB) observes the implementation of the
guidelines,recommendations and other measures
approved by the European Banking Authority (EBA)
with regard to the convergence of supervisory
practices throughout the EU.During the reporting
period, the BNB approved decisionsfor the applia-
tion of a number of EBA guidelines.
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companies and pension funds were fully im-
plemented by April 2017. At the end of 2017,
all but one insurer satisfied Solvency Capital
Requirements, without the application of
Long-Term Guarantee and transitional
measures. However,some insurers’ solvency
ratios are close to 100%, which could indi-
cate potential weaknesses that should be
closely monitored.In 2017, the Financial Su-
pervision Commission withdrew the li-
cences of two insurers for a number of rea-
sons, including the failure to comply with
capital requirements. Both companies have
appealed this sanction. The decision is still
pending before the administrative higher
court. Group-level supervision remains a
challenge for an adequate risk-based insur-
ance supervision. The group-level assess-
ment of two insurance groups was never
completed. While in one case group super-
vision is no longer applicable due to restruc
turing, in the other case the Supreme Ad-
ministrative Court revoked the decision of
the authority for identification of the group.
The authorities' approach following the
court’s decision will still have to take into ac
count the requirements under the trans-
posed Solvency Il Directive stipulating that
group level supervision is to be applied at
the ultimate parentlevel. The supervision of
the car insurance sector is being strength-
ened. The authorities started in November
2017 to automatically match information
from car registration databases with motor
third-party liability contracts, to combat
fraud. The Financial Supervision Commis-
sion has taken further measures to ensure
that victims of car accidents receive the
proper compensation, in particularin cases
of cancelled insurance contracts,and thatall
Bulgarian insurers have a network of claims
representatives in all EU Member States, as
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¢ andimplement the su-
pervisory action plans
in order to strengthen
the oversight and sta-
bility of the sector.

required in the MotorInsurance Directive. As
expected under the Action Plan 2017, the Fi-
nancial Supervision Commission has pub-
lished a report on the level of motor third
party liability premiums. Nevertheless, sig-
nificant challenges regarding the business
model and business strategy of market par-
ticipants remain a concern, with potential
spill overs beyond the sector itself.

Some Progress. Delayed actions for im-
proving banking supervision from the 2015
plan are being completed. The Financial Su-
pervision Commission adopted an Action
Plan for reforming non-bankfinancial super-
vision in September 2017, in cooperation
with the European Insurance and Occupa-
tional Pensions Authority. Implementation
is on-going. The actions towards a proper
risk-based forward-looking supervisory pro-
cess already delivered some outputs, like a
supervisory manual andrisk matrices. These
are useful and necessary tools, but the full
implementation of an action planto estab-
lish such a risk-based forward-looking su-
pervisory process remains key, and only
time will show to what extent new rules are
effectively enforced and whether supervi-
sion has really improvedin practice. The fail-
ure of Olympic, issues with group-level su-
pervision, the frequencyat which the super-
visor's decisions are overturned by the
courts and the worsened problems of the
Green Card Bureau show that insurance su-
pervision still faces some real challenges. In
the area of pension funds, amendments to
the Social Insurance Code were adopted by
the parliament in November 2017. They in-
clude a broader definition of related parties,
in line with international standards. As the
law previews a 12 months implementation
delay, the changes need to be duly enforced

24

promoting adequate val
uation of assets, including
bank collateral

Some Progress. Despite efforts and progress, a
range of hard-to-value assets, such as real estate
collateral still exist in the balance sheets of banks.
Conditions for harmonisation in valuation practices
have been put in place since June 2018, when na-
tional standards becamemandatory for external in-
dependent collateral valuers, in accordance with
the Independent Valuers Act.
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and their effectiveness monitored. In addi-
tion, the Financial Supervision Commission
was strengthened by legislative amend-
ments introduced in 2017, which provided it
with sufficient funding and staff and ex-
panded its supervisory capacity. A proper
risk assessment framework, currently under
development, should support the improved
supervision capacity. The head of Insurance
Supervision in the Financial Supervision
Commission resigned in August 2018, as a
consequence of the failure of OlympicInsur-
ance. Despite announced plansto designate
a successor, no formal steps have been
taken so far. Furthermore, the announced
change in the Financial Supervision Com-
mission chairin March 2019 could generate
further uncertainty, in particular given the
ambitious scope ofthe plannedreforms. It is
importantin both casesto ensure the timely
appointment of professionals who duly fulfil
fit-and-proper requirements.

e Ensureadequatevalu- | Some Progress.Issues with the valuation of e and promoting a func- | Some Progress. The secondary market for NPLs
ation of assets,includ- | collateral limit the incentives of banksto dis- tioning secondary market | has become more dynamic, notably for retail loans,
ing bank collateral, by | pose of non-performing loans. A range of for non-performing loans. | with some improvement in the NFC segment as
enhancing the ap- | hard-to-value assets still exist, notably re- well. Ample liquidity is generating demand for NPL
praisal and audit pro- | lated to immovable property. Examples in- portfolios and collateral sales, with large interna-
cesses clude real-estate collateral in the banking tional companies also having entered the market.

sector, receivables and real estate holdings
in the insurance sector, and stocks, bonds,
real estate and other financial instruments in
the pension funds sector. In addition, the
uneven quality ofauditing affects the valua-
tion of illiquid instruments traded on stock
exchanges, as well as non-traded assets, in-
cluding receivables, minority equity stakes
and subsidiaries. For real-estate valuations,
auditors rely on locally-licensed appraisers.
Despite the advantage of local expertise,
valuation standards differ and the licensing
system is not sufficiently tight. In the ab-
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e Complete the reform
of the insolventy
framework

sence of a mandatory standardised method-
ology, commercial banks have the discre-
tion to use different valuation frameworks,
which may create considerable discrepan-
cies. Some issues related to valuation in the
non-banking financial sector require further
monitoring. According to the Financial Su-
pervision Commission, auditors have not
identified any particular problem with the
clean-cut reinsurance contracts. However,
concerns regarding their supervisory treat-
ment remain to be addressed. The on-going
on-site inspections are also expected to al-
low further assessment by the Financial Su-
pervision Commission. The issue of hard-to-
value assets, including traded securities with
low liquidity and low free float, as well as
non-traded assets, has been identified in the
reviews of both the banking and non-bank
financial sectors but has not yet been fully
addressed. Amendments to secondary legis-
lation could be followed by changes to the
rules governing the work of valuation prac-
titioners to improve the application of valu-
ation rules. Amendments to Ordinance 9 of
the Financial Supervision Commission, con-
cerning the valuation of the assets and liabil-
ities of the pensionfunds, enteredinto force
on 19 November 2018.

Limited Progress. Reform of the insolvency
framework is still incomplete, with im-
portant legislative elements missing. The
pre-insolvency restructuring procedure en-
tered into force on 1July 2017, but so farits
take-up has been weak.The new framework
could benefitfrom further streamlining and
less complexity, inter alia by encouraging
out-ofcourt settlements, less court involve-
ment and administration and lower thresh-
olds when voting on adoption of restructur-
ing plans. On the positive note, Bulgaria

26

Ensure effective supervi-
sion and the enforcement
of the AML framework.

Limited Progress. Bulgaria achieved some pro-
gressin thelegislative framework. At the end of
November 2019, the National Parliament adopted
thelaw aiming to amend the Anti-MoneyLaun-
dering Act transposing Directive (EU)2018/843
(AMLD 5), as well as the remaining issues of

(EU) 2015/849 to prevent the use of the financial
system for the purpose of money laundering and
terrorist financing (AMLD 4). The national risk as-
sessment was completed in January 2020 and
highlights a number of significantthreats. The use
of financial intelligence remains insufficient and
the risk-based approach to supervision has yet to
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and promote a func
tioning secondary
market for non-per
forming loans.

asked for assistance to progress on the re-
form of the insolvency framework in 2018.
This project will put forth a roadmap ad-
dressing the identified gaps.

Limited Progress. The overall ratio of non-
performing loans declined to 9.2% in June
2018, from 12.1% a year earlier. Non-per-
forming loans by non-financial corporations
also decreased, but still topped 15.4% of to-
tal loans and advances (19.9% a year earlier).
These levels are well above the EU averages
in June 2018. Progress with restructuring
has been slow.

e Strengthen the non-
banking financial sector
by effectively enforcing
risk-based supervision,

e therecently adopted val
uation guidelines

e and group-level supervi-
sion.

27

be implemented.Investigation of corruption cases
has increased, but final conviction remains very
limited.

Substantial Progress. Supervision has been en-
hanced in several respects. The risk-based supervi-
sion guidelinesin the insurance and pensioninsur-
ance sectors became applicable as of 1 January
2019. The new rules may be reviewed in 2020
based on experience and new data available. Fur-
ther enhancements to the new approach may be
necessary following additional tests to reap the full
benefits of the measure.

Some Progress. The regulatory framework hasim-
proved. The government adopted important
amendments to two regulations in the field of in-
surance and pension insurance: Ordinance 53 on
the requirements for accountability, valuation of
assets and liabilities and formation of technical re-
serves of insurers, reinsurers and the Guarantee
Fund and Ordinance 9 laying down detailed rules
forvaluation ofthe assetsand liabilities of the sup-
plementary pension funds and the pension insur-
ance company. Notwithstanding the progress
achieved, tackling remaining weaknesses in valua-
tion practices is necessary, in particular regarding
the adequacy of technical provisions in the Motor
Third Party Liability Insurance and the ongoingap-
propriateness of the valuation of non-listed assets.
Some Progress. Group-level supervision might be-
come an issue for one particular insurance group,
depending on the outcome of the restructuring
process. The Financial Supervision Commission,
the European Insurance and Occupational Pen-
sions Authority (EIOPA) and a particular insurance
group have sought an agreement on the kind of
group-level supervision that should apply to that
entity. This group is currently taking steps to ac-
quire a major company active outside the non
banking sector and may undergo restructuring. If
this process is completed successfully, a new pro-
cedure of identification of the group will start,
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Implement the forthcom-
ing roadmap tackling the
gaps identified in the in-
solvency framework.

Foster the stability of the
car insurance sector by
addressing market chal-
lenges and remaining
structural weaknesses.

which will result in the group being identified ei-
ther as an insurance holding company (which in-
volves full group supervision) or a mixed holding
company (which involves a more limited supervi-
sion).

Limited Progress. The government adopted the
insolvency framework roadmap on 19 June 2019
and established a dedicated steeringbody, the so-
called ‘Coordinating Council’, which will be in
charge of the overall management and coordina-
tion of the roadmap’s implementation. Efforts to
implement the insolvency framework roadmap
have already started. The Ministry of Justice has set
up aninteragency working group to draft the nec
essary legislative amendments by the end of June
2020. This group will have a wide stakeholder par-
ticipation with representatives of the government,
the judiciary, law professionals and the academia.
However, more still needs to be done.

Limited Progress. Motor third-party liability
(MTPL) still warrants attention. MTPL represents a
high share in the portfolio of all the Bulgarian insur-
ers. Its profitability has remained insufficient for a
long time due to a strong price competition in the
sector. After insurance premia increased substan-
tially in 2018, the financial results of the MTPL line
of business have strengthened. The solvency of
some players relies on the validity of the assump-
tions underlying thevaluation of their assetsand li-
abilities. There are still weaknesses and areas of
particular risk currently identifiedin the non-bank-
ing sector, including the effectiveness of the sys-
tem of governance and application of the prudent
person principle, for which sustainable corrections
need to be ensured. The government planned to
amend by 31 December 2019 the legislation onthe
implementation of the bonus-malus’system, in line
with the results of the public consultation, but the
deadline has been missed. The government
planned to adopt by 31 December 2019 an ordi-
nance on the approval ofa methodologyfor deter-
mining the amount of compensation for material
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3. Increase the employability of | [ iiCHIBROGREsS!

disadvantaged groups by up-
skilling and strengthening acti-
vation measures. Improve the
provision of quality inclusive
mainstream education, particu-
larly for Roma and other disad-
vantaged groups. In line with
the National Health Strategy
and its action plan,improve ac-
cess to health services, includ-
ing by reducing out-of-podket
payments and addressing
shortages of health profession-
als. Introduce a regular and
transparent revision scheme for
the minimum income and im-
prove its coverage and ade-
quacy.

Split into Sub-CSRs
¢ Increase the employa-
bility of disadvan-
taged groups by up-
skilling and strength-
ening activation
measures.

Some Progress. Several measuresare being
implemented supporting disadvantaged
groups to access the labour market, includ-
ing training, supervised internships and in-
centives to employers to hire them after
their training. Other measures encourage
entrepreneurship among young people for
starting their own business. Mediation ser-
vices have been broadened and Job Integra-
tion Agreements (JIA) have been introduced
during 2018 for long-term unemployed.
Overall, however, participation in active la-
bour market policies (ALMP) remains low

4., Strengthen employability by re-
inforcing skills, including digital
skills. Improve the quality, labour
market relevance, and inclusive-
ness of education and training, in
particular for Roma and other dis-
advantaged groups. Address sodal
inclusion through improved access
to integrated employment and so-
cial services and more effective
minimum income support. Im-
prove access to health services, in-
cluding by reducing out-of-pocket
payments and addressing short-
ages of health professionals.

Split into Sub-CSRs
e Strengthen employability
by reinforcing skills, in-
cluding digital skills.
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and non-material damage sustained as a result of
bodily injury to the injured person and for deter-
mining the amount of the compensation for mate-
rial and non-material damage of the injured person
as a result of the death of a victim. However, the
deadline has been missed. The Bulgarian Green
Card Bureau is still under monitoring and the sec
toral reinsurance cover is yet to be underwritten.

Some Progress. Sustained efforts to increase skills
of jobseekers, such as trainings, traineeships, ap-
prenticeships and dual VET have shown positive re-
sults. Operations were implemented at national
and local level in 2019 to improve employability of
vulnerable groups. There are ongoing measures to
improve the labour market relevance of VET and
higher education, although theirimpact s still lim-
ited.
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e Improve the provision
of quality inclusive
mainstream  educa-
tion, particularly for
Roma and other disad-
vantaged groups.

e In line with the Na-
tional Health Strategy
and its action plan,im-
prove access to health
services, including by
reducing out-of-
pocket payments and
addressing shortages
of health profession-
als.

e Introduce a regular
and transparent revi-
sion scheme for the
minimum income and
improve its coverage
and adequacy.

and the training component of these poli-
cies could be strengthened. Further devel-
oping vocational education and training
could improve the impact and sustainability
of activation measures.

Some Progress was made in improving the
provision of quality inclusive mainstream
education, but a significant amount of work
is still needed. A few measures have been
implemented such as the inter-institutional
mechanism to identify out-of-school chil-
dren and return them to school, support for
students to overcome learning gaps, several
measures aiming to improve digital skills, in-
creasing teachers’ salaries and retraining
teachers, as well as reforming funding
standards to allocate additional funding to
disadvantaged schools and kindergartens.
However,improvements in educational out-
comes have not been recorded yet and ef-
forts to improve the situation of students
from the most vulnerable groups and Roma
arelagging behind.

Limited Progress. The implementation of
the National Health Strategy action plan is
considerably delayed. In 2018, some pro-
gress was achieved in improving access to
disease prevention medicines and outpa-
tient programmes. The 2014-2020 ERDF in-
vestmentin a network of emergency health
care, planned in the National Health Strat-
egy, started as late as end of 2018.

Limited Progress. While no regular and
transparent revision mechanism has been
proposed for the minimum income (M) the
number of supported persons has increased
according to administrative data of the au-
thorities. The minimum income remains too
low to have an impact on the number of
people living in poverty or on income ine-
quality. In 2018 the guaranteed minimum
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Improve the quality, la-
bour market relevance,
and inclusiveness of edu-
cation and training, in
particular for Roma and
other disadvantaged
groups.

Address social inclusion
through improved access
to integrated employ-
ment and social services

and more effective mini-
mum income support.

Limited Progress. There has been limited progress
in the area of education and training, as the chal-
lenges of quality and inclusion, in particular for
Roma, remain.The impact of the measures taken to
tackle any of those is yet to be seen. There are
measures undertaken to improve the labour mar-
ket relevance of education, but theirimpactis mit-
igated.

Limited Progress. Bulgaria planned to improve
the provision of social services with the new law
adopted in March 2019, but its entry into force is
delayed to the second half of 2020, however, there
is no implementation and the timeframe could be
further extended.

Some Progress. Measures have been taken to im-
prove the adequacy and coverage of the heating
allowance as part of the minimum income support.
In particular, the modification of the access criteria
and the increase by 24.5% of the allowance to a
21% increase of the number of recipients com-
pared to 2018.
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income (GMI) was increased by 15% - from
BGN 65 to 75 (EUR 5). However, the mini-
mum income is still among the least ade-
quate in the EU and significantly below the
at-risk-of-poverty threshold (EUR 180 in
2018). Despite the measures that have been
taken - social assistance for heating is being
granted on the current place of residence,
making it more flexible and accessible, the
amount of the heating benefits for the next
heating season is adjusted to the electridgty
prices, the mechanism for compensation of
pensions’ increase is being updated so that
the pensioners who receive heating benefits
could not drop out due to the pensions' in-
crease - the coverage and adequacy of so-
cial benefits remain low and an objective
mechanism for their regular updates is stil
lacking.

e Improve access to health | Limited Progress. Majority of measures to address
services, including by re- | problems with access to health careincluding out-
ducing out-of-pocket | of-pocket payments and shortages of health pro-
payments and addressing | fessionals are either in drafting stage orin process
shortages of health pro- | of adoption.
fessionals.

3. Focus investment-related eco- | [iililCOIPROGRESS!
nomic policy on research and inno-

vation, transport, in particular on

its sustainability, water, waste and

energy infrastructure and energy

efficiency, taking into account re-

gional disparities, and improving

the business environment.

Split into Sub-CSRs

e Focus investment-related | Limited Progress. R&D spending remainsvery low
economic policy on re- | both in the publicand in private sectors. Bulgaria

search and innovation, has the fifth lowest R&D intensity level in the EU:

0.75% of GDP in 2018, with a very small increase

from 0.74% of GDP in 2017.The extremely low pub-

lic R&D intensity (0.21% of GDP in 2018, the third

lowest in the EU) is particularly concerning, and it
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has been on a mostly decreasing trajectory since
2000. This hinders the required capacity building,
asresearch infrastructure is outdated and the very
low wages act as deterrents to attracting and re-
taining young talent. While the business R&D inten-
sity increased between 2009 and 2014, it is now
also on a decreasing path (0.54%

of GDPin 2018, from a peak of 0.70% in 2015).

e transport, in particular on | Limited Progress. The quality of road infrastruc

its sustainability, ture has been increasing slightly over the last years,
following significant investments supported by the
European Structural and Investment Funds. The
on-going construction of a national motorway
demonstrates good intentions to modernise but is
still slow. On infrastructure, efforts are needed on
railway infrastructure fluidity, without segmenta-
tion of modernized and non-modernized parts and
on development of further internal railway net-
work interconnecting strategic points whiledevel-
oping a network of multimodal platforms for
transit and for country purposes. The penetration
rate of alternative-fuelled passenger cars is still rel-
atively low compared to the top performers in the
EU.Inroad, rail and inland waterwaystransport, ex-
ternal costs related to accidents, environment (air
pollution, climate change, energy production,
noise, habitat damage) are about 7 billion EURan-
nually, which corresponds to 6,5% of Bulgaria's
GDP. Road users generate almost 98% of such
costs. While road users pay 97% of revenues in
transport, the taxes and charges paid by them do
not cover the total transport generated costs as
they cover 66% and 46% of the total extemal and
infrastructure costs for passenger and freight re-
spectively. Transport modes as rail, aviation and
waterborne at the moment havea very limited con-
tribution to the transport revenues which puts in
question the sustainability of transport.

e water, waste and energy | Limited Progress. Water - limited progress: limited
infrastructure and energy | implementation on the ground; Bulgaria is still far
efficiency, taking into ac- | from achieving compliance with the drinking water
countregional disparities, | and urban waste water treatment directives. Waste
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- some progress: some progressin closure and re-
habilitation of non-compliant landfills. Imple-
mented and on-going waste infrastructure projects
financed under different programmes, including
but not limited to EU funds, are with limited mag-
nitude; many projects still remain to be imple-
mented in the future. Investments in research and
development (R&D) in low-carbon technologies
are rather low but increasing. Investments are
driven primarily by the private sector. Akey rolein
the development and deployment of low-carbon
technologies is played by the Innovation Strategy
for Smart Specialisation 2021-2027, which is cur-
rently being updated.

Very limited progress was made towards reaching
the 2020 indicative national target for energy effi-
ciency.Iln 2018 Bulgaria’s final energy consumption
increased slightly compared to 2017, remaining
above the linear trajectory by 11 pp. Similarly, in
2018 Bulgaria did not reduce its primary energy
consumption sufficiently to stay below the linear
trajectory. There are outstanding compliance is-
sues with the legal requirements and the current
legal framework provides insufficient incentives for
the obliged parties to invest more in energy sav-
ings.Huge energy saving and carbon reducing po-
tential yet to be unlocked by targeted measures in
the industrial, transportation, and residential sec
tors-in 2018 the highest energy consumption was
in the transport sector (34%), followed by industry
(28%) and households (24%). Serious social chal-
lenges are interlinked with the process of effective
energy transformation, such asjob losses and fall-
ing life quality standards. To facilitate a just transi-
tion towards a low-carboneconomyfrom a maao-
economicand socio-economic perspective, signifi-
cantinvestments inthe fields of climate and energy
are required. Transformation measures have not
yet been considered.In October 2019, the govern-
mentindicated that a debate with stakeholders has
been initiated on the possibility to jointhe EC plat-
form “Coal Regions in Transition”, which, if and
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when realized, could help with identifying priority
projects, measures, and investments. Investment-
related economic policy on energy infrastructure:
Substantial progress in gas (construction works on
IGB interconnector + reinforcing and modernisa-
tion of internal high-pressure grid + improved
functioning of the wholesale market through the
setting up of a gas hub + PCl projects + Council of
Minsters Decision to acquire a stake of the LNG fa-
cility in Northern Greece); Some progress in elec-
tricity (capacity increase of internal lines + inter-
connectors + improved functioning of the whole-
sale market through intra-day coupling) Invest-
ment-related economic policy on energy effi-
ciency: Limited progress. R&D investment in low
carbon technologies below 1% with private R&D in-
creasing while public R&D remain the lowest in the
EU, well below 0.4% of GDP. Limited progress to-
wards reaching the 2020 indicative national target
for energy efficiency.
e and improving the busi- | Some Progress. Bulgaria is implementing
ness environment. measures in orderto improve the businessenviron-
ment and to remove the existing obstacles to in-
vestment, however, they have notled to signifiant
improvements so far.
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2018 CSRs
SGP: -

MIP: -

Assessment ofimplementation
of 2018 CSRs

February2019

2019 CSRs
SGP: -
MIP: -

Assessment ofimplementation
of 2019 CSRs

February 2020
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1. Improve the long-term fisal
sustainability, in particular of
the pension system. Address
weaknesses in public procure-
ment practices, in particular by
enabling more quality-based
competition and by imple-
menting anti-corruption
measures.

Split into Sub-CSRs
e Improve the long-
term fiscal sustainabil-
ity, in particular of the
pension system.

No Progress. Recent measures increase
pension adequacy but are not coupled with
policies thatimprove long-termsustainabil-
ity. The government made pension indexa-
tion more generous by taking into account
one half (rather than the previous one third)
of real wage growth. It will also top up pen-
sions with CZK 1 000 for all pensioners over
85 years and increase the flat rate part of the
pensions from 9 % to 10 % of the average
wage. These measures will likely increase
costs further and worsen the sustainability
indicator (52) by around 0.2 to 0.3 pps of
GDPin the long term.While the government
agreement mentions pension refom
among its priorities, it is unclear what re-
forms are envisagedand if they can improve
the sustainability of the pension system.The
projected increase in age-related public ex-
penditure on healthcare also reduces long-
term fiscal sustainability. Public expenditure
on healthcare is projected to increase by 1.1
pps of GDP by 2070, above the EU average
increase of 0.9 pps. Taking into account the
impact of non-demographic drivers, it may
increase by 1.9 pps of GDP by 2070, 0.3 pps
abovethe EU average.

35

1. Improve long-term fiscal sustain- | | iiCOIPROORESS]

ability of the pension and health-
care systems. Adopt pending ant-

corruption measures.

Split into Sub-CSRs

Improve long-term fisal
sustainability of the
pension and health-are
systems.

No Progress. The process of a regular review of the
statutory retirement age took place in 2019. The
report concluded that an increase in expected
expenditure on pensions up to 14.5% of GDP in
2059. After social and economic considerations, the
government decided not to increase the statutory
retirement age. Therefore, the long-term fiscal
sustainability of the pension system remains
problematic. There was some limited progress
regarding the sustainability of the health-care
system. A schedule for the reform of primary are
was approved by the Ministry of Health in June
2019. The use of Diagnostic Related Groups will be
piloted for reimbursement on a limited scale in
2020, with the aim to further increase the scopein
2021. The system of ePrescriptions was fully
implemented in 2019 and there are further
developments in for instance eHealth and
enhancement of the competences of general
practitioners.


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2803%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-czech-republic_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-czech-republic_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10156-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0502
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0502
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e Address weaknesses
in public procurement
practices, in particular
by enabling more
quality-based compe-
tition and by imple-
menting anti-corrup-
tion measures.

2. Reduce the administrative
burden on investment, includ-
ing by speeding up permit pro-
cedures for infrastructure work.
Remove the bottlenecks ham-
pering research, development
and innovation, in particular by
increasing the innovation ca-
pacity of domestic firms.
Strengthen the capacity of the
education system to deliver
quality inclusive education, in-
cluding by promoting the
teaching profession. Foster the
employment of women, the
low-skilled and disabled peo-
ple, including by improving the
effectiveness of active labour
market policies.

Split into Sub-CSRs

Some Progress. There has been some pro-
gress in addressing weaknesses in public
procurement practices. Nonetheless, apart
from an improved and restructured public
procurement training system andincreased
cooperation of contracting authorities with
professional authorities, annual procure-
ment indicators do not evidence so far any
improvement of public procurement prac-
tices in terms of quality based competition.
Nevertheless, the effort goes into the right
direction, even if the results may take more
time to show. Anti-corruption measures
have been planned but adoption by the Par-
liament has been long outstanding.

Some Progress.

e Adopt pending anti-

corru ption measures.

3. Focus investment-related eco-
nomic policy on transport, notably
on its sustainability, digital infra-
structure, and low carbon and en-
ergy transition, including energy
efficiency, taking into account re-
gional disparities. Reduce the ad-
ministrative burden on investment
and support more quality-based
competition in public procure-
ment. Remove the barriers ham-
pering the development of a fully

functioning innovation ecosystem.

Split into Sub-CSRs

36

Limited Progress. Several pending measures are
either not yet adopted by the government, or are
not finally approved by the Parliament. These
proposals include: extending the role of the
Supreme Audit Office to the regions and
municipalities, introducing legislation on protection
of whistleblowers and on lobbying. The bill on
whistleblower protection is currently prepared at
ministeriallevel, witha view toadoptitin 2020. The
law on nominations to the state owned companies
was adopted bythe Parliamentin 2019.

Some Progress.
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e Reduce the adminis- | Some Progress. An amendmentto the cur- o Focus investment-related | Limited Progress. Several large TEN-T railway
trative burden on in- | rent legislation has the potential to shorten economic policy on | projects are on-going, including to upgrade the
vestment, including | and improve the effectiveness of permits transport, notably on its | Prague railway junction as well as the lines
by speeding up pemit | proceedings involving the awarding of per- sustainability, connecting to the Slovak and to the German
procedures for infra- | mits related to strategic infrastructure. Fur- borders. These projects experienced some delays
structure work. thermore, a new construction law is being and are planned for completion in the next 2 to 3

prepared and is expected to be finalised by years. A number of development studies are also
2023. ongoing to further reinforce the rail network

Projects are underway in the road sector as well,
including regarding the motorway connections to
the Austrian and Polish borders. The uptake of zero
emission vehiclesremainslow.In 2019, only 05% of
newly registered vehicles were battery electric or
plug in hybrid vehicles. The deployment of
recharging infrastructure follows the slow growth
pass of zero emission vehicles. In December 2020,
the Czech government approved a National
Investment Plan that gives the utmost priority to
transport, allocating around three quarters of the
total sum.The plan foreseesinvestmentin transport
infrastructure of CZK 6,000 billion by 2050, of which
CZK 3,000 billion by 2030. The National Investment
Plan assumes investments of CZK 782 billion in
motorway construction, CZK 878 billion in railway
modernisation and CZK 769 billion in the
constructionof high-speed railway lines.
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e Remove the bottle-
necks hampering re-
search, development
and innovation,in par-
ticular by increasing
the innovation capac
ity of domesticfirms.

e Strengthen the capac
ity of the education
system to deliver qual-
ity inclusive educa-
tion,including by pro-
moting the teaching
profession.

Limited Progress. The announced ‘Invest-
ment package’, if well designed, could at-
tract higher value investments in the coun-
try and thus strengthen the potentialforin-
novation. At the same time, the recent
changes in the R&l policy governance and
the design of Metodika 17+ are unlikely to
significantly improve R&D performance. The
Czech Republic remains a ‘moderate’ inno-
vator with a performance of around 80% of
the EU average. Despite the Czech economy
gradually  shifting  towards more
knowledge-intensive activities also thanks
to EU funding, the proportion of innovative
Czech firms is lagging behind the EU aver-
age. Bottlenecks exist on the supply side as
well, mainly related to the generally low at-
tractiveness of the public research systems
when compared internationally, the short-
age of skilled researchers and a lack ofincen-
tives for collaboration with businesses.
Some Progress. A number of measures to
improve the system have been taken but
their impact will depend on implementa-
tion. Regarding the teaching profession, its
attractiveness remains low and further ef-
forts are needed to better promote it and to
attract and retain talented young people.

38

digital infrastructure,

and low carbon and
energy transition,
including energy
efficiency, taking into
account regional
disparities.

Limited Progress. 5G auction has been postponed
suggesting that Czechia will likely not be able to
reach the objectives of the EU 5G action plan. The
nationalInnovation strategy aims to help companies
use more digital technologies, support Industry 40
or build super-fast broadband infrastructure as a
basis for online services. However, the govemment
has not yet launched concrete initiatives to
implement the strategy.

Limited Progress. Czechia has made limited
progress regarding the need to improve its legal
framework and reduce administrative burden for
investing in renewableenergies. At around 15%, the
share of renewable energy in final consumption is
below EU average (18% in2018) and has been static
since 2014. Czechia has one of the highest
greenhouse gasemissionsper capita in the EU (122
tonnes compared to an EU average of 8.5 in 2018)
and progress since 2007 has been rather low. The
available national sources of funding do not
necessarily prioritise investments focusing on
sustainability (i.e. that minimise the effects of climate
change or environmental destruction) or penalise
projects that use solid fossil fuels. Road transport is
becoming one of the main consumers of energy in
Czechia, but the investments in low-carbon
technologies and vehicles remain low. The long-
term renovation strategy still lacks details on the
steps to renovate and decarbonise buildings, while
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Foster the employ-
ment of women, the
low-skilled and disa-
bled people,including
by improving the ef-
fectiveness of active

labour market policies.

Some Progress. Measure fostering labour
market participation of women, low-skilled
and people with disabilities have somewhat
improved but there are still challenges re-
garding the effectiveness of active labour
market policies (ALMP).Improvements were
supported from EU funds by increasing the
number of childcare facilities but the imple-
mentation of other policy measures is de-
layed. The announced changes in provision
of individualised services by publicemploy-
ment services, which could further help to
integrate other underrepresented groups
such as the low skilled and people with dis-
abilities, have not yet brought tangible re-
sults. Due to the ineffective targeting and a
lack of tailored measures, the progress in im-
proving the effectiveness of ALMPs was lim-
ited, preventing these groups from fully
benefitting from the favourable conditions
of the labour market.
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Reduce the administrative

burden on investment

and support more quality-

based competition
public procurement.

in

such details would allow the estimation of benefits
from energy savings.

Limited Progress. The 2018 product market
regulation (PMR) data confirms administrative
burden on start-ups as a problematic area,
particularly concerning licenses and permits. The
result may also be driven by distortions induced by
state involvement in economy and barriers to
domestic and foreign entry. Complex, non-
harmonised and unpredictable legislation
discourage investors and undermmine medium and
long-term competitiveness. Ineffective enforcement
of single market rules increases uncertainty for
economic operators, reducing their incentives to
undertake additional investments. Tax compliance
costs for businesses remains high. The recent
legislative amendments to the Act on accelerating
the construction of transport, water, energy and
electronic communication infrastructure have been
appreciated by the business community with
respect to simplification and acceleration, but the
impact is still to be assessed. Work is currently
underway on a new construction law, the aim of
which is to reduce the administrative burden and
speed up and streamline the permitting processes in
all legislation that regulates or affects the
construction law in Czechia (around 60 laws).
However, the actual implementation is expected
only after 2021.

Some Progress. Effort in supporting quality-based
competition isnoticeable. The Czech authorities put
in place a well-structured training system and
organised conferences and specialised events to
increase the professionalisation level of contracting
authorities. The contractingauthoritiesalso seemto
genuinelyfocus more on quality criteria.
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e Remove the barriers | Some Progress. The adopted Innovation Strategy
hampering the | of the Czechia aims to remove obstacles for the
development of a fully | development of a functioning innovation
functioning innovation | ecosystem. Under the same axis, automation and
ecosystem. artificial intelligence (Al) have become major policy

priorities for the Czech government, part of the
larger overarchinggovernment plan called ‘Czechia
- The Country for the Future.’ If well implemented,
the set up goals could contribute to the
improvementof this ecosystem.

2. Foster the employment of | [iiflilCCIPROGREsS!

women with young children, in-

cluding by improving access to af-

fordable childcare, and of disad-

vantaged groups. Increase the

quality and inclusiveness of the ed-

ucation and training systems, in-

cluding by fostering technical and

digital skills and promoting the

teaching profession.

Split into Sub-CSRs
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e Foster the employment of | Limited Progress. Women aged 25-49 with small
women  with  young | children continue to be underrepresented in the
children, including by | labour market. The negative impact of parenthood
improving access to | on female labour market participation continues to
affordable childcare, and | be above the EU average. Despite the considerable
of disadvantaged groups. | increase in the number of childcare places created

with the support of the European Social Fund,
supply still falls short of demand, leaving the
participation rate in formal childcare for children
under age 3 still significantly below the EU average.
Authorities plan toamendtheChildren’s Groups Act
by 2022 in order to harmonise the differentrulesand
make childcare more affordable through increased
resources, in particularfor children below 3 years for
which currently thereis no legal entitlement for a
place. High demand for labour has led to
improvements in  the  participation of
underrepresented groups. Still, Czechia has a higher
than average employment rate gap between people
with and without disabilities - 29.7 pps vs 24.2 pps in
the EU in 2017. There are also significant regional
differences. Targeting of active labour market
policies to the most vulnerable is still not sufficient,
including in the new measures announced
(Employment Pack).
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Increase the quality and
inclusiveness of the
education and training
systems, including by
fostering technical and
digital skills and
promoting the teaching
profession.

Some Progress. Positive measures were adopted
but still they seem insufficient to bring enough
actual progress. Socioeconomic inequality of
opportunities for children remains high. The latest
PISA results show that the share of 15 year-old
students with a low socio-economic background
who underperform in reading is 29.7 percentage
points greater than for those coming from a high
socio-economic background. The reform to
promote inclusive education has sofar had a limited
impact on Roma and the possible impacts of the
amendment to the inclusive education reform are
uncertain. Substantial progress to improve the
educational outcomes of Roma still remains to be
observed. Despite recent wage increases, teachers’
wages in Czechia are among the lowest across OECD
countries and consistently below those of tertiary-
educated adults at all levels of education. The
teaching profession still has limited capacity to
attract the best candidates. The ageing of the
teaching workforce is a rising issue in Czechia, in
particular at primary level, with raising concems
about potential shortages in the future. Despite
some measures taken (forexample Action Plan Work
4.0), the level of advanced digital skills is below the
EU average.Thereis scope for further development
of teachers' training in ICT skills. The initiatives
implemented by Czechia are a step in the right
direction towards higher quality vocational
education and training, but their impact needs to be
closely monitored. Also a comprehensive national
skills strategy is still missing. The government has
adopted the implementation plans for the Digital
Czechia Programme. They include actions to
improve digital skills through the support for life-
long learning, upskilling employees in SMEs and
freelancers, support of courses for job seekers,
improvingdigital literacy of students and teachers or
opening education to digital technologies. If
properly implemented, these actions have the
potential to address the country-spedfic
recommendation inthe area of digital skills.
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2018 CSRs
SGP: -
MIP: -

Assessment ofimplementation

2019 CSRs
SGP: -
MIP: -

Assessment ofimplementation
of 2019 CSRs

February 2020

1. Increase competition in do-
mestically oriented services sec-
tors, forinstance in the distribu-
tion of utilities and in the finan-
cial sector.

of 2018 CSRs
February 2019
Some progress.
In 2018, Denmark has implemented

measures to enhance competition in the fi-
nancial sector.Moreover, Denmark has con-
tinued its work with implementing the utili-
ties strategy. Political agreements on
measures in the water and sewage water
sector were reached in October 2018.

1. Focus investment-related eco-
nomic policy on education and
skills, research and innovation to
broaden the innovation base to in-
clude more companies,and on sus-
tainable transport to tackle road
congestion.

Split into Sub-CSRs
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Focus investment-re-
lated economic policy
on education and skills,

research and innovation
to broaden the innova-
tion base to include
more companies,

and on sustainable
transport to tackle road
congestion.

Some Progress.

Some Progress. The re-priorisation contribution
(omprioriteringsbidraget) to education willbe can-
celled from 2020, thereby significantly increasing
the funding of education (approx. DKK 678 million
per year). Increased funding for basic education
(Folkeskolen) from 2020 till 2023 (i.e. raising by DKK
275 million in 2020 up to DKK 807 million in 2023).
A broad political agreement (October 2019) ear-
marked DKK 102 million to initiativestargeting the
upskilling of unskilled workers.

Limited Progress. Denmark has taken measures to
increase funding for research and innovation. The
Research Reserve for 2020 has been increased from
the original plan by 38 %, totalling DKK 1.925 bil-
lion.The budget earmarks an additional DKK 1 bil-
lion for green research in 2020 raisingit to a total of
DKK 2.3 billion.However no specific measures were
proposed to broaden the innovation base and to
include more companies.

Some Progress. The Government has presented a
specific transport plan to tackle key road conges-
tion areas, notably in the Greater Copenhagen and
Lillebaelt areas. With a view to Denmark’s green-
house gas emissions reductiontarget, the govem-
ment is set to negotiate an agreement on infra-
structure investments, which takes climate anden-
vironmental issues into account, e.g. through in-

PE624.443


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2804%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-denmark_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-denmark_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10157-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545567722&uri=CELEX%3A52020SC0503
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545567722&uri=CELEX%3A52020SC0503

Country-Specific Recommendations for2018 and 2019

vestmentin publictransportand cycling. The Gov-
ernment has taken actionto disseminate European
Rail Traffic Management System (ERTMS) signalling
on Danish railroads, which is a prerequisite for fur-
ther electrification of the rail network. New electric
trains for regional and international traffic to Ger-
many are expected to be operationalfrom 2021.

2. Ensure effective supervision | Some Progress. Denmark undertook several sig-

and the enforcement of the anti- | nificant legislative steps over a relatively short pe-

money laundering framework. riod of time, but the recently implemented
measures still have to prove their effectiveness. The
Financial Supervisory Authority has made progress
in enhancing its supervisory capacity, but upgrade
has yet to be soughtand obtained in respect of Fi-
nancial Task Force standards relevant for anti-
money laundering supervision of financial entities.
The DFSA established an AML Division and in-
creased the number of AML-dedicated staff by
close to 50% in 2019.
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2018 CSRs
SGP: -
MIP:CSR 1, 2

Assessment ofimplementation
of 2018 CSRs

February 2019

2019 CSRs
SGP: -
MIP:CSR 1, 2

Assessment ofimplementation
of 2019 CSRs

February 2020

1. While respecting the MTO,
use fiscal and structural polides
to achieve a sustained upward
trend in public and private in-
vestment, and in particular on
education, research and inno-
vation at all levels of govern-
ment, in particular at regional
and municipal levels. Step up
efforts to ensure the availability
of very high-capacity broad-
band infrastructure nationwide.
Improve the efficiency and in-
vestment-friendliness of the tax
system. Strengthen competi-
tion in business services and
regulated professions.

Split into Sub-CSRs

e  While respecting the
MTO, use fiscal and
structural policies to
achieve a sustained
upward trend in pub-
lic and private invest-
ment,

Some Progress. Overall, the investment sit-
uation shows signs ofimprovement, but fur-
theraction is still needed. Publicinvestment
in 2018 grew by 7.7 % nominally and by 38
% in real terms. This represents a noticeable
increase compared to past years and the
long-term average. However, given the
backlog especially at municipal level, public
investment still needs greater efforts to
maintain the capital stock. This could be
achieved, in particular by addressing plan-
ning constraints as well as the high regional
differences of publicinvestment, which sug-
gest that the current fiscal set up does not
yet provide all municipalities with sufficient
financial resources and staff to significantly

1. While respecting the MTO, use
fiscal and structural policies to
achieve a sustained upward trend
in private and publicinvestment,in
particular at regional and munici-
pal level.Focus investment-related
economic policy on education; re-
search and innovation; digitalisa-
tion and very-high capacity broad-
band;sustainable transport as well
as energy networks and affordable
housing, taking into account re-
gional disparities. Shift taxes away
from labour to sources less detri-
mental to inclusive and sustainable
growth.Strengthen competition in
business services and regulated
professions.

Split into Sub-CSRs

e While respecting the
MTO, use fiscal and struc
tural policies to achieve a
sustained upward trend
in private and public in-
vestment, in particular at
regional and municipal
level.

46

Some Progress. Private investment remains solid
despite the economic slowdown, butis still lagging
behind infrastructure and housing needs. In 2018,
private investment increased by 3% in real terms
and across most asset types, excluding non-resi-
dential construction investment which remained
subdued. In 2019, real investment continued in-
creasing at similar rates, however with non-resi-
dential investment picking up speed, while equip-
ment investment growth weakened. Altogether,
the private investment share of GDP increased
from 18% in 2011-2017 to 19% in 2018-2019. The
most dynamic components in recent years have
been housing and other investment (comprising
mainly R&D and other intellectual property). How-
ever, investment is still lagging behind infrastruc
ture and housing needs. This is reflected in short-
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and in particular on
education,

research and innova-
tion atall levels of gov-
ernment, in particular
atregional and munic
ipal levels.

step up their investment levels. Private in-
vestment has increased noticeably as well,
but notacross all asset types.Equipmentin-
vestment has grown robustly in response to
record high capacity utilisation. Housing in-
vestment continues to boom even if the
construction sector reports capacity con-
straints and price increases. Non-residential
construction has been increasing sluggishly
in real terms, suggesting that essential infra-
structure may not have kept up with the
economy’s needs.

Limited Progress. Spending rose in real
terms but remained flat as a share of GDP at

42%. Important investment were an-
nounced in the coalition agreement. How-
ever, the investment backlog in education is
by now bigger than in other sectors at mu-
nicipal level. Legislative changes for direct
governmentinvestmentin the Landeris put
on hold, with a stalling effect on important
investments in educationinfrastructure and
other projects (digital education).

Some Progress. R&D intensity increased
from 2.71 % of GDP in 2010 to 3.02 % in
2017.The national (and EU) target of 3 % has
thus been achieved. In real absolute terms,
growth was also faster than the EU average.
While expenditure by the business sector
grew faster than spending by the govern-
ment and the higher education sectors, RRD
intensity in the business sector also ex-
panded fasterin pps (from 1.82 % in 2010 to

47

Focus investment-related
economic policy on edu-
cation,

research and innovation,

term pressures, observed for example through in-
creases in house prices and rents. Furthermore, the
manufacturing sector faces a slowdown in foreign
demand dynamics, in tandem with a need to adapt
to climate and environmental requirements (e.g.
low-emission cars). Public investment has contin-
ued increasing against a backdrop of a signifiant
investment backlog. Gross public investment in-
creased by around 6% annually in 2015-2017 and
by close to 9% in 2018 and close to 7% in 2019 in
nominal terms.In real terms the increase averaged
about 4% in 2015-2019 as price inflation for con-
struction works was high (more than4.5% on aver-
age) in 2017-2019. This raised the public invest-
ment rate from 2.1% of GDPin 2015 to 2.5% of GDP
in 2019. Since 2017, total government net invest-
ment has turned positive.In 2018-2019, municipal
investment picked up speed, but net investment
remains negative. The investment backlog at mu-
nicipal level remains high at EUR 1384 billion, 4%
of GDP.

Limited Progress. While education expenses have
somewhat been increased in 2019, including
through the Digitalpakt Schule, a longer term hori-
zon for education expenses remains missing.

Some Progress. Germany invests considerable re-
sources in R&D, still private investmentinR&D is in-
creasingly concentrated in large firms while SMEs
and start-ups face challenges. R&D intensity has in-
creased during the last years,from 2.46% of GDP in
2007 to 3.13% in 2018 (3rd highest in the EU). A
new national R&D intensity target of 3.5% by 2025
was included in Germany’s High Tech Strategy
(BMBF, 2018). With two thirds of the R&D per-
formed in the business sector, German business
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e Step up efforts to en-
sure the availability of
very high-capadty
broadband infrastruc
ture nationwide.

e Improve the efficiency

and investment-
friendliness of the tax
system.

2.09 % of GDP in 2017) than in the public
sector (where it increased from 0.89 % of
GDPin 2010 to 0.93 % in 2017).

Limited Progress. Overall, there are en-
couraging announcements to improve the
nationwide broadband infrastructure, but
so far only small steps have been taken re-
garding their implementation. Germany is
lagging behind in the deployment of very
high-capacity broadband on a national
level,and particularly in rural areas. The mar-
ket share of fibreoptics connections was still
atavery low level of only 2.1 % in July 2017,
compared to a significantly higher EU aver-
age of almost 129 %. Concerning take-up
rates for ultrafast connections (DAE target
1), 11.1 % of German households subscribe
to 100 Mbps or more. This is way below the
EU average of 154 %. The Federal Govern-
ment has acknowledged the problem and
has taken first steps toaddress it. The spedal
‘Digital Infrastructure’ fund was announced
and EUR24 bn was allocated from the 2018
federal budget. Moreover, a Gigabit Invest-
ment Fund of EUR10-12 bn was included in
the coalition agreement of the parties form-
ing the federal government, to be spent by
2021 in order to roll out gigabit infrastruc
ture.If implemented, this could be abig step
towards a more future-proof digital infra-
structure in Germany.

Limited Progress. Overall, there is still more
action needed to improve the efficiency and
investment-friendliness of the tax system.
Although some measures are expected to
lead to improvements, the most important
distortions are not fully addressed, the tax
system overall remains complex and the
marginal tax burden on new investments or

48

digitalisation and very-
high capacity broadband,

sustainable transport,

R&D intensity (2.16% in 2018)is the third highest in
the EU. However, business R&D is predominantly
performed by large firms in R&D-intensive indus-
tries, whereas small and medium-sized enterprises'
R&D expenditure has stagnated over the past dec
ade.

Limited Progress. Regarding digitalisation, espe-
cially digital publicservices, the implementation of
the Online Access Act is proceeding rather slowly,
and itis unlikely that the Act’s nominal goal of dig-
italizing all 575 services by the end of 2022 will be
met. In November 2019 the Federal Cabinet de-
cided the reorganization of this costly digital pro-
ject of modernizing the IT infrastructure of the pub-
licauthorities.Regarding broadband, although the
take-up of fast broadband (=30Mbps) has im-
proved, Germany remains below the EU average,
and considerably so in fiber to the premises (FTTP)
coverage, 4G coverage and mobile broadband
take-up.While the Government made considerable
efforts on the financialside forthe roll-out of digital
networks, significant improvements in terms of
FTTP coverage and take-up are not expected inthe
short term, given thelack of building capacities and
know-how.

Limited Progress. The transport sector has done
particularly badly at cutting emissions of both
greenhouse gases and local air pollutants, which
has led to a gap in meeting Germany’s Effort Shar-
ing Decision target. Despite very high external cost
of road transport, Germany records a high use of
passenger cars while at the same time the compe-
tition within the rail passengersector remains low.
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Strengthen competi-
tion in business ser-
vices and regulated
professions.

for taking up (additional) work is still high.
After some improvements in this area in re-
centyears, relatively little progress has been
made over the past year.Germany adopted
a reform designed to modernise and auto-
mate tax administration proceduresin 2017,
but this is still in the process of being imple-
mented. As of 2018, Germany simplified the
tax treatment of mutual investment funds
and their investors. At the same time, it re-
moved some restrictions on offsetting losses
when loss-making companies are bought by
new investors.It remains to be seen if these
two new measures can actually trigger addi-
tional real investment.

Limited Progress. Barriers to competition
in business services remainhighin compari-
son with other EU Member States. Data on
business dynamics and profitability are sug-
gesting lower competitive pressures in key
business services sectors such as legal, ac-
counting, architectural and engineering ac
tivities, which lead to higher mark-ups. Pro-
fessional services are still overregulated,
where exclusive rights, compulsory cham-
ber membership, and regulation on prices
and fees stifle competition. This is problem-
aticgiven the high share of services inputs in
the German manufacturing industry.
Changes in the regulation of services could
boost economic activity and investment in
Germany. Policy actionsto stimulate compe-
tition in business services and regulated pro-
fessions have not been recorded, with the
exception of minor measures as a follow-up
to individual court decisions concerning the
professions oflawyers and taxadvisors.
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as well as energy net-
works,

and affordable housing,
taking into account re-
gional disparities.

The Climate Package of Autumn 2019 included a
number of promising measures, including support
for creating charginginfrastructure of electric vehi-
cles,increased subsidiesfor electric, hybrid and fuel
cell vehicles, publictransport investment, creation
of new cycling routes, modernisation of ports and
inland waterways, support to rail transport. How-
ever, the impact and the implementation of these
needed and overall well-conceived measures still
remain to be seen.

Limited Progress. Some measures have been
taken, including an agreement onforward-looking
internal planning and auditing of grid expansion,
and improving construction and access of the lig-
uefied natural gas network to the existing gas
transmission system. Still, further investments in
energy networks are required; beyond transmis-
sion networks also in distribution and heat net-
works. It is likely that there will be significantly
higherinvestmentin transmission infrastructure by
2030 than expected just a year ago. However, there
is currently no systematic and comprehensive
tracking of investments in different types of energy
networks relevant for the energy transition (Ener-
giewende) in Germany at federal level and adoss
different levels of government.

Limited Progress. Several housing measures have
been adopted, however theimpact on housingin-
vestment may not necessarily be positive. A mech-
anismto control the increase in rents is planned to
be extended until 2025, while some Lander are
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considering further accelerating rent controls. A
new regulation regarding commission fees of real
estate agents is intended toleadto a fairer distribu-
tion of the costs between the selling and buying
parties. An act to strengthen housing benefits will
enterinto forcein 2020 and will increase the reach
and level of housing benefits including regular up-
dates, with the next update scheduled in 2022.
Taken together, it is not clear that these measures
will improve housing investment. While they may
have a temporary mitigating effect on rental price
dynamics,in the longer run, prices and investment
are also shaped by supply-side policies,and longer
term outcomes are intimately linked to incentives
to investin housing.

e  Shift taxes away from la- | Limited Progress. While the reform of the solidar-
bourto sources less detri- | ity surcharge will bring some relief, the tax system
mental to inclusive and | continues to rely heavily on taxes on labour, and
sustainable growth. there was limited progress in shifting the tax bur-

den to sources less detrimental to inclusive and
sustainable growth.

e Strengthen competition | No Progress. No measures have been taken to
in business services and | stimulate competitionin business services and reg-
regulated professions. ulated professions in 2019. The only announced

measures include legal amendments in order to
comply with the ruling of the European Court of
Justice on tariffs for architects and engineering ser-
vices and in order to comply with a European regu-
lation. Contrary to this, the federal government
presented a draft law that will furtherstifle compe-
tition, as it conditions practicing 12 craft profes-
sions on having obtained a Master Craftsman's Cer-
tificate (Meisterpflicht). The new measure partly re-
verses the 2004 deregulation.

2. Reduce disincentives to work | Some Progress. 2. Reduce disincentives to work | Some Progress.
more hours, including the high more hours,including the high tax
tax wedge, in particular for low wedge, in particular for low-wage
wage and second earners.Take and second earners. Take measures
measures to promote longer to safeguard the long-term sustain-
working lives. Create conditions ability of the pension system, while
to promote higher wage preserving adequacy. Strengthen
growth, while respecting the the conditions that support higher
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role of the social partners. Im- wage growth, while respecting the
prove educational outcomes role of the social partners.Improve
and skills levels of disadvan- educational outcomes and skills
taged groups. levels of disadvantaged groups.
Split into Sub-CSRs Split into Sub-CSRs
e Reduce disincentives | Some Progress. A number of measures e Reduce disincentives to | Some Progress. Some measures were taken to re-
to work more hours, were taken to reduce disincentives to work work more hours, duce disincentives to work more hours, in particu-
more hours. From 2019, the midi-job earn- lar regarding taxeson labour. However, overall ma-
ing threshold was raised from EUR 850 to jor disincentives remain in place.

EUR 1300, resulting in amore gradual phase-
in of social security contributions. This will
reduce marginal tax rates for certain groups
of low wage earners. Further measures, such
as the right to return to full time employ-
ment, may also contribute to higher em-
ployment of women.

e including the high tax | Some Progress. As of 2019, the social secu- e including the high tax | Some Progress. A number of measures taken on
wedge, in particular | rity burden on self-employed people has wedge, in particular for | the social security contributions and tax brackets
forlow wage been reduced, as their monthly minimum low- wage [earners] impact the tax wedge, however the overall reduc

health insurance contribution will fall from tion in 2019 and 2020 is limited. While the large-
EUR 360 to EUR 160. The family benefit sup- scale abolition of the solidarity surcharge from
plement, responsible for high marginal ef- 2021 will have a noticeable impact, the tax wedge
fective tax rates for certain family types, such will still remain among the highest in the EU, and
as single earners with children, will be the tax and benefit system resultsin high marginal
phased out more gradually when earned in- tax rates for certain groupsof low wage earners.

come increases, instead of full withdrawal at
the cut-off point. Unemployment contribu-
tions will be reduced by 0.5 pps from 2019
however, this will be counterbalanced by a
0.5 pps increase in the long- term care con-
tribution rate. The reintroduction of the rule
requiring employers and employees to pay
equal contributions to statutory health in-
surance will resultin anaverage reduction of
0.5 pps in contributions for employees and
pensioners, thereby increasing take-home
pay and unit labour costs. However, as thisis
counterbalanced by an increase in employ-
ers’ contributions, the effect on the tax
wedge is neutral. The increase in the basic
personal allowance in 2019 appears to
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e andsecond earners.

e Take measures to pro-
mote longer working
lives.

e Create conditions to
promote higher wage
growth, while respect-
ing the role of the so-
cial partners.

roughly match inflation, so it will not result
in an effective reduction in taxation.
Limited Progress. Some efforts have been
recorded to promote the use of the alterna-
tive factor method (Faktorverfahren) to
tackle the high marginal tax rates on take-
home pay for the second earner, given the
current set-up of joint income taxation for
married couples. However, disincentives to
working more hours persist. In addition to
the joint taxation framework, these indude
a persistent supply gap in the provision of
full-time quality childcare.

Limited Progress. Theincreases in pension
entitlements for women with children bom
before 1992 (Mitterrente Il) and for people
with disability pensions (Erwerbsminder-
ungsrente) are expected to improve pen-
sion adequacy for these groups. Yet neither
these measures, nor the double pension
stopline - setting a minimum benefit rate
and maximum contribution rate until 2025
— are expected to promote longer working
lives. There is no official assessment yet of
the impact of the flexible retirement reform,
which entered into force in 2017, and the
Pension Commission’s proposalsfor increas-
ing pension system sustainability and ade-
quacy are not expected until March 2020.
Some Progress. Nominal wage growth ac
celerated to 3.2 % in 2018. However, real
wage growth has not yet picked up. Some
measures have been taken to support wage
growth, while the effect of earlier measures
has tended to fade away. Earlier policy
measures, such as the introduction of the
general statutory minimum wage in 2015,
had a substantial impact on wage growth.
However, by now, low wages have largely
adjusted and the increase in the minimum
wage currently sendslimited price impulses,
which is also reflected inthereduction of the
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and second earners.

Take measures to safe-
guard the long-term sus-
tainability of the pension
system, while preserving
adequacy.

Strengthen the condi-
tions that support higher
wage growth, while re-
specting the role of the
social partners.

Limited Progress. Second earners also benefit
from the slight reduction of the tax wedge and
from the continuing expansion of childcare and all-
day school facilities, the overall landscape is un-
changed, with a tax system that results in high mar-
ginal tax rates for second earners and with persist-
ing gaps in availability of quality and affordable
early childhood education and care.

Limited Progress. The Pension Commission (Kom-
mission Verldsslicher Generationenvertrag) contin-
ued its deliberations, with proposals expected in
March 2020 on the future of the pension system af-
ter 2025. Considering the challenges of sustainabil-
ity, adequacy and fairness, indeed appears to be
need for action. The coalition government agreed
on the introduction of a contribution-based mini-
mum pension (Grundrente) in November 2019,
that is expected to improve adequacy for certain
groups, however, the related legislative act has not
been adopted yet.

Some Progress. Overall wage growth has been so
far resilient to the slowdown, yet it is expected to
decelerate and converge closer to the euroarea av-
erage. The minimum wage increase from 9.19 eu-
ros per hourin 2019to 9.35 euros per hourin 2020
represents a nominal increase of about 1.7%, re-
maining below overallwage growth,and collective
bargaining coverage stagnated in 2018, at rela-
tively low level compared to the past.
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Improve educational
outcomes and skills
levels of disadvan-
taged groups.

wage drift. Collective bargaining coverage
continued to decline in 2017. A collective
agreement was reached for public employ-
ees at the federal and the municipal level, af-
fecting about 2.3 million workers directly
and 300 thousand workers indirectly. The
agreement, which runs for 30 months from
March 2018, stipulates wage increases and
lump-sum payments, which, taken together,
will yield about 3.0 % of annualised nominal
wage increase. This is about 0.6 pps higher
annualised than the previous wage agree-
ment for the sector, which is somewhat be-
low the increase in inflation since the previ-
ous agreement was reached in early 2016.
Limited Progress. Several measures to im-
prove equity are being implemented by the
Lander. However, socio-economic and/or
migrant background still strongly impact
educational participation and outcomes. Re-
cent national sources on education markin-
sufficient progress over time. Remedial
measures, such as increasing the number of
all-day schools, are threatened by serious
shortages of teachingstaff.
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Improve educational out-
comes and skills levels of
disadvantaged groups.

Limited Progress. Germany started in 2019 some
promising reforms to improve upskilling and re-
skilling, yet there is further potential, and the de-
gree of the challenge is underlined by the continu-
ing strong impact of socio economic background
on education outcomes, reflected in the OECD Pro-
gramme for International Student Assessment
(PISA) 2018 results where underachievement in-
creased compared to 2015 in all disciplines, most
importantly in reading. Germanyincreasedin 2019
theinvestmentin relevant research to improve ed-
ucational justice. Whose impact on better educa-
tion outcomes is still to materialise. Educational
outcomes and skills levels of disadvantaged groups
remained broadly unchanged.
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2018 CSRs

SGP:CSR 1
MIP: -

Assessment ofimplementation
of 2018 CSRs

2019 CSRs
SGP:CSR 1
MIP: -

Assessment ofimplementation
of 2019 CSRs

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 4,1 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Improve the adequacy of
the social safety net, in particu-
lar for older people and people
with disabilities. Take measures
to reduce the gender pay gap,
including by improving wage
transparency in the private sec-
tor.

Splitinto Sub-CSRs

e Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 4,1 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP.

e Improvethe adequacy
of the social safety net,
in particular for older
people and people
with disabilities.

February2019

Some Progress (this overall assessment of
CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for Estonia
(without using or referring to the assess-
mentgrid used for other CSRs): “In 2019, the
SP foresees a growth rate of government ex-
penditure, net of discretionary revenue
measures, which is in line with the applica-
ble expenditure benchmark rate. The im-
provement of the structural balance of
0.4% of GDP in 2019 is also appropriate.
However, over atwo-year average, which cap-
tures the fiscal underperformance in 2018, the
expenditure benchmark is significantly ex-
ceeded and the structural pillar shows some
deviation. According to the Commission
2019 spring forecast, there is a risk of sig-
nificant deviation in 2019, following an
overall assessment.” (p. 19)

Seegrey part above.

Some Progress. Estonia has achieved some
progress in providing a more adequate so-
cial safety net. The subsistence level for the
first household member, the basic income

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 4,1 % in
2020, corresponding to an annual
structural adjustment of 0,6 % of
GDP. Ensure effective supervision
and the enforcement of the anti-
money laundering framework.

Splitinto Sub-CSRs

e Ensurethatthenominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 4.1% in 2020, corre-
sponding to an annual
structural adjustment of
0.6% of GDP.

o  Ensure effective supervi-
sion and the enforce-
ment of the anti-money
laundering framework.

54

February 2020

No overall assessment of CSR 1.

The Stability and Growth Pact compliance assess-
ment will be added to the table once the Commis-
sion has carried out such an assessment, probably
in May/June 2020, on the basis of final data for 2019

The assessment of compliance with the Stability
and Growth Pact will be included in the table in
May/June (see above).

Limited Progress was achieved in ensuring effec
tive supervision and the enforcement of the anti-
money laundering framework. Finantsinspektsioon
took a number of steps against non-compliant
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Take measures to re-
duce the gender pay
gap, including by im-
proving wage trans-
parency in the private
sector.

2. Promote research and inno-
vation, in particular by provid-
ing effective incentives for

broadening

base.

the innovation

tax allowance and the pensions through in-
dexation were increased. Furthermore, to re-
duce the poverty risk of pensioners living
alone, one-time allowance of EUR 115 was
paid in 2017 and 2018.The parental pension
supplement was introduced. The situation
of disabled is improving as the Work Ability
reform helps them to return to the labour
market and thus increase their income. In
addition, the reform of the first pillar pen-
sion scheme has introduced - among others
—a change thatfrom 2021 the calculation of
the pension indexwilladd more value to the
years worked, raising the income of low
wage earners; and as from 2027 the retire-
ment age will be linked to life expectancy.
The minimum income scheme does not pro-
tect people from falling below the absolute
poverty line. Furthermore, providing good
quality and affordable social services re-
mains a challenge.

Some Progress. Estonia has achieved some
progress in taking measures to address gen-
der pay gap. The first phase of the parental
leave and benefit system reform is already
being implemented. The second phase of
the parental leave and benefit system was
adopted in October 2018.The change to the
Gender Equality Actintroducing a pay trans-
parency requirement for the publicsector is
in the Parliament awaiting second reading.
The gender pay gap is decreasing but re-
mains among the highestin the EU.

Some Progress. Estonia introduced some
new initiatives in 2018 to address the coun-
try-specificrecommendation. These include
funding schemes to support product devel
opment in companies, the commercialisa-
tion of breaking scientific results, and digi-
talisation in the industry. The impact of the
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2. Address skills shortages and fos-
terinnovationby improvingthe @-
pacity and labour market relevance
of the education and training sys-
tem. Improve the adequacy of the
social safety net and access to af-

credit institutions. However, its anti-money laun-
dering supervisory capacity remains limited both in
terms of human resources and tools. This hampers
its capacity to carry out effective supervision. A risk-
based approach to supervision has not yet been
fully implemented. As the introduction of legisla-
tion to raise sanction levels has been delayed and
is not yet in place, fines continue to be neither ef-
fective, nor proportionate or dissuasive. This ham-
pers the deterrent effect of supervisory measures,
as shown by recent cases. Progress as regards en-
forcement also remains limited. Prosecutions and
convictions in money laundering cases remain lim-
ited. The exchange of information between the Fi-
nancial Intelligence Unit and law enforcement au-
thoritiesis also seldomproactive.

Some Progress.
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measures remains to be seen. So far, | fordable and integrated social ser-

measures introduced in the previous years | vices. Take measures to reduce the

(innovation and development vouchers, | gender pay gap, including by im-

ADAPTER, NUTIKAS) had limited impact. The | proving wage transparency.

innovation performance of SMEs creating

new products, introducing innovation in

processes and innovating inhouse remains

well below the EU average. Estonia’s perfor-

mance is low, both as regards business

R&D&i, which amounts to only half the EU

average, and as regards the proportion of

companies that report carrying outresearch

activities. Split into Sub-CSRs

e  Address skills shortages | Some Progress was made to improve the labour

and fosterinnovationby | market relevance of both higher and vocational ed-
improving the capacity ucation.The performance-based funding system of

and labour market rele- universities and incentives to increase enrolments
vance of the education in certain study fields are helping toalign skills sup-
and training system. ply to labour demand. The forecasting system

OSKA has been evaluated. The results of the evalu-
ation will be used to make the skills supply match
the labour market demand at each level of the ed-
ucation and training system. A number of regula-
tions helping implement the recommendation en-
tered into force since June 2019, notably a regula-
tion assessing the quality of the conditions and
procedure for vocational education on the prind-
ples, conditions and procedure for support for the
activities of vocational education institutions and
an amendment to the regulation onthe implemen-
tation procedure for apprenticeships.

e Improvetheadequacy of | Some Progress was made in improving the ade-
the social safety netand | quacy of the social safety net.Since April 2020, the
access to affordableand | base amount of pension will be increased by €7 in
integrated social services. | addition to the annual pension increase from in-

dexation of €38. The changes to the second pillar
are expected to reduce the future sustainability
and adequacy of pensions. Annual increases from
indexation took place for subsistence benefit, work
ability allowance, unemployment allowance, and
unemploymentinsurance benefit. As of 2020, disa-
bled children’s benefits will be increased two- to
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threefold depending on the level of disability to
maximum €241 (from €80.55 in 2019). The changes
in thefirst pillar pension formula will take effect as
of 2021 and will address the pension adequacy of
low-wage earners. Limited progress was made in
providing good quality and affordable social ser-
vices. There is an agreement on the concept re-
garding the financingand management model for
long-term care services. However, a new frame-
work for integrated provision of social and
healthcare services has yet to be designed and im-
plemented. Some measures have been taken: for
example, care homes have been made more en-
ergy efficientand more accessible; social transport
improved and a dementia competence centre has
developed.
e Take measures to reduce | Some Progress. As of July 2020, paternal leave will
the gender pay gap, in- | increase from 10 days to 30 days. As of July 2020,
cluding by improving | the use of parental leave period will be flexible for
wage transparency. thefirst three years of a child’s life. Estonia is devel
oping information technology tools to help em-
ployers to increase paytransparency and is running
a research project to address the unexplained part
of the gender pay.
3. Focus investment-related eco-
nomic policy on sustainable | R&D investments by the private sector have re-
transport and energy infrastruc | mained low and have decreased further over the
ture, including interconnections, | last years to 0.59% of GDP in 2018. Regarding in-
on fostering research and innova- | vestment in energy infrastructure, Estonia has
tion, and on resource and energy | made substantial progress, as the implementation
efficiency, taking into account re- | of the Balticinterconnection project is proceeding
gional disparities. as expected. Estonia has made some progress with
regards to investmentin energy efficiency, butim-
proving access of low and medium income house-
holds to finance could facilitate further improve-
ments. Estonia has made limited progress with fo-
cusing its investment related economic policieson
resource efficiency and no progresswith respect to
sustainable transport.
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2018 CSRs
SGP:CSR 1

Assessment ofimplementation
of 2018 CSRs

2019 CSRs
SGP: -

Assessment ofimplementation

of 2019 CSRs

MIP:CSR 1, 2,3

1. Achieve the MTOin 2019.Use
windfall gains to accelerate the
reduction of the general gov-
ernment debt ratio. Limit the
scope and the number of tax ex-
penditures, and broaden the
tax base. Address the expeced
increase in age-related ex-
penditure by increasing the
cost-effectiveness  of  the
healthcare system and by pur-
suing the envisaged pension re-
forms.

Split into Sub-CSRs

e Achieve the MTO in
2019. Use windfall
gains to accelerate the

February 2019
Some Progress (this overall assessment of
CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact)

In June 2019, the Commission evaluated
compliance with the SGPin its assessment of
the 2019 Stability Programme for Ireland

(without using or referring to the assess-
ment grid used for other CSRs):

“In 2019, Ireland's Stability Programme plans
a growth rate of government expenditure,
net of discretionary revenue measures, in line
with the applicable expenditure bench-
marks rates both in 2019 and 2018 and
2019 taken together. The structural bal-
ance indicator also shows compliance,
based on the adjustment requirement for
2019 set in 2018, which remains fixed for the
in-year assessment. Similarly, the Commission
2019 spring forecast points to compliance fol-
lowing an overall assessment. In 2020, the
MTOiis projected to be met. This is confirmed
by the Commission 2019 spring forecast.
Hence, the current assessment points to com-
pliance in 2020. Compliance with the transi
tional debtrule is ensured in 2018, as well
as with the debt reduction benchmark in
2019. In 2020, the debt ratio is projected to fall
under the 60% of GDP reference value of the
Treaty. This is confirmed by the Commission
2019 spring forecast.” (p. 20)

Limited Progress (the assessment does not
include an assessment of compliance with
the Stability and Growth Pact).Budget 2019
estimates some receipts from the retum of

MIP:CSR 1,3

1. Achieve the MTO obijective in
2020. Use windfall gains toacceler-
ate the reduction of the general
government debt ratio. Limit the
scope and number of tax expendi-
tures, and broaden the tax base.
Continue to address features of the
tax system that may facilitate ag-
gressive tax planning, and focus in
particular on outbound payments.
Address the expected increase in
age-related expenditure by mak-
ing the healthcare system more
cost-effective and by fully imple-
menting pension reform plans.

Split into Sub-CSRs
e Achievethe MTOin 2020.
Use windfall gainsto ac-
celerate thereduction of
the general government
debtratio.
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February 2020

BIIESEIPROGEESS (this overall assessment of coun-

try-specificrecommendation 1 does notincludean
assessment of compliance with the Stability and
Growth Pact; the Stability and Growth Pact compli-
ance assessment will be added to the table once
the Commission has carried out such an assess-
ment, probably in May/June 2020, on the basis of

final datafor2019).

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final

data for 2019 will be available.
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reduction of the gen-
eral government debt
ratio.

Limit the scope and
the number of tax ex-
penditures, and
broaden the tax base.

Address the expected
increase in age-related
expenditure by in-
creasing the cost-ef-
fectiveness of the
healthcare system and
by pursuing the envis-

aged pension reforms.

funds set aside for the resolution of the fi-
nancial crisis, including thewinding down of
the National Asset Management Agency.
However, no measures have been adopted
so farto use these to reduce the debt.
Seealso grey part above.

Some Progress. The measure with the big-
gest positive impact is an increase in the
lower value-added-tax rate on hospitality,
from 9% to 13.5 %. Furthermore, the vehide
registration tax relief granted for certain
leased vehicles will be suppressed and the
scope of the sugar sweetened drinks tax will
be moderately widened. At the same time,
some Budget 2019 measures actually in-
crease tax expenditures and narrow the tax
base, e.g. personal income tax is cut by
changing bands and increasing certain tax
credits, as is the universal social charge
through bandandrate changes. Diesel is still
taxed at a lower rate both interms of carbon
and energy content, even though it emits
more air pollutants.

Limited Progress. Despite some measures
to increase the cost-effectiveness of
healthcare, expenditurehascontinuedto in-
crease at a fast rate. The ambitious
Sldintecare reform represents a credible vi-
sion for making the health system univer-
sally accessible and sustainable. However,
its implementation is endangered by the
health system’s difficulties inaddressing the
duplicate health insurance market and ef-
fectively managing its own budget, perfor-
mance and workforce in the short term. The
Roadmap for Pension Reform, published in
2018, aims to address the long term sustain-
ability of the state pension system.However,
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Limit the scopeand num-
ber of tax expenditures,
and broaden the tax base.

Continue to address fea-
tures of the tax system
that may facilitate aggres-
sive tax planning, and fo-
cus in particular on out-
bound payments.
Address the expected in-
crease in age-related ex-
penditure by making the
healthcare system more
cost-effective and by fully
implementing  pension
reform plans.

Limited Progress. Recent revenue measures are
not meaningfully contributing to broadening the
tax base. The main revenue-raising measures in
Budget 2020 include an increase in the carbon tax
rate,anincrease in the stamp duty onnon-residen-
tial property and several anti-avoidance measures.
Some measures introduced for limitingaggressive
tax planning practices may help broadening the
tax base by closing existing loopholes. Some
measures included in the 2002 Budget even
broaden the scope for tax expenditureand narrow
the tax base. These include increases in certain tax
credits, an extension of the Help-to-Buy scheme
and higher capital acquisition tax allowances.
Limited Progress. Aside from the transposition of
EU Directives in this area, there are some additional
reforms, such as the extension of transfer pridng
rules to non-trading transactions and to SMEs,
however their effectiveness inaddressingthe issue
of aggressive tax planning remains to be seen.
Limited Progress. Despite some measures to in-
crease the cost-effectiveness of healthcare, ex-
penditure has continued to increase rapidly. The
ambitious Slaintecare reform provides a credible
vision for making the health system universally ac-
cessible and sustainable. However, its implementa-
tion is endangered by the difficulties in improving
budget managementin the health systemto avoid
recurrent overspends. A Health Budgetary Over-
sight Group was established in 2019 with the aim
of monitoringandhelping controlhealth spending
and staffing numberswithin the budget allocation,
and to act as an early warning mechanism for any
variances. The Roadmap for Pension Reform, pub-
lished in 2018, aims to address the long term sus-
tainability of the state pension system. However,
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2. Ensure the timely and effec
tive implementation of the Na-
tional Development Plan, in-
cluding in terms of clean en-
ergy, transport, housing, water
services and affordable quality
childcare. Prioritise the up-
skilling of the adult working-
age population, with afoauson
digital skills.

Split into Sub-CSRs

® Prioritise the up-
skilling of the adult
working-age popula-
tion, with a focus on
digital skills.

the envisaged reforms have not yet been fi-
nalised.

Some Progress.

Some Progress. A new policy framework for
further education and trainingand skills de-
velopment of people in employment was
launched in September 2018Employees,
particularly those in vulnerable jobs, will be
able to access upskilling and reskilling op-
portunities directly at work, through en-
gagement with companies, mainly SMEs,
and as part of regional economic develop-
ment strategies. The Agency for upskilling
those in employment (SkillsNet) will also be
reinforced. The new pilot programme EX-
PLORE aimed at increasing lifelong leaming
participation rates and offering upskilling
opportunities for adults concerning also
digital skills,was also launchedin 2018.

2. Provide personalised active inte-
gration support and facilitate up-
skilling, in particular for vulnerable
groups and people living in house-
holds with low work intensity. In-
crease access to affordable and
quality childcare.

Split into Sub-CSRs

e Provide personalised ac-
tive integration support
and facilitate upskilling, in
particular for vulnerable
groups and people living
in households with low
work intensity.

60

the envisaged reforms have not yet been finalised.
The 2020 Budget has not reported on any new
measures to address these issues.

Some Progress.

Some Progress. The share of people aged 0-59 liv-
ing in households with very low work intensity is
falling steadily (from 23.9% in 2013 to 13.1% in
2018), althoughitis still well above the EU average
(8.8%). Measures taken include developing a re-
vised activation framework with a particular focus
on improving the progression to employment of
vulnerable,inactive individuals by the Department
of Employment Affairs and Social Protection and
the launching of the Social Inclusion and Commu-
nity Activation Programme (2018-2022) which pro-
vides funding to tackle poverty and social exclu-
sion.Ireland’s latest review of the skillsneeds of the
green economy by the Expert Group on Future
Skills Needs (Expert Group on Future Skills Needs,
2010) dates back to 2010 and is now out of date.
The Climate Change Advisory Council has already
flagged skill shortages in the housing sector, but
others are expected to arise as the climate and en-
ergy transition progresses. Measures have been
taken to increase basicand advanced levels of dig-
ital skills, but further efforts would be needed. Only
a low percentage of the population has basic digi-
tal skills, which might hinder their active participa-
tion in a society increasingly reliant on digital tools.
Providing workers with the skills required, includ-

PE624.443



Country-Specific Recommendations for2018 and 2019

PE624.443

e Ensure the timely and
effective implementa-
tion of the National
Development Plan, in-
cluding in terms of
clean energy,
transport,  housing,
water services and af-
fordable quality child-
care.

3. Foster the productivity
growth of Irish firms, and of
small and medium enterprises
in particular, by stimulating re-
search and innovation with tar-
geted policies, more direct
forms of fundingand more stra-
tegic cooperation with foreign
multinationals, public research
centres and universities. Pro-
mote faster and durable reduc
tions in long-term arrears by the
use of secondary markets,
building on initiatives for vul
nerable households and, where

Some Progress. Some of the governance
structures,funds andtools to deliver the Na-
tional Development Plan have already been
set up and implementation has started.
However, the government has not put in
place a performance framework which
translates the plan objectives into specific
and measurable targets (result indicators)
and defines the necessary interventions to
be annually delivered for their attainment
(output indicators). The absence of this
framework will make it difficult to ensure the
timely and effective implementation of the
plan and to assess the capacity that the na-
tional, regional and local departments re-
quire for their implementation. The imple-
mentation of the plan may also benefit from
a robust project selection system which as-
sesses their value for money and alignment
with the output and result indicators of the
plan.

Some Progress.
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e Increase access to afford-
able and quality childcare.

3. Focus investment-related eco-
nomic policy on low carbon and
energy transition, the reduction of
greenhouse gas emissions, sustain-
able transport, water, digital infra-
structure and affordable and sodal
housing, taking into account re-
gional disparities. Implement
measures, including those in the
Future Jobs strategy, to diversify
the economy and improve the
productivity of Irish firms — SMEs
in particular — by using more di-
rect funding instruments to stimu-
late research and innovation and

ing digital and those for a smooth and just transi-
tion to a climate neutral economy, would require
investing more in education andtraining.
Substantial Progress. Participation in early child-
hood education and care from age three is now
well above the EU average (93.1% in 2018),and par-
ticipation in formal childcare of those below three
years (344%) is at around the EU average. At the
same time, the share of children aged less than
three years in formal childcare for 30 hours or more
(at 10.6%) is lower than the EU average (17.2%).
Limited availability of formal childcare inIreland af-
fects low-income families to a greater extent. For
them, net childcare costs as a percentage of dispos-
able income were among the highest in 2018. Re-
cently launched programmes (National Childare
Scheme, Early Learning and Care Programme, First
5) supporting predominantly low-income families
in reconciling work and care are likely to be effec
tive in increasing access to affordable and quality
childcare, as well as improving female labour mar-
ket participation rates in the comingyears.

Some Progress.
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necessary, using write-offs of
non-recoverable exposures.

Splitinto Sub-CSRs

e Foster the productiv-
ity growth of Irish
firms,and of small and
medium enterprises in
particular, by stimulat-
ing research and inno-
vation with targeted
policies, more direct
forms of funding and
more strategic coop-
eration with foreign
multinationals, public
research centres and
universities.

Limited Progress. Some measures have
been introduced. A key step is the an-
nouncement of the EUR 3.16 billion capital
funding under the ‘Business, Enterprise and
Innovation Priority Investments’ to projeds
highlighted in Project Ireland 2040 over the
five years until 2022. The third Innovation
2020 Progress Report outlines advances
made in deliveringthe 140 actions. A Disrup-
tive Technologies Innovation Fund has been
endowed with EUR 500 million and the first
call for proposals launched. Yet the R&D ef-
forts of most domestic firms continue to be
moderate, tax credits remain the main in-
strument of public R&D support(accounting
for 80 % of total public R&D spending) and
science-business linkages continue to be
weak. Public expenditure in R&D has de-
creased from EUR951 m in 2016 to EUR 907
million in 2017.

Measures have been announced to produce
a new ‘Future Jobs’ programme that would
enact measures specifically targeted to in-
crease productivity growth of Irish firms and
diversify exports.
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by reducing regulatory barriers to
entrepreneurship.

Splitinto Sub-CSRs

Focus investment-related
economic policy on low
carbon and energy transi-

tion, the reduction of
greenhouse gas emis-
sions,

sustainable transport,

Some Progress. Some Progress Ireland adopted
the Climate Action Plan 2019, which represents a
major step towards more ambitious policies and
measures to advance in the transition towards acli-
mate neutral economy.The plan should help steer
public, business and household investment to-
wards low greenhouse gas projects. However, the
impact of the plan on actual investment decisions
will materialise fully only once the implementation
of the range of measures and policies progresses
over the coming years. The increase in the carbon
tax to €26 per ton and the stated intention to in-
crease the tax to €80 per ton by 2030 also sends a
positive price signal. In turn, the decision to raise
the shadow price of carbon in the Public Spending
Code will enable Ireland to better integrate climate
impacts in public investment decisions. Work also
continues towards the adoption of a new Renewa-
ble Electricity Support Scheme.The National Devel-
opment Plan 2018-2027 commits around €30 bil-
lion to address the climate and energy transition,
including a substantial envelope for sustainable
transport. However, the plan and the envelope
dedicated to climate action will not be updated in
light of the Climate Action Plan. Afirst callforappli-
cations under the €500 million Climate Action
Fund led to the selection of seven projects that will
receive €77 million of financial support. Ireland has
not adequately assessed so far the (private and
public) investment needs related to the transition
towards a climate neutral economy, though this is
important for the design of policies and measures.
Some Progress. A very substantial increase in pub-
licclean transport investment is still needed to ease
congestion and reduce carbon emissions. The re-
turn to economicgrowth and the sparse spatial dis-
tribution of the population has led to a high share
of workers commuting daily from outside the main
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water,

digital infrastructure

cities. This has aggravated congestion in recent
years and resulted inincreasing CO2 emissions and
costs.While the share of passengersusing trains or
buses increased by 0.8pps to 174% in 2017, the
fleet of buses and trains is still highly reliant on die-
sel engine. The National Development Plan 2018-
2027 has committed to promote urban compact
growth, to transit to low emission buses fleetsand
to electrify partially the Dublin Commuter Train
network. This, together with other key clean public
transport projects proposed in the Plan, will require
increasing investment in public transport by
around 90% with respect to the previous decade.
While in 2018 and 2019, investment in public
transport has increased by 20% with respect to the
two previous years, its share with respect to total
transport investment has remained relatively flat.
Rapidly moving key publictransport projects from
the project and planning phase to construction
might help reduce emissions and congestion costs
more rapidly.

Some Progress. Significant investment needs re-
main outstanding inthe water and wastewater sec
tors as very high leakage rate in its water supply
systems persists and country breachesthe require-
ments of the Urban Waste Water Treatment Di-
rective (only 42% of the wastewater generated by
large urban areas was treated at complying
plants).To address it, the Government has ap-
proved an investment plan to support the coun-
try's operation, repair and upgrading of the coun-
try’s water and wastewater infrastructure. The
amount foreseen is significant and appears to be
sufficient,in order to cover the needs in the sector,
as identified both by the national authorities and
an OECD study about to be published, and allow
Ireland to reach compliance with the respective le-
gal requirements.

Some Progress. Significant investments have
been madein digital infrastructure and the public
funded part of the National Broadband Plan has be-
come ready to startin 2019.
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e and affordable and sodal | Some Progress. Even though social home delivery
housing, taking into ac- | has accelerated since 2015, there were still 68,000
countregional disparities. | households on social housing waiting lists and

more than 10,000 homeless people in Ireland in
July 2019.Policy measures to increase the supply of
social housingare in place but their effectivenessis
still limited. Rebuilding Ireland, the Governments
6-year action plan seeks to meet the housing needs
of 138,000 households. This will be delivered
through the provision of 50,000 new social housing
units by 2021, through build, acquisition and leas-
ing programmes, and supporting 88,000 house-
holds througha housingassistance paymentand a
rental accommodation scheme. As of Q2 2019, the
delivery has slightly exceeded its targets in each
year of Rebuilding Ireland. If implementation con-
tinues according to plans, Rebuilding Ireland will
provide social housing to over 73% of households
on the current waiting list.

e Implement measures, in- | Some Progress. Enterprise Ireland supports Col-
cluding those in the Fu- | laborative Innovations between industryand third
ture strategy, to diversify | level institutions (Technology Gateways), in-com-
the economy and im- | pany R&D projects, participation in Technology
prove the productivity of | Centres and development of Knowledge Transfer
Irish firms - small and me- | Ireland while Call 2 under the Disruptive Technol-
dium enterprises in par- | ogy Innovation Fund (DTIF) supports 16 projects
ticular - by using more di- | with €65 million to 2022 for a wide range of activi-
rect funding instruments | ties.In addition, Phase 2 fundingfor Science Foun-
to stimulate research and | dation Ireland supportssix Science Foundation Ire-
innovation land (SFI) Research Centres with €230 which is

matched by industry.However, although public re-
search fundingisincreasingin absoluteterms,itis
still below levels in earlier years and Ireland is un-
likely to achieve its R&D intensity target of 2.5% of
GNP within the timeframe of 2020. It also remains
the case that the bulk of public support for R in
firms is through the Research and Development tax
credit, rather than direct support, although adjust-
ments in Budget 2020 target the tax credit more at
micro and small companies.
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Promote faster and
durable reductions in
long-term arrears by
the use of secondary
markets, building on
initiatives for vulnera-
ble households and,
where necessary, us-
ing write-offs of non-
recoverable expo-
sures.

Substantial Progress. The pace of NPL re-
duction is picking up pace as the banks have

sold, or agreed to sell, a significant portion
of their NPL stocks. With these, the headline
NPL ratio (ECB data) should decline to
around 7% by mid-2019. However, risks re-
main. Although some of the disposed assets
include long-term mortgage arrears, the size
of the latter remains high, both in percent-
age and absolute terms. Also, a potential
worsening in economic conditions, espe-
cially given the uncertainty over the UK's de-
parture from the EU in 2019, could result in
an above-average worsening of credit qual-
ity for restructured loans, even those that
have transitioned into performing status.
Several recent policy initiatives, mostly
launched by opposition parties, may ham-
per the recent positive developments.
Meanwhile, the take up of the Enhanced
Mortgage-to Rent scheme, which was intro-
duced in 2017 to support vulnerable debt-
ors that are in deep distress, is improving,
althoughiitis too early to tell if the measure
will have a meaningful impact. In turn, the
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and by reducing regula-
tory barriers to entrepre-
neurship.

Some Progress. While the Retail Planning Guide-
lines have not been reviewed, the Irish Au-
thorities have taken somesteps to address barriers
to opening new shops by settingup the new Plan-
ning Regulator and implementing initiatives to
make city centres more attractive using an Urban
Regeneration Fund. The tackling of barriers in the
market for legal services lacks ambition and is
much delayed.Since the adoptionofthe Legal Ser-
vices Regulation Act of 2015, restrictions remain in
place in the provision of legal services, hampering
competition and thus increasing legal costs, to the
detriment of small businesses in particular. Imple-
mentation of the Act is ongoing with preparatory
work and public consultations, but concrete
measures are yet to materialise.
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take up insolvency procedures continues to
be relatively dismal.
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To avoid duplication with
measures set out in the Eco-
nomic Adjustment Programme,
there are no additional recom-
mendations for Greece.

Assessment ofimplementation

0f 2018 CSRs
February 2019

2019 CSRs
SGP: -
MIP:CSR 1,2

1. Achieve a sustainable economic
recovery and tackle the excessive
macroeconomic imbalances by
continuing and completing re-
forms in line with the post-pro-
gramme commitments given at
the Eurogroup of 22 June 2018.

2. Focus investment-related eco-
nomic policy on sustainable
transport and logistics, environ-
mental protection, energy effi-
ciency, renewable energy and in-
terconnection projects, digital
technologies, R&D, education,
skills, employability, health, and
the renewal of urban areas, taking
into account regional disparities
and the need to ensure social inclu-
sion.
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Assessment ofimplementation
of 2019 CSRs

February 2020

Some Progress.

The implementation of this CSRis monitored under
enhanced surveillance. Greece has taken the nec
essary actions to achieve all specific reform com-
mitments for mid-2019 and efforts towards meet-
ing the end-2019 commitments are ongoing.

This overall assessment of country-specific recom-
mendation 1 does not include an assessment of
compliance with the Stability and Growth Pact. The
compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.

Some Progress.

In terms of horizontal investment-conducive eco-
nomic policies, Greece has taken important steps.
Since the adoption of the CSR, the government has
adopted several pieces of legislation to foster the
transition to a ‘digital state’and to promote private
investment, notably through the Development
Law of last October. The latter paved the way for a
streamlining of the investment licencing proce-
dures and introduced changes in spatial planning
to accelerate major investment projects. The law
also aims to increase clarity and transparency on
land use rules to investors through the introduc
tion of a ‘SingleDigital Map’. Meanwhile, inthe area
of land use, reforms are advancing with the com-
pletion of forest maps for nearly 95% of the country
and continued work in cadastral mapping, while in
the area of justice, reforms have been slow overall.
Efforts to fight corruptionare ongoing. The author-
ities have also taken steps towards a coordinated
approach to promotingthe outward orientation of
the Greek economy and attracting foreign invest-
ment, and have greatly strengthened momentum
in the privatisation process that could have a posi-
tiveimpact on investment.



https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-greece_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-greece_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10161-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0507
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0507
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/which-eu-countries-have-received-assistance/financial-assistance-greece_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/which-eu-countries-have-received-assistance/financial-assistance-greece_en
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In quantitative terms, investment appears to be
slowly recovering following a protracted contrac
tion period. During the first half of 2019, invest-
ment increased by a mere 0.7%, as compared to an
average 4.7% in the euro area.In the second quar-
ter of 2019, it remained broadly flat (-0.1%) com-
pared to the same period last year. Looking back-
wards, investment (as a share of GDP) fell sharply
during the crisis years 2007-2014 and bottomed
outonlyin2015toreach 11.1 % of GDPin 2018. In
what follows, the analysis reviews public invest-
ment trends for the priority areas identified in the
Split into Sub-CSRs second CSR.

e Focus investment-related | Limited Progress. According to the Global Com-
economic policy on sus- | petitiveness Report 2019, Greece ranks 39th in
tainable transport and lo- | terms of transportinfrastructures, out of 141 coun-
gistics, tries assessed and 18thamong EU countries. Mean-

while, the share of energy from renewable re-
sources used for transportaccountedfor only 17%
in 2016, against a 10% target set for 2020. Greece
also ranks 42nd in logistics, according to the Logis-
tics Performance Indicator of the World Bank.
Investment in transport averaged 1.7% of GDP in
the first three quarters of 2019, having increased
since 2018 (1.4% of GDP), but remain below the
euro area average (2% of GDP). Moreover, despite
sizeable EU financing, the country’s main railway
axis Patras-Athens-Thessaloniki remains incom-
plete, hindering the multimodality of the transport
system and negatively affecting the transport cost
of goods and thus price competitiveness. The au-
thorities have prepared, with the support of the Eu-
ropean Commission andthe European Investment
Bank,a National Transport Master Plan that,among
others, sets the framework for investments in
transport infrastructure. Meanwhile, a number of
large investment projects are delayed, including
the construction of the Thessaloniki metro system,
the expansion of the Athens metro system, and the
completion of railway sections.
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e environmental protec- | Some Progress. In the field of environmental pro-
tion, energy efficiency, re- | tection, Greece suffers from serious and long-
newable energy and in- | standing inefficiencies, notably in the manage-
terconnection projects, ment of solid waste and water waste. The situation

in Attica, which produces half of total solid waste in
the country, is of particular concern.

Investment in environmental protection is rela-
tively low and Greece runs the risk of not meeting
the EU-wide recycling target (50%) by 2020. A num-
ber of investment projects, co-financed by the EU,
are underway to improve wastewatertreatment in
Western Attica and in the municipality of Maratho-
nas and to improve waste management in Pelo-
ponnese. Meanwhile, law 4643/2019 introduced
amendments regarding the development ofinstal-
lations for electric vehicles, and aninter- ministerial
committee has been set up to design by June 2020
a strategic plan for the development of electro-mo-
bility in Greece. The authorities are also currently
revising, as envisaged by the EU legislation, their
national and regional Waste Management Plans;
their finalizationis expected by July 2020.

On energy-related investments (energy efficiency,
renewable energy and interconnection projects),
some progress has been made.In December 2019,
the authorities submitted the revised 2021-2030
National Energy and Climate Plan that sets out
long-term goals and strategies in these areas and
provides the basis for further investment.

On energy efficiency, Greece is on track to meet its
2020 goals and, by 2019, investments co-financed
by the EU had improved energy efficiency for
19,100 households. Programmes such as the ‘En-
ergy saving at home’ and ‘Electra’ will further im-
prove energy efficiency for household and public
buildings (law 4643/2019 introduced amendments
on the program ELEKTRA allowing energy service
companies to participate in the development and
financing of energy upgrading projects).

On renewables, law 4643/2019 introduced amend-
ments to facilitate large investment projects, in-
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cluding the construction of hybrid plants in non-in-
terconnected islands, while the government has
announced further measures to streamline the in-
vestment-licensing framework in the area of re-
newable energy sources.
On interconnection projects, the National Energy
and Climate Plan provides a timeline for non-inter-
connected islands; the first phase of a major project
connecting Crete to the mainland electricity trans-
mission grid is underway, the construction of the
Crete-Peloponnese interconnectionis expected to
be completed in 2020, and the interconnection of
West Cyclades islands is scheduled for2023.

¢ digital technologies, Some Progress. Greece has one of the least ad-
vanced digital economies in the EU. Integration of
information and communication technologies in
Greek businesses is low, the percentage of small
and medium-sized enterprises selling online re-
main at 11% and their e-commerce turnover stays
low at 4%.
Investments in information communication tech-
nology (as a share of total investment) increased
with some fluctuations in the first two quarters of
2019 compared to the same quarters of 2017, but
rose slightly as a share of GDP.In terms of policies,
the authorities are working on a new national strat-
egy (Digital Bible) that,among others, will indude
a pipeline of IT investment projects for the entire
public administration. Meanwhile, the authorities
are taking steps as regards important projects (cre-
ation of a unified platform for electronic services,
introducing digital identity cards for all citizens, de-
veloping the infrastructureon 5G networks andin-
creasing ultrafast broadband coverage).

e Research and develop- | Some Progress. Despite steady increases in total

ment, spending on research and development since

2010, Greece is still lagging behind the euro area
average (1.18% for Greece in 2018 compared to
2.11% for EU). Nonetheless, there are persisting
weaknesses, with the loss of skilled human capital
remaining a major challenge. Despite a relative
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Education,

Skills,

Employability,

high engagement of businessesin innovative activ-
ities, the production of academicresearch is not ap-
propriately oriented to support the productive sec
tor, as reflected by the low number of patents. Fur-
ther, large disparities in innovation capacities re-
main, due to lack of robust govemance, including
low administrative capacity and weak coordination
mechanisms. In December 2019, the authorities
completed the evaluation of 2,912 proposals sub-
mitted in the context of the flagship call “Research-
Create-Innovate”. Overall, the budget of all an-
nounced calls regarding research and develop-
ment has reached €877 million.

Limited Progress. Publicexpenditure in education
is among the lowest in the EU and has contracted
in recent years. Nevertheless, with the help of the
European Social Fund, investments have taken
place, among others, to reduce early school leav-
ing, expand early childhood education, upgrade
the vocational education and training system, ex-
pand dual learning, and reform higher education.
In term of policy developments, law 4653/2020 al-
lowed for increased independence of the Hellenic
Authority of Higher Educationand it helped stand-
ardise university evaluations, which could, in tum,
facilitate performance-based funding,and increase
efficiency.

Limited Progress. The number of companies that
provide trainingand vocational programmesto de-
velop and/or upgrade the information and com-
munication technology skills of their personnel in-
creased slightly in 2019 (from 14% to 15%), but re-
mains well below the euroarea average (25%). Par-
ticipation of adults (aged 25-64) in education and
training stood at 4.5% in 2018, one of the lowest in
the euro area, where the average was 11.5%.
Limited Progress. Publicexpenditure on activela-
bour market policiesaccounted for 0.18% of GDP in
2017, less than in most other EU member states.
Moreover, the impact of policies on employability
has been hampered by a flawed delivery model|,
the reform of which has started only recently, by a
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lack of monitoring and evaluation that would allow
for design improvements, as well as by low quality
of some training programmesthat has notyet been
sufficiently addressed. On the positive side, invest-
ment in the programme of childcare vouchers has
increased with a view to facilitating labour market
participation of women. Meanwhile, the ‘Post-Ly-
ceum Year - Apprenticeship Class in Greece’ pro-
gramme, providing participants with better em-
ployment prospects, has expanded with steadyin-
creases in the number of apprentices, areas of spe-
cialisation and number of schools.

e Health, Limited Progress. Largely as a legacy of the crisis,
few investments took place in the health sectorbe-
tween 2010 and 2017. In particular,investments in
health accounted for 0.1% of GDP in 2017, while ex-
penditure on health decreased with some fluctua-
tions, until itreached just over 52% in 2017. Mean-
while, EU financing though the European Sodal
Fund has contributed to the reform of primary
health care and the rolling outof a network of loal
healthcare units (TOMYs) to strengthen access to
primary healthcare. Around 130 units werein oper-
ation by the end of 2019.

e Andthe renewal of urban | Limited Progress. Some investments have been
areas, taking into account | made orare planned to promote equal opportuni-
regional disparities and | ties and facilitate social inclusion of marginalized
the need to ensure social | groupsin disadvantages urban areas.
inclusion. As regards social inclusion, public expenditure for

family support or housingwas considerably below
the EU averagein 2017.Investment in minimum in-
come support has decreased, as the parameters of
the scheme have not been updated sinceits intro-
ductionin 2017. On the other hand, Greece has in-
vested, with support from the European Social
Fund, in expanding the network of community
centres, which facilitate citizens’ access to social
services at local level, and it has introduced a
means-tested housing benefitin 2019.
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2018 CSRs
SGP:CSR 1
MIP:CSR 1, 2,3

1. Ensure compliance with
Council Decision (EU) 2017/984
giving notice under the exces-
sive deficit procedure, includ-
ing through measures to en-
force the fiscal and public pro-
curement frameworks atall lev-
els of government. Thereafter,
ensure that the nominal growth
rate of net primary government
expenditure does not exceed
0,6 % in 2019, corresponding to
an annual structural adjustment
of 0,65 % of GDP. Use windfall
gains to accelerate the reduc-
tion of the general government
debtratio.

Assessment ofimplementation
of 2018 CSRs

February 2019
_ (this overall assessment
of compliance with CSR 1 does not include
an assessment of compliance with the Sta-
bility and Growth Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for Spain
(without using or referring to the assess-
ment grid used for other CSRs):

“In 2018, Spain achieved a headline deficit of
2.5% of GDP, above the EDP target of 2.2% of
GDP. Moreover, the fiscal effort has not been
delivered neither on the basis of the top-down
nor the bottom-up method. However, as the
headline deficit was below the reference
value of 3% of GDP and is expected to re-
main so over the forecast horizon, Spain is
considered to have durably corrected its
excessive deficitin a timely manner.

Spain plans a growth rate of government
expenditure, net of discretionary revenue
measures thatis not in line with the appli-
cable expenditure benchmark rate in nei-
ther 2019 nor 2020 and plans a small dete-
rioration in the recalculated structural bal-
ance of 0.1 percentage points in 2019 and
an improvement of 0.7 percentage points
in 2020. This path implies a deviation of
0.9% of GDP from the required adjustment
path towards the MTO in 2019. In 2020, on
the other hand, the planned progress towards
the MTO appears appropriate. However, ac-
cording to the Commission 2019 spring fore-
cast, there s arisk of significant deviation both
in 2019 and 2020 following an overall assess-
ment.

2019 CSRs
SGP: CSR 1
MIP:CSR 1, 2,3,4

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 09 % in
2020, corresponding to an annual
structural adjustment of 0,65 % of
GDP. Take measures to strengthen
the fiscal and public procurement
frameworks at all levels of govem-
ment. Preserve the sustainability of
the pension system. Use windfall
gains to accelerate the reduction of

the general government debt ratio.
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Assessment ofimplementation
of 2019 CSRs

February 2020
_ (this overall assessment of CSR 1
does notincludean assessmentof compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020,
on the basis of final datafor 2019).



https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2808%29
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2808%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-spain_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-spain_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10162-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0508
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0508
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017D0984&from=EN
https://ec.europa.eu/info/sites/info/files/economy-finance/09_es_sp_assessment_0_0.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/09_es_sp_assessment_0_0.pdf
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Splitinto Sub-CSRs

e Ensure compliance
with Council Decision
(EU) 2017/984 giving
notice under the ex-
cessive deficit proce-
dure

e including through
measures to enforce
thefiscal

e and public procure
ment frameworks at all
levels of government.

Based on the Stability Programme, compli-
ance with the transitional debt rule is not
ensured neitherin 2019 nor in 2020. This is
confirmed by the Commission 2019 spring
forecast. “(p. 26)

Seegrey part above.

No Progress in strengthening the fiscal
frameworks.

Limited Progress. Anew law on public pro-
curement introducing measures to enhance
competition and ensure transparency and
effective control mechanisms came into
force on 9 March 2018. There are still not
enough available data to allow a sound as-
sessment of its impact yet. The set-up of the
new governance structure, established un-
der the new law, is ongoing. The elaboration
of the Public and Procurement Strategy is
still pending.

Splitinto Sub-CSRs
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Ensure that the nominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 0.9% in 2020, corre-
sponding to an annual
structural adjustment of
0.65% of GDP.

Take measures to
strengthen the fiscal
framework

and public procurement
frameworks at all levels of
government.

Preserve the sustainabil-
ity of the pension system.

Use windfall gains to ac-
celerate the reduction of
the general government
debt ratio.

The compliance assessment with the Stability and
Growth Pact will be included in Spring 2020 when
final data for 2019 will be available.

No Progress.

Limited Progress. Further progress on establish-
ing an effective new govemance structure for pub-
lic procurement has been modest. Almost two
years after the entry into force of the law on public
sector contracts, the new governance structure is
still not fully functioning. The elaboration of the
Public Procurement Strategy foreseen for is de-
layed.

No Progress. Departures from the 2013 pension
reform has been made on an ad-hocbasis through
Royal Decree Laws. In particular, pensions have
been revalued by inflation (CPI) rather than the In-
dex of Pension Revaluation, resulting in a more
rapid increase in pension expenditure. Moreover,
the sustainability mechanism, which was supposed
to kick-in in 2019 and which links initial pension
levels to the evolution of life expectancy, was post-
poned to 2023.

The compliance assessment with the Stability and
Growth Pact will be included in Spring 2020, when
final data for 2019 will be available.
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2. Ensure thatemployment and
social services have the capadty
to provide effective support for
jobseekers, including through
better cooperation with em-
ployers. Foster transitions to-
wards open-ended contracts.
Improve family support and in-
crease the effectiveness of in-
come guarantee schemes, by
addressing coverage gaps, sim-
plifying the system of national
schemes and reducing dispari-
ties in access conditions to re-
gional ones. Reduce early
school leaving and regional dis-
parities in educational out-
comes, in particular by better
supporting students and teach-
ers.

Split into Sub-CSRs

e Ensure that employ-
ment and social ser-
vices have the capac-
ity to provide effective
support for jobseek-
ers, including through
better  cooperation
with employers.

Some Progress. Spain has slightly but
steadily increased the economicand human

resources of regional public employment
services since 2017 and approved a tech-
nical guidance to better provide services to
jobseekers. The new government launched
an Action Plan for Youth Employment that
includes a budgetaryallocation to hire 3 000
new staff to increase supportand guidance
foryoung unemployed.However, total pub-
lic employment services staff and expendi-
ture are still lower than before the crisis. The
performance of the publicemployment ser-
vices is uneven across regions. Measures to
provide individualised services to jobseek-
ers, including through profilingand IT tools,
are still in an initial phase. Furthermore,
Spain had in 2017 the lowest share inthe EU
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2. Ensure thatemployment and so-
cial services have the capacity to
provide effective support. Foster
transitions towards open-ended
contracts, including by simplifying
the system of hiring incentives.Im-
prove support for families, reduce
fragmentation of national unem-
ployment assistance and address
coverage gaps in regional mini-
mum income schemes. Reduce
early school leaving and improve
educational outcomes, taking into
account regional disparities. In-
crease cooperation between edu-
cation and businesses with a view
to improving the provision of la-
bour market relevant skills and
qualifications, in particular for in-
formation and communication
technologies.

Split into Sub-CSRs
e Ensure that employment
services have the capacity
to provide effective sup-
port.

Some Progress. During 2019 the hiring of the 3
000 new staff by the regional public employment
services (PES) started, as envisaged in the 2019-
2021 Action Plan for Youth Employment and the
2019-2021 ReincorporaT plan for the long-term un-
employed. Both plans contain positive features to
improve the effectivenessand outreach of PES and
active labour market policies (ALMP), and have
been complemented with other measures (e.g., the
2019-2021 call for proposals corresponding to sub-
ventions for training courses for employees).
Measures to provide individualised services to
jobseekers, including through profiling and IT
tools,are slowly being developed. Average spend-
ing on ALMP measures per unemployed person re-
mains low and only 1in 4unemployed use PES for
job search. Large regional disparities remain con-
cerning the performance of regional PES.
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e  Foster transitions to-
wards  open-ended
contracts

of unemployed people using public employ-
ment services for job search.

Some Progress. Spain approved in July
2018 an Action Plan to tackle the sources of

labour market segmentation. In addition,
the capacity of labour inspectorates to fight
the abuse of temporary contacts and unde-
clared work was further strengthened. How-
ever, temporary contracts are still widely
used and there are doubts about the effec-
tiveness of existing incentives to promote
open-ended employment.In the public sec
tor, recruitment competitions are ongoing
to reduce fixed-term employment down to
8 % in all sectors. However, estimates show
still high shares of temporary employees in
the publicsector.
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Ensure that social services
have the capacity to pro-
vide effective support.

Foster transitions towards
open-ended contracts,

including by simplifying
the system of hiring in-
centives.

Some Progress. Coordination between employ-
ment and social services continues to be enhanced.
Two new working groups were created in 2019 as
part of the Social Inclusion Network (RIS), while
three pilot projects to improve the coordination
started in three regions. Further political involve-
ment in some regions is allowing faster progress.
The deployment of the Universal Social Card has
continued in 2019 but its use at regional level re-
mains limited.

Limited progress. Spain continues to have the
highest share of employees on temporary con-
tracts in the EU, despite the increase of open-ended
contracts among newly createdjobs.The strength-
ened capacity of labour inspectorates, along with
the action plans in the frame of the Master Plan for
Decent Work, are contributing to the conversion of
fixed-term contracts in open-ended contracts.
However, temporary contracts are widespread
even in sectors with little seasonality (including the
public sector), and their duration is increasingly
shorter (50 days on average during the year 2019,
with 30% of all temporary contracts shorter than
one week). Measures such asthe increase of the so-
cial security costs for contracts shorter than 6 days
are not having a clear effect yet. The organisation
of recruitment competition to reduce fixed-term
employment in the public sector sped up in 2019,
but the share of public sector employees on tem-
porary contract remains well above the 8% target
set for the end of the 2020 recruitment competi-
tions.

Limited Progress. Hiring incentives account for
around 40% oftotal spending on ALMP, despite the
lack of evidence on the positive effects of these
subsidies for promoting quality employment The
Government removed some hiring incentives at
the end of 2018, such as the “Contract for support
to entrepreneurs”. However, the plans for the
young and the long-term unemployed contain
new forms of hiring incentives. The ongoing spend-
ing review on hiring incentives carried out by AlReF
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Improve family sup-
port and increase the
effectiveness of in-
come guarantee
schemes, by address-
ing coverage gaps,
simplifying the system
of national schemes
and reducing dispari-
ties in access condi-
tions to regional ones.

Reduce early school
leaving and regional

Limited Progress. The poverty-redudng
impact of social transfers (other than pen-

sions) remains one of the lowest in the EU,
especially for children.Meanwhile, the share
of poor working age people living in jobless
households in receipt of benefits is well be-
low the EU average and publicspending on
family benefits is almost half of the EU aver-
age.Fragmentation anddisparitiesin access
conditions across regions continue to un-
dermine the effectiveness of the multiple in-
come guarantee schemes. The new Univer-
sal Social Card envisages collecting infor-
mation from central, regional and local gov-
ernment on all benefits andrecipients, but it
will not directly address the weaknesses of
the existing schemes.

Limited Progress. Despite having im-
proved, early school leaving rates are still

high and regional disparities persist. The
early school leaving rate is still well above
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Improve support forfami-
lies,

reduce fragmentation of
national unemployment
assistance

and address coverage
gaps in regional mini-
mum income schemes.

Reduce early school leav-
ing

(due by mid-2020) may provide helpful inputs on
avenues for reform.

Limited Progress. The overall impact of social
transfers (other than pensions) in reducing child
poverty in Spain remains the lowest in the EU. This
partly reflects the low coverage and adequacy of
family benefits. Means-tested child benefits target
only the most deprived (around one in two chil-
dren atrisk of poverty or social exclusiondo not re-
ceive it) and tax allowances are of limited benefit
for low-to-medium income families, which deter-
mines a regressive pattern of the financial support
to families with children. Steps taken in 2019 to
fight child poverty are an improvement but do not
match the extent of the challenge. The rise in the
child benefit for poor families is the firstin 18 years
and is having limited effects, as itis not helping to
reduce therisk of poverty and is having a very lim-
ited impact on the reduction of the poverty gap.
Limited Progress. There has been no further pro-
gress in this area during 2019. Political deadlodk
has postponed the government plans to stream-
line the multiple schemes of non-contributory un-
employment assistance at national level, while the
announced development of a subsistence mini-
mum incomeis on hold.The report commissioned
to AIReF and publishedin June 2019 offers interest-
ing insight that may help outline these plans.
Limited Progress. The take up of regional mini-
mum income schemes remains very limited in av-
erage, estimated at around 20% of potential bene-
ficiaries, although some regions are showing posi-
tive results. Amounts,and consequently impact on
poverty reduction, present large regional dispari-
ties, and three regions still make the right to a
means-tested minimum income conditional on
budget availability. The issue of portability of the
benefits across regions remains unsolved.

Limited Progress. Early school leaving (ESL) rate
remains the highestin the EU and regional dispari-
ties persist, with 20 pps difference between the
best and the worst performing regions. The ESL
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disparities in educa- | the EU average and the national Europe rate keeps decreasing butata slower pace than in
tional outcomes, in | 2020 target, with a difference of 20 pps. be- previous years. Measures adopted try to mitigate
particular by better | tween the best performing and the worst the challenge but are of limited scope.
supporting students | performing regions.In the absence of effec e and improve educational | Limited Progress. Levels of basic skills measured
and teachers. tive policy measures, there is a risk that la- outcomes, taking into ac | through the 2018 PISA survey have worsened
bour marketimprovements create negative countregional disparities. | slightly,amid significant differences acrossregions.
incentives for young people to drop out of Grade repetition in primary and lower secondary
school prematurely. Existing coordination school remains very high.
schemes between national and regional ad- e Increase cooperation be- | Some Progress. Cooperation between education
ministrations are not sufficient to address re- tween education and institutions and business remains weak but im-
gional disparities in education and training businesses with a viewto | proving, in a context of strong skills mismatches.
outcomes. improving the provision | The new Strategic Plan for Vocational Education

of labour market relevant | and training (VET) may play a role in reducing skills

skills and qualifications, | mismatches and early school leaving, once fully im-
plemented. It should help in making VET more re-
sponsive to the needs of the productive system, by
expanding the range of courses, increasing the
number of places and strengthening the systemof
distance learning. The business sector’s role in the
design of qualifications is being reinforced.

e in particular for infor- | Some Progress. The recently adopted 2019-2022
mation and communica- | VET Strategy proposesincludinga module on dig-
tion technologies. itisation in all VET programmes at all levels. It also

intends to ensure that the VET programmes cover
the needs of the new digital sectors. Work is under-
way on a Digital Skills National Strategy. Basic digi-
tal skills levels remain below the EU average and
the proportion of ICT specialists representsa lower
percentage of the workforce compared to the EU
average.Female ICT specialists account for a mere
1.1% of total female employment.

3.Increase publicinvestment in | [ INCOIPIOGIESS 3. Focus investment-related eco- | [COIPTOORESS

research and innovation and nomic policy on fostering innova-
systematically carry out evalua- tion, resource and energy effi-
tions of support policies in this ciency, upgrading rail freightinfra-
area to ensure their effective- structure and extending electridty
ness. Increase cooperation be- interconnections with the rest of
tween education and busi- the Union, taking into account re-
nesses with a view to mitigating gional disparities. Enhance the ef-
existing skills mismatches. Fur- fectiveness of policies supporting
ther the implementation of the research and innovation.
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Law on Market Unity by ensur-
ing that, at all levels of govem-
ment, rules governing access to
and exercise of economicactiv-
ities, in particular for services,
arein line with principles of that
Law and by improving coopera-
tion between administrations.

Split into Sub-CSRs

Increase public invest-
ment in research and
innovation and sys-
tematically carry out
evaluations of support
policies in this area to
ensure their effective-
ness.

Increase cooperation
between  education
and businesses with a
view to mitigating ex-
isting  skills  mis-
matches.

Further the implemen-
tation of the Law on
Market Unity by ensur-
ing that, at all levels of
government, rules
governing access to
and exercise of eco-
nomic activities, in

Limited Progress. Spain made limited pro-
gress in increasing public investment in re-
search and innovation so far. The level of
public investment in R&D remains un-
changed in the absence of a new Budget
Law for 2019.There have been limited steps
to enhance the evaluation of research and
innovation policies.

Limited Progress. Cooperation between
universities and businesses remains weak,
albeitimproving, with initiatives to increase
business participation in the decision-mak-
ing process. Despite the high tertiary educ-
tion attainment, skills supply is not suffi-
ciently aligned with labour market needs.
Matching initial vocational education and
training (VET) with labour market needs is
still a challenge in Spain.Spain lacks enough
skills for smart specialisation, industrial tran-
sition and entrepreneurship.

Limited Progress. Some measures were
taken to implementthe Law on Market Unity
with however limited effect. Measures in-
clude work on sectorial conference, training
on the implementation of the law. Several
favourable court rulings applying this Law
were passed during this period.

Split into Sub-CSRs
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Focus investment-related
economic policy on fos-

tering innovation,

resource efficiency

and energy efficiency,

Limited Progress. Spain has made limited pro-
gress on increasing investmentin research and in-
novation. Efforts to increase R&D investment by
both large and small firms through improved pub-
lic support for private investments have seen lim-
ited progress. The rationale of R&l policy initiatives
is not always clear.Some of the new political initia-
tives/strategies (IA, Blue Economy, Start Up) lack a
budget, coordination with existing strategies, and
an assessment of their potentialimpact.

Limited Progress. Overall,Spain has notincreased
environmental investments in 2019. However,
some good initiatives have been adopted or are
under preparation. The first National Programme
for Control of Air Pollution was approved by the
Council of Ministers in September 2019. The Plan
for Green Public Procurement in the central Admin-
istration for the period 2018-2025 was approved in
December 2018; it has now to be implemented. A
National Plan for Wastewater, Sanitation, Effi-
ciency, Saving and Water reuse is under elabora-
tion. The National Strategy on Circular Economy
was prepared in 2018, but it has not been adopted
yet.

Some Progress. Meeting the 2030 energy effi-
ciency and consumption targets requires contin-
ued investments in energy efficiency, notably in
buildings. Initiatives such as the National Plan for
Energy Efficiency 2017-2020 and the National Fund
for Energy Efficiency 2014-2020 can contribute to
giving greater focus on investment in this area. In
the building renovation sector, the State Plan for



IPOL | Economic Governance Support Unit

particular for services, the Housing Sector 2018-2021 includes the im-
are in line with princi- provement of energy efficiency in buildings
ples of that Lawand by through assistance and aid programs.

improving coopera-
tion between admin-
istrations.

e upgrading rail freight in- | Limited Progress. Overall investments in rail
frastructure, transportinfrastructure and in freight rail transport

infrastructure have notincreasedin 2019.

e extending electricity in- | Some Progress. New electricity interconnectors
terconnections with the | are under development between France and Spain
rest of the Union, taking | (Bay of Biscay) and between Spain and Portugal.
into accountregional dis- | There has been some progress on ongoing pro-
parities. jects, but further support is needed. Spain contin-

ues to be actively involved in regional fora to ex-
tend electricity interconnections with the rest of
the EU.

e Enhancethe effectiveness | Limited Progress. There has been limited progress
of policies supporting re- | on increasing the systematic use of evaluations of
search and innovation. research and innovation policies. Some measures

have been introduced to decrease red tape or to
improve working conditions of researchers. Pro-
found reforms to improve carriers of top researd-
ers, to stimulate mobility and to promote jobsand
carriers for industrial-based researchers are still
lacking.Reforms to improve collaboration between
public research and private firms are still missing.
Coordination between Autonomous Communities
and the national government could still be im-
proved.

4. Further the implementation of | Limited Progress.

the Law on Market Unity by ensur-

ing that, at all levels of govern-

ment, rules governing access to

and exercise of economic activities,

in particular for services,arein line

with the principles of that Law and

by improving cooperation be-

tween administrations.

Split into Sub-CSRs
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Further the implementa-
tion of the Law on Market
Unity by ensuring that, at
all levels of government,
rules governing access to
and exercise of economic
activities, in particular for
services, are in line with
the principles of that Law
and by improving cooper-
ation between admin-
istrations.

Limited Progress. Some measures were taken to
implement the Law on Market Unity with limited
effectand progress is slow.The main measures are:
a) the improvement of training for officials, b)
awareness raising with publications on better mar-
ket regulation, monthly publications on Market
Unity, an improved web page, dissemination
events,and c) the improvement of information and
consolidation of doctrine.

Limited Progress. Improving cooperation be-
tween national, regional and local authorities is rel-
evant to make progress.Some measures have been
implemented/initiated such as: a) fostering rela-
tions with the network of contact points for the
Law on Market Unity, b) fostering relations with
other departments within the nationalauthorities,
) improving the procedures for mechanisms laid
down in Article 26 of Law on Market Unity, d) coop-
eration with sectorial conferences through the
preparation of notes and e) improved cooperation
with the competition authority. In spite of these
measures, progress is slow.
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2018 CSRs
SGP:CSR 1

MIP:CSR 1, 2,3

1. Ensure that the nominal

Assessment ofimplementation
of 2018 CSRs

February2019

2019 CSRs
SGP:CSR 1
MIP:CSR 1, 2,3,4

1. Ensure that the nominal growth

Assessment ofimplementation
of 2019 CSRs

February 2020

growth rate of net primary gov-
ernment expenditure does not
exceed 14 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Use windfall gains to ac-
celerate the reduction of the
general government debt ratio.
Implement expenditure savings
in 2018 and fully specify the ob-
jectives and new measures
needed in the context of Public
Action 2022, for them to trans-
late into concrete expenditure
savings and efficiency gains
measures in the 2019 budget
Progressively unify the rules of
the different pension regimes
to enhance their fairness and
sustainability.

Split into Sub-CSRs
e Ensure that the nomi-
nal growth rate of net
primary government

_ (this overall assessment

of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for France
(without using or referring to the assess-
mentgrid used for other CSRs):

“Moreover, according to the Stability Pro-
gramme, the headline general government
deficit in 2019 is planned to increase to 3.1% of
GDP, thereby exceeding the 3% of GDP refer-
ence value in the Treaty. The Commission has
therefore prepared a report under Article
126(3) TFEU analysing whether Franceis com-
pliant with the debt criterionin 2018 and with
the deficit criterion of the Treaty in 2019. The
report concluded, following an assessment of
all the relevant factors, that the deficit and
debt criteria as defined in the Treaty and in
Council Regulation (EC) No 1467/97 should be
considered as currently complied with. For
2019, based on the information in the Sta-
bility Programme, the overall assessment
points to a risk of significant deviation with
respect to the adjustment path towards the
MTO in 2019 (...)

Based on the Stability Programme, France is
not expected to comply with the transitional
debtrule in 2019 and 2020. This is confirmed
by the Commission 2019 spring forecast. “(p
.17)

Seegrey part above.

rate of net primary expenditure
does notexceed 1,2% in 2020, cor-
responding to an annualstructural
adjustment of 0,6 % of GDP. Use
windfalls gains to accelerate the re-
duction of the general government
debt ratio. Achieve expenditure
savings and efficiency gains across
all sub-sectors of the government,
including by fully specifying and
monitoring the implementation of
the concrete measures needed in
the context of Public Action 2022.
Reform the pension system to pro-
gressively unifythe rules of the dif-
ferent pension regimes, with the
view to enhance their fairness and
sustainability.

Split into Sub-CSRs
e Ensurethatthenominal
growth rate of net pri-
mary expenditure does
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_ (this overall assessment of CSR1

does notinclude a compliance assessment of com-
pliance with the Stability and Growth Pact; the Sta-
bility and Growth Pact compliance assessment will
be added to the table once the Commission has
carried out such an assessment, probably in
May/June 2020, on the basis of final data for 2019).

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.
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expenditure does not
exceed 14 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP. Use windfall
gains to accelerate the
reduction of the gen-
eral government debt
ratio.

Use windfalls gains to
accelerate the reduc-
tion of the general
government debt ra-
tio.

Implement expendi-
ture savings in 2018
and fully specify the
objectives and new
measures needed in
the context of Public
Action 2022, for them
to translate into con-
crete expenditure sav-
ings and efficiengy
gains measures in the
2019 budget

Progressively unify the
rules of the different
pension regimes to
enhance their fairness
and sustainability.

The compliance assessment with the Stabil-
ity and Growth Pact will be included in
Spring when finaldata for 2018 will be avail-
able.

No Progress. It remains difficult to under-
stand how exactlyandwithwhat timing "Ac
tion Publique 2022" would contribute to the
objective of reducing the expenditure-to-
GDP ratio by 3 percentage points by 2022.
Available information shows weak adher-
ence to the guidance for spending reviews
agreed in 2016 at the level of the Eurogroup.
Implementation risksseem high when look-
ing at the track record of spending reviews
in France and the relatively limited results
produced. No significant expenditure sav-
ings and efficiency gains stemming from
Public Action 2022 was included in the 2019
budget.

Limited Progress. In October 2018, the
Government presented the main principles
of the future pension reform, which will re-
place the more than 40 regimes currently ex-
isting with a unique and universal pension
system. Consultations with social partners
are currently ongoing, while the adoption of
thereformis scheduled by the end 0f2019.
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notexceed 1,2 % in 2020,
corresponding to an an-
nual structural adjust-
ment of 0,6 % of GDP.

Use windfalls gains to ac
celerate the reduction of
the general government
debtratio.

Achieve expenditure sav-
ings and efficiency gains
across all sub-sectors of
the government, includ-
ing by fully specifying and
monitoring the imple-
mentation of the concrete
measures needed in the
context of Public Action
2022.

Reform the pension sys-
tem to progressively unify
the rules of the different
pension regimes, with the
view to enhance their fair-
ness and sustainability.

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.

No Progress. Although efficiency gains can be ex-
pected from its implementation, the contribution
of ‘Public Action 2022’ to the objective of redudng
publicspending by more than 3 percentage points
of GDP over the presidential termis notat all spec
ified. The programme does not envisage either an
upfront or a concurrent quantification of the ex-
pected savings and macroeconomic impacts. Alt-
hough it formally and fully replaces annual spend-
ing reviews as of 2018, the implications of this pro-
gramme on the size and composition of public
spending is lacking. Moreover, when information
on potential savings is available, the savings are
limited and their trajectory over time is not men-
tioned in any detail. That said, some of the
measures under Public Action 2022 might actually
imply an increasein spending.

Limited Progress. The pension reform, originally
announced for 2019, has been postponed. The
draft law was sent to the parliament in February
and its adoption is now planned in 2020 forimple-
mentation as of 1 January 2022.This reform intends
to introduce a universal point-based system, re-
placing the currently co-existing 42 pension re-
gimes. According to announcements, the new sys-
tem aims to calculate the pension rights over the
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2. Pursue the reforms of the vo-
cational education and training
system, to strengthen its labour
market relevance and improve
access to training, in particular
for low qualified workers and
jobseekers. Foster equal oppor-
tunities and access to the la-
bour market,including for peo-
ple with a migrant background
and people living in deprived
areas. Ensure that minimum
wage developments are con-
sistent with job creation and
competitiveness.

Split into Sub-CSRs

e Pursue the reforms of
the vocational educa-
tion and training sys-
tem, to strengthen its
labour market rele-
vance and improve ac
cess to training, in par-
ticular for low quali-
fied workers and
jobseekers.

Some Progress.

Substantial Progress has been made to
pursue the reforms of the vocational educ-
tion and training (VET) system and improve
access to training. The law on “freedom to
choose one’s professional pathway”
(adopted in September 2018) reforms ap-
prenticeship and continuous training to
support labour market integration.
Measures are being gradually implemented
since January 2019 to increase the attrac-
tiveness of apprenticeship (accompanying
measures for apprentices, financial incen-
tives for SMEs). Comparative information on
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2. Foster labour market integration
forall job seekers, ensure equal op-
portunities with a particular focus
on vulnerable groups including
people with a migrant background
and address skills shortages and
mismatches.

Split into Sub-CSRs

e Fosterlabour marketinte-
gration forall job seekers,
ensure equal opportuni-
ties with a particular focus
on vulnerable groups in-
cluding people with a mi-
grant background

whole career for all categories of workers. The gov-
ernment has engaged in a broad consultation with
social partners and stakeholders to gather the
broadest consensus possible. The first generation
concerned by the reform would be those bom in
1975. For those already in the current system, only
the years contributed to after2025 would becalau-
lated under the new system. Social partners would
be responsible for guaranteeing the financial bal-
ance of the pension system. The return to balance
of the pension system should be reached in 2027.

Limited Progress has been made to foster labour
market integration and ensure equal opportuni-
ties. On labour market integration, a number of
measures have been announced or formally
adopted.Their scope remains howeverlimited and
their deployment or actual effects have yet to be
assessed. The PublicEmployment Service (P6le Em-
ploi) strategy was renewed and signed in January
2020. It provides additional guidance means in fa-
vour of job seekers,and ensure a better match with
employers’ recruitment needs. Limited measures
and additional means have been provided to en-
sure equal opportunities. Their level of ambition
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Foster equal opportu-
nities and access to
the labour market, in-
cluding for people
with a migrant back-
ground and people
living in deprived ar-
eas.

the labour market relevance of apprentice-
ship pathways and school-based vocational
education should be made available in the
future.The law also facilitates access to con-
tinuous training through a revised, euro-
based, personal training account granting
increased rights to low-qualified and part-
time workers. The governance of the VET
system is overall reshaped and simplified
with the establishment since January 2019
of a single national certifying authority
“France compétences”. A reform of school-
based vocational education has been an-
nounced in 2018 and will be progressively
introduced as of September 2019. In addi
tion, a EUR 15 billion investment plan for
skills (PIC) has been running since 2018 to
train 1 million of young people and 1 million
of low qualified job seekers by 2022. The
planis gaining pacein 2019, basedonagree-
ments on jobseekers trainings between the
state and the regions, which are currently
rolled out.

Limited Progress has been made in im-
proving access and equal opportunities in
the labour market for people living in de-
prived areas. A specific hiring premium for
increasing labour market integration is be-
ing tested since April 2018, before possible
mainstreaming. Moreover, professional ori-
entation and internship opportunities are
being currently strengthenedat the level of
lower secondary schools inthese areas. Test-
ing against discriminatory practices is cur-
rently under way.However, the focusis lim-
ited to bigger French enterprises. Concem-
ing persons with a migrant background, lit-
tle progress has been made in 2018, apart
fromthe actions targeted at recently arrived
migrants and actions in the field of educ-
tion. A revision of the integration policy for
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and address skills short-
ages and mismatches.

still appear limited considering the significant chal-
lenges faced by vulnerable groupsin terms of both
educational outcomes and integration into the la-
bour market. Halving the class size in the first two
grades to all disadvantaged schools implemented
in September 2019 will not benefit an estimated
70% of disadvantaged pupils, as it has not been
rolled outin targeted schools. Measures specificlly
targeting migrants have been rolled out since
March 2019 through the reform of the national in-
tegration programme for newcomers, butits actual
implementation remains to be seen.

Some Progress has been made in addressing skills
shortages and mismatches in particular by imple-
menting initial vocational education and training
(VET) system reforms and improved access to life-
long learning. Access to lifelong learning through a
revised, euro-based, personal training account
granting increased rights to low- qualified and
part-time workers is being enabled by the launch-
ing web-based application since November 2019.
Free-of-charge targeted guidance, through the
‘Conseil en evolution professionnelle’, should be
delivered at regionallevel. The qualityand effect of
the guidance on the use of the personal training ac-
count, particularly for more vulnerable people,
needs further assessment. Limited progress has
also been made addressing skills shortages. The
main measures to address sectoral and macro-eco-
nomic skills shortages are just at a preliminary
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e Ensure that minimum
wage developments
are consistent with job
creation and competi-
tiveness.

recently arrived migrants focused on train-
ings to learn French (especially for profes-
sional purposes) and the mobilisation of
economicactors to favour their access to the
labour market (inter alia by closer monitor-
ing and better recognition of qualifications
and professional experiences). On educa-
tion, the starting age of compulsory edua-
tion was reduced to three years, targeting
those few children who do not participate in
early childhood education and care, most of
whom are from disadvantaged and migrant
backgrounds or live in overseas territories.
The halving of class size in the first two
grades of primary education was extended
to all disadvantaged schools. The on-going
upper-secondary and higher education re-
forms and in particular, strengthened guid-
ance in upper secondary education as well
as support measures to increase the comple-
tion ratein higher education and to increase
the number of places reserved for holders of
technological and vocational baccalauréat
also supports the future employment rates
of (disadvantaged) students.

Some Progress has been madein ensuring
minimum wage developments are con-
sistent with job creation and competitive-
ness.Since 2012, no ad-hochike of the min-
imum wage has been adopted. The mini-
mum wage hence evolved following its au-
tomaticindexation rule, evolving below ref-
erence wages in the previous years.Theim-
plementation of the formula led to an in-
crease of +1.5% in January 2019, aligned to
inflation and reference wages evolutions
observed in 2018. At the same time, the un-
employment rate of the low-skilled remains
in Franceat 17% end 2017 and 16.6% in the
second quarter of 2018. Income of employ-
ees paid close to the minimum wage will be
supported by an additional increase of 90
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stage, without any meaningful results for time be-
ing. For instance, several skills intelligence and
forecasting exercises are being announced but

have yet to be carried out.
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3. Simplify the tax system, by
limiting the use of tax expendi-
tures, removing inefficient
taxes and reducing taxes on
production levied on compa-
nies.Reduce the regulatory and
administrative burden to in-
crease competition in the ser-
vices sector and to foster firms'
growth. Step up efforts to in-
crease the performance of the
innovation system in particular
by improving the efficiency of
public support schemes and
strengthening knowledge
transfer between public re-
search institutionsand firms.

Split into Sub-CSRs

o Simplify the tax sys-
tem, by limiting the
use of tax expendi
tures, removing ineffi-
cient taxes and reduc
ing taxes on produc
tion levied on compa-
nies.

euros of the activity premium (at minimum
wage level) associated to a decrease of em-
ployees' social contributions applied in Oc
tober 2018.

Some Progress.

Some Progress has been made in simplify-
ing the tax system for businesses and re-
moving inefficient taxes while very limited
progress has been made to reduce taxes on
production levied on companies. In particu-
lar, several measures have been announced
and are being implemented to simplify the
tax system (ESSOC law). Furthermore, a total
of 17 inefficient taxes worth EUR 7.5 million
will be discontinued in 2019.0On tax expend-
itures, six inefficient tax expenditures are
planned to be suppressed, while four new
ones (worth EUR 1 billion) to be introduced.
However, little has been done to reduce
taxes on production weighing on compa-
nies:only one tax ("forfait social") is planned
to be cut in 2019 (according to the budget
law).
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4. Continue to simplify the tax sys-
tem, in particular by limiting the
use of tax expenditures, further re-
moving inefficient taxesand reduc
ing taxes on production. Reduce
regulatory restrictions, in particular
in the services sector, and fully im-
plement the measures to foster the
growth of firms.

Split into Sub-CSRs

e Continue to simplify the
tax system, in particular
by limiting the use of tax
expenditures, further re-
moving inefficient taxes
and reducing taxes on
production.

Some Progress.

Some Progress has been made in simplifying the
tax system, in particular by implementing success-
fully the ESSOC law and withholding personal in-
come tax. The 2020 Budgetary Plan builds on pre-
vious efforts to eliminate low taxes and phase out
or cut several tax expenditures. In addition, French
authorities have also announced an evaluation
programme of 70 tax expenditures for 2020-2023.
However, no progress has been made to reduce
taxes on production factors, despite having been
repeatedly identified as being a risk bearing on
France's competitiveness.
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e Reduce the regulatory
and  administrative
burden to increase
competition in the ser-
vices sector and to fos-
ter firms' growth.

e Step up efforts to in-
crease the perfor-
mance of the innova-
tion system in particu-
lar by improving the
efficiency of public
support schemes and
strengthening
knowledge transfer
between public re-
search institutions and
firms.

Some Progress has been madein reducing
the regulatory and administrative burden to
increase competition in the services sector
and to foster firms' growth. The 2018 ‘Loi
pour un Etat au service d'une société de con-
fiance’ (ESSOC law) further simplified proce-
dures, interactions and exchange of infor-
mation with the publicadministration. A law
supporting firms' growth (loi PACTE) is cur-
rently being discussed at the Parliament t
plans to reduce the number of thresholds re-
lated to size-dependent regulations based
on the number of employees that firms face
as they grow, and to introduce a five-year
transitional period to give firms time to ad-
just when they cross these thresholds. To
further support SME growth, the draft law
promotes employees' incentives linked to
firm performance by removing the so-called
forfait social for firms with less than 50 em-
ployees. Barriers to competition in the ser-
vices sector remain and reforms in specific
sectors continue. For instance, the
healthcare strategy (..) announced by the
Presidentin September 2018 aims to abolish
the numerus claususto access medical stud-
ies.

Limited Progress. Several measures have
been announced to improve the perfor-
mance of the innovation system, with a par-
ticular focus on breakthrough innovation,
e.g. the Innovation Council and the EUR 10
billion fund, but they still need to be fully im-
plemented. Concerning the efficiency of
public support schemes, the 4th Phase
(2019-2022) of the competitiveness poles
has been announced and the preliminary
design suggests that some of the weak-
nesses identified in a previous evaluation
have been addressed. The announced pub-
lication of the evaluations of the R&D tax
credit have been repeatedly postponed and
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Reduce regulatory re-
strictions, in particularin
the services sector,

and fully implement the
measures to foster the
growth of firms.

Limited Progress. On reducing regulatory re-
strictions, progress has been limited:regulatory re-
strictions were lifted in some areas but strength-
ened in others. Some competition-enhandng
measures were adopted for the sale of automotive
parts and driving schools under the LOM law and
for complementary health insurance. Competition-
enhancing measures were announced for other
sectors (real estate property management (syn-
dics), medical analysis laboratories, on-line sale of
medicines, fintechs). The retail sector has been hit
by additional restrictions on the period of sales
(PACTE law), on promotion of food produds
(EGalim law), and on establishment of large shops
(ELAN law).

Substantial Progress. The implementation of the
PACTE law is well advanced. At the beginning of
December 2019, 100 out of 137 measures were al-
ready implemented. The key measure to foster
firms’ growth (rationalisation of size-related regula-
tory thresholds and transition period) took effect
on 1January 2020.
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itis still due to date.Finally, more incentives
for researchers in the public sector to collab-
orate with industry have been proposed in
the PACTE law which has not been adopted
yet.

3. Focus investment-related eco-
nomic policy on research and in-
novation (while improving the ef-
ficiency of public support
schemes, including knowledge
transfer schemes), renewable en-
ergy, energy efficiency andinter-
connections with the rest of the
Union, and on digital infrastruc-
ture, taking into account territo-
rial disparities.

Split into Sub-CSRs
e Focus investment-related
economic policy on re-
search and innovation
(while improving the effi-
ciency of public support

schemes, including
knowledge transfer
schemes),

e renewable energy, en-
ergy efficiency and inter-
connections with the rest
of the Union,
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Some Progress.

Limited Progress. Some evaluations of the R&D
tax incentive (Crédit d'Impét Recherche) have been
carried out and point to a limited impact on inno-
vation. Additional impact studies, focused on mac
roeconomicaspects,are on-going.The Innovation
and Industry Fund is not yet operational as pointed
by the Court of Auditors. More incentives for re-
searchers working in the public sector to collabo-
rate with industry have been proposed in the
PACTE Law.Overall, the R&D&I system in France re-
mains very complex with numerous funding tools
and structures.

Some Progress. France has been at the forefront in
adopting commitments to fight climate change.
Franceis likely to achieve its 2020 target to reduce
greenhouse gas emissions, butis projected to miss
its target on renewables. However, additional in-
vestment needs were properly quantified and
planned through the Pluriannual programming en-
ergy law. Regarding energy interconnections, new
electricity interconnectors are under development
between France and Spain.
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e and on digital infrastruc | Some Progress. The main policy tool toaddress re-
ture, taking into account | gional disparities indigital infrastructure is the plan
territorial disparities. French ultrafast broadband Plan (France Trés Haut

Débit). It aims at covering the whole territory with
ultrafast broadband (fiber-to-the-home for 2022)
by fostering private investment and compensating
thelack of projects in remote areas with publicin-
vestment (for a total of €3.3 bn in public spending).
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2018 CSRs
SGP: -
MIP:CSR 1, 2,3,4
1. Strengthen the fiscal frame-
work, including by strengthen-
ing the mandate and inde-
pendence of the Fiscal Policy
Commission.Introduce a recur-
rent property tax.

Split into Sub-CSRs

e Strengthen the fiscal
framework, including
by strengthening the
mandate and inde
pendence of the Fisal
Policy Commission.

e Introduce a recurrent
property tax.

2. Discourage early retirement,
accelerate the transition to a
higher statutory retirement age
and align pension provisions
for specific categories with the
rules of the general scheme.
Deliver on the reform of the ed-
ucation and training system to
improve its quality and labour
market relevance for both
young people and adults. Con-
solidate social benefits and im-
prove their poverty reduction
capacdity.

Split into Sub-CSRs

Assessment ofimplementation
of 2018 CSRs

February 2019

Some Progress.

Substantial Progress in strengthening the
fiscal framework. After a long delay, in De-

cember 2018 the Parliament adopted a new
Fiscal Responsibility Act and a new State Au-
dit Office Act. The adoption of the new
Budget Act remains delayed.

No Progress. The introduction of a recur-
rent value-based property tax is no longer
planned.

Some Progress.
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2019 CSRs

SGP: -
MIP:CSR 1, 2,3,4
1. Reinforce the budgetary frame-
work and monitoring of contin-
gent liabilities at central and locl
level. Reduce the territorial frag-
mentation of the public admin-
istration and streamline the func-
tional distribution of competen-
cies.

Split into Sub-CSRs
e Reinforce the budgetary
framework and monitor-
ing of contingent liabili-
ties at central and local
level.

e Reduce the territorial
fragmentation of the
publicadministration and
streamline the functional
distribution of competen-
cies.

2. Deliver on the education reform
and improve both access toedua-
tion and training at all levels and
their quality and labour market rel-
evance. Consolidate social benéefits
and improve their capacity to re-
duce poverty. Strengthen labour
market measures and institutions
and their coordination with sodal
services. In consultation with the
social partners, introduce harmo-
nised wage-setting frameworks
across the public administration
and publicservices.

Split into Sub-CSRs

Assessment ofimplementation
of 2019 CSRs

February 2020

Limited Progress. The new Budget Act shouldim-
prove both the shortand medium term budgetary
framework at central and local level and address
vulnerabilities in the system of government guar-
antees, butit has still not been adopted.

Some Progress. In December 2019, the Croatian
parliament adopted a new legal framework regu-
lating agency-type institutions and introducing a
higher degree of homogeneity across the system.
Territorial fragmentation at local government level
remains a challenge.

Some Progress.


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2810%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-croatia_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-croatia_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10164-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545612721&uri=CELEX%3A52020SC0510
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545612721&uri=CELEX%3A52020SC0510
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e Discourage early re-
tirement, accelerate
the transition to a
higher statutory re-
tirement age and
align pension provi-
sions for specific cate-
gories with the rules
of  the general
scheme.

e Deliver on the reform
of the education and
training system to im-
prove its quality and
labour market rele-
vance for both young
people and adults.

e Consolidate  social
benefits and improve
their poverty reduc-
tion capacity.

3. Reduce the territorial frag-
mentation of the publicadmin-
istration, streamline the func

Substantial Progress. In December 2018
the parliament adopted an important padck-
age of pension system reforms aimed at ad-
dressing design inconsistencies in the sys-
tem, improving pension adequacy through
longer working lives, and strengthening the
institutional setup and performance of the
2nd mandatory pillar.

Some Progressin delivering on the reform
of the education and training system. A
number of measures have been set in mo-
tion, such as the launch of newly developed
general education curricula as a pilot pro-
ject. Other objectives set in the Education
and Training 2020 Strategic Framework
await adoption andimplementation.

Limited Progress in consolidating social
benefits. A categorisation of the types of
benefits granted at the local government
level followingthe European System of inte-
grated Social Protection Statistics nomen-
clature was completed. However, most pol-
icy measures remain in a preparatory phase.
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e Deliver on the education
reform and improve both
access to education and
training at all levels and
their quality and labour
market relevance.

e Consolidate social bene-
fits and improve their @-
pacity to reduce poverty.

e Strengthen labour mar-
ket measures and institu-
tions and their coordina-
tion with social services.

e In consultation with the
social partners, introduce
harmonised wage-setting
frameworks across the
publicadministration and
publicservices.

3. Focus investment-related eco-
nomic policy on research andinno-
vation, sustainable urban and rail-
way transport, energy efficiency,

Some Progress. Croatia has started the incremen-
tal implementation of the curricular reform in all
primary and secondary schools.In VET, the experi-
mental programme ‘Dual Educationin VETis being
expanded.The adoption of occupationand qualifi-
cation standards is proceeding slowly. Ongoing in-
vestments in Early Childhood Education and Care
aims to increase availabilityand access.

Limited Progress. The authorities are in the pro-
cess of establishing a categorisationandregular re-
porting mechanismsfor the social benefits granted
by the local government level. However, most pol-
icy measures aresstill at the preparatory stage.

Some Progress. The package of Active Labour
Market Policy measures has been refocused to
make them more effective. The Croatian Employ-
ment Service has developed and is testing new IT
tools aimed atimproving the mediation and refer-
rals. It will be crucial to establish good monitoring
system in order to evaluate the outcomes.
Limited Progress. The long-due legislation on
civil- service wages, which aims to further harmo-
nise wage setting across the central publicadmin-
istration (and at a later stage in the wider public
sector) has been postponed, pendingfurther anal-
ysis from an independent body.
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tional distribution of compe- renewables and environmental in-
tencies and enhance the capac frastructure, taking into account
ity to design and implement regional disparities. Increase the
public policies. In consultation administration's capacity to design
with social partners, introduce and implement public projects and
harmonised wage-setting policies.

frameworks across the public
administration and public ser-

vices.
Split into Sub-CSRs Splitinto Sub-CSRs

e Reduce the territorial | Some Progressin the publicadministration e Focus investment-related | Limited Progress. Investmentin R&D increased
fragmentation of the | reform. A substantial rationalisation of the economic policy on re- | substantially, but its efficiency remains low and
public administration, | cumbersome state agencies system - as a search and innovation, highly dependent on EU funds. Investment is fo-
streamline the func | step towards simplification and efficiency - cused towards ‘close-to-market’ initiatives run by
tional distribution of | is ongoing. The territorial fragmentation at bigger companies, leaving research activities un-
competenciesand en- | the local government level remains a chal- derfunded.
hance the capacity to | lenge.
design and imple-
ment public policies.

e In consultation with | Limited Progressin harmonising wage-set- e sustainable urban and | Some Progress. Croatia signed several contracts
social partners, intro- | ting frameworks across the public admin- railway transport, for key railway projects in 2019 and opened the
duce harmonised | istration and publicservices, as the relevant first new railway line in over 50 years. It made pro-
wage-setting frame- | legislation remainsin a preparatory phase. gress on expanding the TEN-T rail network but no
works across the pub- significant progress on sustainable urban
lic administration and transport.

publicservices.

e energy efficiency, renew- | Limited Progress. Energy efficiency of private and
ables and environmental | publicbuildings improved in 2019.However, there
infrastructure, takinginto | have been delays in adopting the necessary legis-
account regional dispari- | lation and the energy efficiency obligation scheme
ties. is not yet fully operational. Despite advanced pro-

ject selection, progress in the implementation of
the water and waste infrastructural projects re-
mains limited. Investment in wind and solarenergy
is hampered by administrative hurdles and by de-
lays in putting in place the premium support
scheme.

e Increase the administra- | Limited Progress. The authorities established an
tion's capacity to design | institutional framework for strategic planning, also
and implement public | at thelocal level. However, it has notyet been im-
projects and policies.

PE624.443 93



IPOL | Economic Governance Support Unit

4. Improve corporate govern-
ance in state-owned enter-
prises and intensify the sale of
state-owned enterprises and
non-productive assets. Signifi-
cantly reduce the burden on
businesses arisingfrom parafis-
cal charges and from cumber-
some administrative and legis-
lative requirements. Enhance
competition in business ser-
vices and regulated profes-
sions. Reduce the duration of
court proceedings andimprove
electronic communication in
courts.

Split into Sub-CSRs

e Improve corporate
governance in state-
owned  enterprises

and intensify the sale
of state-owned enter-
prises and non-pro-
ductive assets.

e Significantly reduce
the burden on busi-
nesses arising from
parafiscal charges and
from cumbersome ad-
ministrative and legis-
lative requirements.

e Enhance competition
in business services
and regulated profes-
sions.

Some Progress.

Limited Progress. A new Corporate Gov-
ernance Code has been implemented, and
obligatory reporting on business plans and
performance has been introduced inall ma-
jor state-owned enterprises. Disposal of
state assets has progressed slowly due to
delays in adoptionof required legislation.

Some Progress in reducing the burden on
business. There has been some progress
with the continuation of removal of identi-
fied administrative burdenand limited pro-
gress with the removal of parafiscal charges.

Limited Progress in enhancing competi-
tion in business services and regulated pro-

fessions. The implementation of some
measures to remove excessive restrictions
has finally started, most notably in passen-
ger transport,auditand education.
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4. Improve corporate governance
in State-owned enterprises and in-
tensify the sale of such enterprises
and non-productive assets. En-
hance the prevention and sanc-
tioning of corruption, in particular
atthe local level.Reduce the dura-
tion of court proceedings and im-
prove electronic communicationin
courts. Reduce the most burden-
some parafiscal charges and exces-
sive product and services market
regulation.

Split into Sub-CSRs
e Improve corporate gov-
ernance in State- owned
enterprises and intensify
the sale of such enter-
prises and non-produc
tive assets.

e Enhance the prevention
and sanctioning of cor-
ruption, in particular at
thelocal level.

e Reduce the duration of
court proceedings and
improve electronic com-
munication in courts.

plemented. The overarching National Develop-
ment Strategy for 2030 has not yet been adopted.
Inefficiencies resultingin limited administrative @a-
pacities have not been properlyaddressed either.

Limited Progress. Croatia adopted an obligation
to introduce a compliance function in all majority-
owned state-owned enterprises was adopted. The
disposal of state assets is slowly progressing.

Limited Progress. Although Croatia adopted leg-
islation on the protection of whistle-blowers (effec
tive from July 2019) the resources allocated to the
Ombudsman’s office, in charge of whistle-blower
protection, are insufficient. No clear progress was
made on other initiatives needed to prevent and
penalise corruption,at national and local level.
Some Progress. Croatia is gradually extending the
use of electroniccommunication and has reduced
backlogs in commercial courts.
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e Reduce the duration | Some Progress in the judicial system re- e Reduce themostburden- | Limited Progress. There has been limited pro-
of court proceedings | form.Backlogsin courts have beenreduced some parafiscal charges. | gress in reducing or removing parafiscal charges.
and improve elec- | and progress was made with implementa- The register of parafiscal charges was updated in
troniccommunication | tion of electronic communication. Mergers 2019.
in courts. of courts effective as of January 2019 are ex-

pected to increase efficiency.

e and excessive product A Some Progress. A number of action plans and
and services market regu- | measures aimed at the alleviation of excessive ad-
lation. ministrative obligations for entrepreneurs were

adopted, as well as liberalisation measuresin se-
lected professional services.
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2018 CSRs

SGP: CSR'1

Assessment ofimplementation
of 2018 CSRs

2019 CSRs
SGP:CSR 1

Assessment ofimplementation
of 2019 CSRs

MIP:CSR 1,2,3,4

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 0,1 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Use windfall gains to ac-
celerate the reduction of the
general government debt ratio.
Shift taxation away from labour,
including by reducing tax ex-
penditure and reforming the
outdated cadastral values. Step
up efforts to tackle the shadow
economy, including by
strengthening the compulsory
use of e-payments through
lower legal thresholds for ash
payments. Reduce the share of
old-age pensions in public
spending to create space for
other social spending.

Splitinto Sub-CSRs

e Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 0,1 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP. Use windfall
gains to accelerate the
reduction of the gen-
eral government debt
ratio.

February 2019
_(this overall assessment of CSR
1 does notinclude an assessment of compli-
ance with the Stability and Growth Pact).

In June 2019, the Commission evaluated
compliance with the SGPin its assessment of
the 2019 Stability Programmefor Italy (with-
out using or referring to the assessment grid
used for other CSRs):

“As regards 2019, Italy was recommended to
ensure that the nominal growth rate of net pri-
mary government expenditure does not ex-
ceed 0.1%, corresponding to an annual struc-
tural adjustment of 0.6 % of GDP. The Com-
mission 2019 spring forecast expects It-
aly’s structural balance to deteriorate by
0.2% of GDP in 2019 in line with the (recal-
culated) projections of the 2019 Stability
Programme. An overall assessment based
on both the Commission 2019 spring fore-
cast and the Stability Programme points to
a risk of significant deviation from the pre-
ventive arm requirement both in 2019 and
over 2018 and 2019 taken together.” (p.
27)

Seegrey part above.

MIP:CSR 1, 2,3,4,5
1.Ensure a nominal reduction of net
primary government expenditure of
0,1 % in 2020, corresponding to an
annual structural adjustment of 06
% of GDP. Use windfall gains to
accelerate the reduction of the
general government debt ratio.
Shift taxation away from labour,
including by reducing tax
expenditure and reforming the
outdated cadastral values. Fight tax
evasion, especially in the form of
omitted invoicing, including by
strengthening the compulsory use
of e-payments including through
lower legal thresholds for cash
payments. Implement fully past
pension reforms to reduce the share
of pensionsin public spending and
create space for other social and
growth-enhancing spending.

Split into Sub-CSRs

e Ensure a nominal
reduction of net primary
government expenditure
of 01 % in 2020,
corresponding to an
annual structural
adjustment of 06 % of
GDP. Use windfall gains to
accelerate the reduction
of the general
governmentdebt ratio.
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February 2020

Some Progress (this overall assessment of CSR 1
does notinclude an assessment of compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020, on
the basis of final data for 2019).

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.
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Shift taxation away
from labour,including
by reducing tax ex-
penditure and reform-
ing the outdated ca-
dastral values.

Step up efforts to
tackle the shadow
economy, including
by strengthening the
compulsory use of e-
payments  through
lower legal thresholds
for cash payments.

Reduce the share of
old-age pensions in
public spending to

No Progress. No progress was achieved in .

these areas, because: (i) tax expenditures
have been reviewed but not streamlined; (ii)
cadastral values have not been reformed;
and (iii) taxation on labour has not been re-
duced nor shifted to other tax base but only
a very marginal reduction of taxation on
capital has been enacted (namely self-em-
ployed through the extension of the so-
called "flat tax regime").

Limited Progress. E-invoicing has become .

compulsory for the private sector as of 2019
pursuant to the 2018 budget law of Decem-
ber2017. Moreover, electronic transmission
of receipts has been introduced. Neverthe-
less,a new tax amnesty could offset the po-
sitive impact of those measures on tax com-
pliance; no action was taken toencourage e-
payments for instance through lower legal
thresholds for cash payments.

No Progress. Old-age pension expenditure .
has actually been increased through the in-
troduction of a new early-retirement
scheme.
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Shift taxation away from
labour, including by
reducing tax expenditure
and reforming  the

outdated cadastral values.

Fight tax evasion,
especially in the form of
omitted invoicing,
including by
strengthening the
compulsory use of e-
payments including
through lower legal
thresholds for  cash
payments.

Implement fully past

pension reforms toreduce
the share of pensions in
public spending and

Limited Progress. The 2020 budget includesa fund
to reduce the tax wedge on labour by around 02%
of GDPin 2020 and 0.3% of GDP from2021.The 2020
budget also includes several provisions limiting tax
expenditures on personal income taxes, with a
limited budgetary impact. No steps were taken to
reduce the large tax expenditures in value-added
taxes, nor to reform the outdated cadastral values.
Overall, some progress was made in reducing taxes
on labour, but no progressin shifting taxesto other
revenue sources (only limited progress in redudng
tax expenditures and no progress in updating
cadastral values). On average, limited progress has
been made.

Substantial Progress. The 2020 budget includes
several measures to fight tax evasion related to
omitted income declarations, including by
encouraging electronic payments: (i) a new fund
(0.2% of GDP from 2021) to reward consumers that
pay via electronic means; (ii) lower limits to cash
payments; (iii) a new special lottery for consumers
paying with electronic means; (iv) the possibility to
deduct expenditures from personal income taxes
only if paid with traceable means. Additional new
measures against tax evasion include disincentives
to the undue compensation of tax credits, the shift
of VAT and social security liabilities from the
subcontractor onto the main contractor of tax
liabilitiesand several measures against excise duties
and VAT fraudin the fuel sector. These measures are
relevant andin line with the 2019 CSR. However, the
size of the challenge represented by tax evasion in
Italy warrants a thorough implementation and a
continuous and increasingly ambitious reform
effort. For an efficient use of resources, it is also
important that the financial incentives for
consumers payingelectronically are targeted to the
sectors most exposed to tax evasion.

No Progress. The 2019 budget introduced several
provisions which partially reversed past pension
reform by broadening possibilities for early
retirement, including by creating a new early
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create space for other
social spending.

2. Reduce the length of civil ti-
als at all instances by enfordng
and streamlining procedural
rules, including those under
consideration by the legislator.
Achieve more effective preven-
tion and repression of corrup-
tion by reducing the length of
criminal trials and implement-
ing the new anti-corruption
framework. Ensure enforce-
ment of the new framework for
publicly-ownedenterprises and
increase the efficiency and
quality of local public services.
Address restrictions to competi-
tion, including in services, also
through a new annual compet-
tion law.

Split into Sub-CSRs

e Reduce the length of
civil trials at all in-
stances by enforcing
and streamlining pro-
cedural rules, includ-
ing those under con-
sideration by the legis-
lator.

o Achieve more effec-
tive prevention and

No Progress. No new measures have been
introduced to enforce and streamline proce-
duralrules,including those against the mis-
use of litigation.

Some Progress. A new anti-corruption law
was passed by the Parliament in December

create space for other
social and  growth-
enhancing spending.

4. Reduce the length of civil trials at
all instances by enforcing and
streamlining procedural rules,
including those under
consideration by the legislator and
with a special focus on insolvency
regimes. Improve the effectiveness
of the fight against corruption by
reforming procedural rules to
reduce the length of criminal trials.

Split into Sub-CSRs

e Reduce the length of civil
trials at all instances by
enforcing and
streamlining procedural
rules, including those
under consideration by
thelegislator.

e Improve the effectiveness
of the fight against

98

retirement scheme ("quota 100") and suspending
the indexation to life expectancy of the minimum
contribution requirement needed to retire under
the existing early retirement scheme. The 2020
budget law confirmed the new pension measures
implemented in 2019 and even extended to 2020
the temporary early retirement schemesforwomen
and for employeesrecently dismissed or performing
heavy works ("APE sociale"), further increasing
pension expenditure.

Limited Progress. Despite recent improvements,
the low efficiency of Italy's civil justice system
remains a source of concern. The time to resolve dvil
and commercial litigious cases in Italy remains the
highest in the EU at higher instances. A draft law
enabling the government to substantialy
streamline the civil procedurehas been adopted by
the Council of Ministers in December 2019 and has
now to be passedby the national pardiament.

Limited Progress. As regards the length of criminal
trials, Italy’s long disposition time for criminal cases
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repression of corrup-
tion by reducing the
length of criminal tri-
als and implementing
the new anti-corrup-
tion framework.

e Ensure enforcement
of the new framework
for  publicly-owned
enterprises and in-
crease the efficiengy
and quality of local
publicservices.

e  Address restrictions to
competition, includ-
ing in services, also
through a new annual
competition law.

3. Maintain the pace of reduc-
ing the high stock of non-per-
forming loans and support fur-
ther bank balance sheet re-
structuring and consolidation,
including for small and me-
dium-sized banks, and
promptly implement the insol-
vency reform. Improve market-
based access to finance for
firms.

Split into Sub-CSRs

2018. It introduced stricter penalties and
longer prescription terms for corruption of-
fences. It even stops prescription terms after
a first instance conviction (as requested by
GRECO) but only as of 2020. However, de-
spite the recent reform of the statute of lim-
itations, prosecution of corruption remains
ineffective due to longtrials andthe still un-
met need of a reform of the appeal system
to avoid misuse of litigation.

Limited Progress. The enforcement of the
new SOEs framework is ongoing, although
with some delays. The limited ability of locl
bodies to effectively dismiss non-core
shares is delaying the enforcement.No initi-
atives have been taken on local public ser-
vices.

No Progress. No progress isregistered in re-
ducing barriers to competition

Some Progress.

corruption by reforming
procedural rules to reduce
the length of criminal
trials.

5. Foster bank balance sheet
restructuring, in particular for small
and medium-sized banks, by
improving efficiency and asset
quality, continuing the reduction of
non-performing loans, and
diversifying funding. Improve non-
bank financing for smaller and
innovative firms.

Split into Sub-CSRs
99

continues to raise concerns in particular at the
appeal level. Positive results in containing trial
length have recently beenrecorded by first instance
courts and the Court of Cassation. The recent reform
stopping the statute of limitations after a first-
instance ruling,in line with along-standing country-
specific recommendation, entered into force as of
2020. The government has been discussing a much
needed reform of the criminal procedure. Swift
adoption of these measures, coupled with othersto
tackle the large number of pending cases at appeal
courts, could improve the efficiency of the criminal
justice system and the effectiveness of the fight
against corruption. However, in the absence of an
urgent reform of criminal trials, the low efficiency of
criminal justice at the appeal level continues to
hinder the prosecution of corruption.

Some Progress.
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¢ Maintain the pace of
reducing the high
stock of non-perform-
ing loans and support
further bank balance
sheet  restructuring
and consolidation, in-
cluding for small and
medium-sized banks,
and promptly imple-
ment the insolveng
reform.

e Improve market-
based access to fi-
nance for firms.

Some Progress. Banks'balance sheet repair
including non-performing loans disposals
through outright sales and securitisations
with the government guarantee scheme
(GACS) has substantially progressed. De-
spite a number of important banking re-
forms adopted inrecent years, the corporate
governance reform of the large cooperative
banks has stalled and that of the small mu-
tual banks somewhat watered down, while
theinsolvency framework refom still has to
be finalised. Having said this, a recovering
banking system, in particular smalland mid-
sized banks, is now suffering contagion from
the increase in sovereign yields, which has
already negatively impacted banks' capital
positions and jeopardised access to unse-
cured wholesale funding.

Limited Progress.In addition to past policy
measures (the SME Guarantee Fund, instru-

ments through the state lender Cassa
Depositi e Prestiti (CDP), Minibonds, the al-
ternative investment market (AIM), and
long-term individual saving plans (PIR)), a
new fund for venture capital has been set
and PIRwill be extended to unlisted compa-
nies. However, the allowance for corporate
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Foster bank balance sheet
restructuring, in particular
for small and medium-
sized banks, by improving
efficiency and  asset
quality, continuing the
reduction of non-
performing loans, and
diversifyingfunding.

Improve non-bank
financing for smaller and
innovative firms.

Some Progress. Banks’ balance sheet repair
including non-performing loans disposals through
outright salesandsecuritisations with Guarantee on
Securitization of Bank Non Performing Loans (GACS)
has substantially progressed. The GACS was
prolonged in May 2019 for another period of two
years. Currently, the relatively low yields on Italian
government bonds are expected to support banks
in Italy to shore up their capital positions and to
improve access to wholesale funding. At the same
time, Italian banks continued to rebalance their
domestic govemment bond portfolios to the held-
to- collect category, in order to shield their capital
positions from the volatility of domestic sovereign
bond prices. Despite recent improvements,
profitability remains challenging for Italian banks
amid the current low interest rate environment.
Some of the banks are still exhibiting high cost-to-
income ratios. The reform of the large cooperative
banks is notyetfully implemented, unlike the reform
of small mutual banks which was essentially
concluded. Moreover, the Government finalised in
early 2019 the reform of the insolvency framework.
However, Italianbanksarestill substantially exposed
to their sovereign, implying the risk of adverse
feedback loops. Areboundin sovereign yields could
put banks under pressure and renew strain on
funding costs. Despite the achieved progress as
regards banks’ balance sheet de-risking, the stock of
NPL at system level remains comparatively high vis-
a-vis euro area peers. Moreover, some of the second
tier banks are still suffering under NPL-levels that are
markedly above the average.

Some Progress. While firms' financing remains
predominantly bank-based, measures aimed at
increasing access of firmsto capital markets adopted
in previous years have had some positive impact
The use of initial public offerings on the AIM showed
signs of recovery in 2018, partly as a result of
government initiatives like the introduction of
Special Purpose Acquisition Companies (SPACs). The
relevance of the mini-bond market for SMEs is also

PE624.443



Country-Specific Recommendations for2018 and 2019

PE624.443

4. Step up implementation of
the reform of active labour mar-
ket policies to ensure equal ac
cess to effective job-search as-
sistance and training. Encour-
age labour market participation
of women through a compre-
hensive strategy, rationalising
family-support policies and in-
creasing the coverage of child-
care facilities. Foster research,
innovation, digital skills and in-
frastructure through better-tar-
geted investment and increase
participation in vocational-ori-
ented tertiary education.

Split into Sub-CSRs

e Step up implementa-
tion of the reform of
active labour market
policies to ensure
equal access to effec-
tive job-search assis-
tance and training.

equity (ACE), conducive in loweringleverag-
ing and boosting firm equity has been abol-
ished as part of the 2019 Budget law. Alt-
hough these measures goin theright direc
tion, there is a backtracking on increasing
firms' capitalisation by the abrogation of
ACE (which was largely used by corpora-
tions).

Some Progress. Monitoring indicators and
minimum standards for Public Employment
Services (PES) staff were set at the national
level by Decree in January 2018, but
strengthening coordination between the
national agency (ANPAL) and regions re-
mains a major challenge. PES are being
linked through a newly developed national
IT system.The information provided to non-
registered people has also been improved,
as well as the on-line registration of jobseek-
ers and the set-up of single points of contact
forthe long-term unemployed.But active la-
bour market policies (ALMP) are barely inte-
grated and coordinated with related polides

2. Step up efforts to tackle
undeclared work. Ensure thatactive
labour marketand social policies are
effectively integrated and reach out
in particular to young people and
vulnerable  groups.  Support
women's participationin thelabour
market through a comprehensive
strategy, including through access
to quality childcare and long-term
care. Improve educational
outcomes, also through adequate
and targeted investment, and foster
upskilling, including by
strengtheningdigital skills.

Split into Sub-CSRs

e Step up efforts to tackle
undeclared work.

e Ensure that active labour
market and social polides
are effectively integrated
and reach outin particular
to young people and
vulnerablegroups.
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growing, despite its relative small size. However,
measures to improve the weak recourse to venture
capital have not yet been implemented. New
measures adopted in 2019 (extention of the scope of
crowdfunding to bonds issued by SMEs,
reintroduction of ACE, so-called Societa di
Investimento Semplice) are expected to help
address the undercapitalisation of the corporate
sector.

Limited Progress. The national labour inspectorate
launched a recruitment competition, together with
other services, to hire more labour inspectors. The
total number of firms inspected has declined in
2018.

Some Progress. 3000 "navigators" have been hired
to reinforce public employment centres. However,
active labour market policies (ALMP) remain barely
integrated and coordinated with other related
policies (e.g. social services, adult learning,
vocational training). The coordination role for the
national agency (ANPAL) is still weaker than
originally intended. The main challenges for the
implementation of thereform remain improving the
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e Encourage labour
market participation
of women through a
comprehensive strat-
egy, rationalising fam-
ily-support  policies
and increasing the
coverage of childcare
facilities.

e Foster research, inno-
vation, digital skills
and infrastructure
through  better-tar-
geted investment and
increase participation
in vocational-oriented
tertiary education

(e.g. social protection, social services, adult
learning, and vocational training). Major
competences lie with regional authorities,
which received new resources in 2018 to re-
inforce public employment services (PES).
However, recruitments of new staff has not
yet started.

Limited Progress. Female labour participa-
tion remains one of the lowest in the EU. The
employment rate of women (20-64) is sub-
stantially lower thanthe EU average ([525%
Vs 66.4%]) in 2017. Ahigh tax wedge for sec
ond earners reduces the financial incentive
for women to takeup work (the marginal tax
rate for a second earner earning two thirds
of the average wageisat[30.5%]in 20XX).In
addition, the lack of adequate measures to
reconcile professional and private life such
as care facilities tends to hamper employ-
ment, especially for women with dependent
children or other family members in need of
care. The share of children under three years
of age in formal early childhood education
at 27.3% is well below the EU average. This
situation is exacerbated by an inadequate
system of parental leave.

Limited Progress. A fully fledged assess-
ment of the R&D incentives containedin Im-
presa 4.0 is lacking. From preliminary infor-
mation available, tax incentives would have
had a positive impact on private investment.
However, the incentives - which remain of
temporary nature - have been substantially
reduced by the last budget law. The latter in-
troduced a new (supposedly structural) sys-
tem of tax reduction on reinvested profit,
which however does not seem to concem
also investment in R&D. The new budget law
confirms the tax credit on training in skills
linked to 4.0 technologiesfor 2019 (with 250
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Support women's
participation in the labour
market through a

comprehensive strategy,
including through access
to quality childcare and
long-term care.

Improve educational out-
comes, also through ade-
quate and targeted in-
vestment, and foster up-

skilling, including by
strengthening digital
skills.

coordination, the exchange of data and the
standardisation of services provided.

Limited Progress. The different family-related
social policy measures are often not coordinated
and a comprehensive strategy, including access to
services and provision of benefits, is missing. The
government The government took some action to
facilitate access to childcare through finandal
support to families, but has no plans to increase the
supply of childcare. Available pre-school places
covered on average only 24% of children under
three years of age in the school year 2016/17, with
big regional variations.

Limited Progress. No significant measures have
been adopted toaddress the CSR beyond hiring new
teachers (with an extremely small effort on digital-
expert teachers hiring).
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million EURbudget, the same amount budg-
eted the previous year); however a compre-
hensive strategy for digital skillsis still miss-
ing; the funding for the National Plan for
Digital School is still insufficient for reaching
the Plan's objectives and competence cen-
ters for the Industry 4.0 strategy are having
a slow start. The funding of public research
is stagnating (0.50% GDPin 2017, the lowest
value since 2005). Publicinvestment in infra-
structure remains low, although the govem-
mentintends to address the issue of lack of
project management skills within public ad-
ministrations that hampers ability to carry
outinvestment.Despite theinterestinginiti-
atives on ITS and 'lauree professionalizzant,
vocational-oriented tertiary education con-
cern only a few thousand students. The 2019
Budget Law sets two institutional bodies to
strengthen investment capacity of national
and local authorities (Centrale per la pro-
gettazione delle opere pubbliche e Investi-
talia). Moreover, funds to promote innova-
tive technologies such as Artificial Intelli-
gence, Blockchain and Internet of Things
were created. The drafting of a standard
contract for Public-Private Partnership is on-
going. The PPP for the creation of Compe-
tence centres were selected. Finally, the
2019 Budget Law provides incentives for pri-
vate employers who hire young graduates
or PHD holders through a permanent con-
tract EUR 50 mn in 2019 and 20 in 2020). No
progress is registered on education, particu-
larly on vocational-oriented tertiary educ-
tion.

3. Focus investment-elated = Some Progress.
economic policy on research and
innovation, and the quality of
infrastructure, taking into account
regional disparities. Improve the
effectiveness of public
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administration, including by
investing in the skills of public
employees, by accelerating
digitalisation,and by increasing the
efficiency and quality of local public
services. Address restrictions to
competition, particularly in the
retail sector and in business
services, also through a new annual
competition law.

Split into Sub-CSRs
e Focus investment-related
economic  policy on
research and innovation,
and the quality of
infrastructure, taking into
account regional
disparities.

e Improve the effectiveness
of public administration,
including by investing in
the skills of public
employees, by
accelerating digitalisation,
and by increasing the
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Some Progress. Public investment remains
subdued, but the strengthening of the budgetary
autonomy of local govemmentsis showing positive
signs. Other measures to unlock public investment
were adopted in 2019 ("Sblocca cantieri" decree).
Moreover, funds for publicinvestment at centraland
local level have beenincreased and the new fund for
green investment created, although administrative
capacity to plan and implement investment projects
remains weak. Transizione 4.0 plan (extending
measures of the Impresa 4.0 plan) support private
investment and better focuses on innovation and
green investment, while aiming at enlarging the
number of beneficiaries firms. However, R&D
expenditure remains low and unequal across Italian
regions. There is still scope for further streamlining
and stabilisation of the mostefficient incentives. The
Fund for Innovation was set but is not yet
operational. Public investment in Southern regions
remains low and their weak eco-systems makes
them benefit less from national measures. The
planned strengthening of the 34% investment
clause could help reducing regional disparities.
Some Progress. Efforts to simplification
administrative procedures go on, although overall
burden remains high. Two agencies were set-upin
2019 to strengthen administrative capacity of public
administration capacity to plan and manage public
investment but are not yet operational. The reform
intended to address inefficiencies in public
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efficiency and quality of | procurement remains unachieved. Some progress

local publicservices. has been recorded in increasing the effectiveness
and digitisation level of the PA (Decreto
Concretezza, draft law on public employment,
creation of the ministry for innovation and
digitisation, 10 app launch, etc). However no
progress has been registered on the local public
services side.

e Address restrictions to | No Progress. No progress has been registered on
competition, particulady | competition policies. No new initiatives have been
in the retail sector and in | announced and few backtracking measures are stil
business services, also | beingdiscussed.
through a new annual
competition law.
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2018 CSRs
SGP: -
MIP:CSR 1, 2,3,4,5
1. Adopt key legislative reforms

Assessment ofimplementation
of 2018 CSRs

February2019

2019 CSRs
SGP: -
MIP:CSR 1, 2,3,4,5

1. Adopt key legislative reforms to

Assessment ofimplementation
of 2019 CSRs

February 2020

to improve efficiency in the
publicsector,in particular as re-
gards the functioning of the
public administration and the
governance of state-owned en-
tities and local governments.

Split into Sub-CSRs

e Adopt key legislative
reforms to improve ef-
ficiency in the public
sector, in particular as
regards the function-
ing of the public ad-
ministration

e andthegovernance of
state-owned entities

There has been Limited Progress in im-
proving the efficiency of the public admin-
istration by further promoting e-govem-
ance. However, the adoption of key legisla-
tion on modernising the functioning of the
publicadministration is still pending.

There has been Limited Progress on the
governance of State-Owned Enterprises.
The draftlaw is still pending adoption by the
House of Representatives since 2015. In the
meantime, a proposal to the Council of Min-
isters and guidance notes are being pre-
pared, which include most of the draft law
provisions.

improve efficiency in the public
sector, in particular as regards the
functioning of the public admin-
istration and the governance of
State-owned entities and local
governments. Address features of
the tax system that may facilitate
aggressive tax planning by individ-
uals and multinationals, in particu-
lar by means of outbound pay-
ments by multinationals.

Split into Sub-CSRs
o Adopt key legislative re-
forms to improve effi-
ciency in the public sec-
tor, in particular as re-
gards the functioning of
the publicadministration

e and the governance of
State-owned entities
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Limited Progress in improving the efficiency of
the public administration by further promoting e-
governance.However, the key legislationon mod-
ernising the functioning of the public administra-
tion is still pending endorsement, despite the fact
thatrevised legislation was submitted to the House
of Representatives in October 2019.

Some Progress has been made on the improve-
ment of the governance of State-owned enter-
prises as additional requirements for increased
oversight and reporting were introduced by deci-
sions of the Council of Ministers. These administra-
tive measures are intended to replace provisions
envisaged in the draft law for the governance of
State-owned enterprises, which was withdrawn
from the House of Representatives as it was
deemed that it would not be adopted However the
effectiveness of these measures is still to be as-
sessed. In particular, additional efforts are needed
to create a transparent process for board nomina-
tions and to further align and improve corporate
governance practices.
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e and local

ments.

govern-

2. Step up efforts to improve
the efficiency of the judicial sys-
tem by revising civil proce-
dures,increasing the specialisa-
tion of courts and setting up a
fully operational e-justice sys-
tem. Take measures to fully op-
erationalise the insolvency and
foreclosure frameworks anden-
sure reliable and swift systems
for the issuance of title deeds
and the transfer of immovable
property rights.

Split into Sub-CSRs
e Step up efforts to im-
prove the efficiency of
the judicial system by
revising civil proce-
dures, increasing the

There has been Limited Progress related to
the reform of local governments. Relevant
legislation, which was submitted to the
House of Representatives in 2015 is being
amended.

Some Progress.

Limited Progress in improving the effi-
ciency of the judicial system. A number of
measures are being implemented, but they
are notyet completed.The civil procedures
are still under revision and the specialisation

e andlocal governments.

e Address features of the
tax system that may facili-
tate aggressive tax plan-
ning by individuals and
multinationals,in particu-
lar by means of outbound
payments by multination-
als.

5. Step up effortsto improve the ef-
ficiency of the judicial system, in-
cluding the functioning of adminis-
trative justice and revising civil pro-
cedures, increasing the specialisa-
tion of courts and setting up an op-
erational e-justice system. Take
measures to strengthen the legal
enforcement of claims and ensure
reliable and swift systems forthe is-
suance and transfer of title deeds
and immovable property rights.
Accelerate anti-corruption reforms,
safeguard the independence of the
prosecution andstrengthen the e-
pacity of law enforcement.

Split into Sub-CSRs
e Step up efforts to im-
prove the efficiency of the
judicial system, including
the functioning ofadmin-
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Limited Progress on the reform of the local gov-
ernment, despite the intense preparations for re-
vising the proposal of the government, as it is still
pending for adoption.

Limited Progress since Cyprusis in the process of
transposing into national law the first EU Directives
on Anti-Tax Avoidance. Some additional measures
were announced, such as the introduction of with-
holding taxesondividend, interest and royalty pay-
ments to countries on the EU list of non-coopera-
tive jurisdictionson tax matters, the introduction of
atax residency test based onincorporation and the
reviewing of the transfer pricing frameworkto take
into account the OECD base erosion and profit
shifting (BEPS) project transfer pricing recommen-
dations.However, their effectiveness in addressing
theissue of aggressive tax planning remains to be
seen.

Limited Progress has been achieved on enhanc
ing the efficiency of the judicial system, as several
draftlaws regarding the specialisation of courts are
still pending for adoption. The revision of the civil
procedures rules, the implementation of e-justice
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specialisation of
courts and setting up
a fully operational e-
justice system.

o Take measures to fully
operationalise the in-
solvency and foreclo-
sure frameworks

e and ensure reliable
and swift systems for
the issuance of title
deeds and the transfer
of immovable prop-
erty rights.

of courtsis only atan initial stage. Important
measures to specialise the courts, including
establishing a Commercial Court, creating
new jurisdictions dealing with disputes re-
lated to credit facilities and appointing
judges dedicated to handling financial dis-
putes, are still pending. The e-justice system
has notyet been developed.

Substantial Progress on making the insol-
vency and foreclosure tools operational
with the enactment of strengthened legal
frameworks. The effective use and the over-
all impact of the amended frameworks will
be assessed over time. Measures to improve
the efficiency and effectiveness of the Insol-
vency Service and the profession of insol
vency practitioners are still pending.
Limited Progress on the issuance and
transferring of title deeds. Efforts to reduce
the backlog are ongoing, however, limited
progress was achieved so far. Aroadmap to
reform the licensing and permitting proce-
dures based on findings of external experts
is still under preparationand further legisla-
tive amendments to ensure a reliable and
swift system are pending.
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istrative justice and revis-
ing civil procedures, in-
creasing the specialisa-
tion of courts and setting
up an operational e-jus-
tice system. Take
measures to strengthen
the legal enforcement of
claims

and ensure reliable and
swift systems for theissu-
ance and transfer of title
deeds and immovable
property rights.

Accelerate  anti-corrup-
tion reforms, safeguard
the independence of the
prosecution and
strengthen the capacity
of law enforcement.

and the recruitment of additional judges to clear
the backlog are delayed. A draft law to facilitate the
enforcement of claims is also pending adoption.

Limited Progress has been made, as there s still a
large backlog in cases of buyers who paid the full
amount for a property and have yet to receive their
legal ownership documents. A new transparent
and reliable system is still under discussion.On the
positive side, an amended law to facilitate the
transfer of title deeds was enactedin 2019.

Limited Progress has been made, as an action
plan against corruption is being implemented.
However, key measures and legislation are pend-
ing adoption, notably the draft Act for the en-
hancement of transparency in public decision mak-
ing (through the regulation of lobbying), the draft
Act for the establishment of the Independent Au-
thority against Corruption, the draft Act for report-
ing corruption and the draft Act for the protection
of whistle-blowers. The capacity to investigate cor-
ruption has been strengthened with the newly es-
tablished internal affairs service of the Police,
which is fully operational and some measures have
been taken to improve the capacity of thefinandal
investigation unit and forensics. The bill on tele-
phone tapping wasapproved by the House of Rep-
resentatives in January 2020. This is envisaged to
improve the investigative capacity for corruption-
related crimes. A draft Act law revising the existing
provisions related to the Law Office’s budgetaryin-
dependence, separation of functions, and recruit-
ment procedures, is still under discussion.
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3. Accelerate the reduction of
non-performing loans by im-
plementing a comprehensive
strategy, including legislative
amendments allowing for the
effective enforcement of claims
and facilitating the sale of loans.
Integrate and strengthen the
supervision of insurance com-
panies and pensionfunds.

Splitinto Sub-CSRs

Accelerate the reduc-
tion of non-perform-
ing loans by imple-
menting a compre-
hensive strategy, in-
cluding legislative
amendments allowing
for the effective en-
forcement of claims
and facilitating the
sale of loans.

Integrate and
strengthen the super-
vision of insurance
companies and pen-
sion funds.

Substantial Progress.

Substantial Progress in implementing a
comprehensive strategy to address the high
level of non-performing loans. The
measures undertaken are: (i) the adoption of
alegal package to facilitate the enforcement
of claims and the sale of loans, (i) the partial
sale of a publicbank and the transferring of
non-performing loans to an asset manage-
ment company and (jii) the adoption of a de-
cision to introduce in2019 a subsidy scheme
for defaulted loans backed by primary resi-
dence. Additional measures to ensure an
overall positive impact of the strategy are
still pending.

No Progress on creating a single independ-
ent supervisory authority for insurance com-
panies and pension funds as the bill is still
pending for adoption.

2. Facilitate the reduction of non-
performing loans including by set-
ting up an effective governance
structure for the State-owned asset
management company, taking
steps to improve payment disci-
pline and strengthening the super-
vision of credit-acquiring compa-
nies. Strengthen supervision ca-
pacities in the non-bank finandal
sector, including by fully integrat-
ing the insurance and pension-
fund supervisors.

Split into Sub-CSRs

e Facilitate the reduction of
non-performing loans in-
cluding by setting up an
effective governance
structure for the State-
owned asset manage
ment company,

e taking steps to improve
paymentdiscipline

e and strengthening the su-
pervision of credit- ac-
quiring companies.
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Some Progress has been made in facilitating the
reduction of non-performing loans by implement-
ing the ESTIA scheme (for addressing non-perform-
ing loans collateralised by primaryresidences) and
by introducing e-auctionsfor properties subject to
foreclosure proceedings. However, progress is slow
in setting up the new governance structure of the
State-owned asset management company. New
members have been appointed inits board of di-
rectors. However the governance and organisa-
tional structure of the company are not yet com-
plete, while the long- term businessplan is stillun-
der preparation.

Limited Progressin improving payment discipline
as in 2019, a new insolvency service was estab-
lished, which is expected to operate more effi-
ciently and effectively and to promote the insol
vency framework. The ESTIA scheme may helpdeal
with strategic defaulters. The foreclosure frame-
work was strengthened in 2018, whereas the
amendments adopted in 2019 may undermine the
framework if implemented.

Limited Progress has been made in strengthening
the supervision of credit-acquiring companies, as a
bill for the strengthening of the supervision of Au-
thorized Credit Institutions has been drafted, but



IPOL | Economic Governance Support Unit

4. Prioritise the implementation
of key elements of the action
plan for growth, in particular
fast-tracking strategic invest-
ments, and take additional
measures to improve access to
finance for small and medium-
sized enterprises. Improve the
performance of state-owned
enterprises including by resum-
ing the implementation of pri-
vatisation projects.

Split into Sub-CSRs
e  Prioritise the imple-
mentation of key ele-
ments of the action
plan for growth, in

particular fast-track-
ing strategic invest-
ments,

e and take additional
measures to improve
access to finance for
small and medium-
sized enterprises

No Progress as the bill for simplifying and
shortening the procedures to obtain the
necessary permits for strategic investments
is still pending adoption.

Some Progress as a few measures are being
implemented, mainly supported by EU
funds.

e Strengthen supervision
capacities in the non-
bank financial sector, in-
cluding by fully integrat-
ing the insurance and

pension-fund  supervi-
sors.
4. Focus investment-related eco-
nomic policy on sustainable

transport, environment, in particu-
lar waste and water management,
energy efficiency and renewable
energy, digitalisation, including
digital skills, and research and in-
novation, taking into accountterri-
torial disparities within Cyprus.
Adopt legislation to simplify the
procedures for strategic investors
to obtain necessary permits and |i-
cences. Improve access to finance
for SMEs, and resume the imple-

mentation of privatisation projects.

Split into Sub-CSRs
e  Focus investment-related
economic policy on sus-
tainable transport,

e environment, in particu-
lar waste and water man-
agement,
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has not yet been submitted to the House of Repre-
sentatives.

Limited Progress has been made in strengthening
the supervision capacitiesin the non-bank finandal
sector, with a bill aiming to consolidate and
strengthen the supervision of insurance compa-
nies and pension funds being submitted to the
House of Representatives at the end of 2019. The
bill has not been adopted yet.

Limited Progress has been made as the obligation
of fuel suppliers for blending biofuels to conven-
tional transport fuels was increased to at least 5%
in energy content for 2019. Additional measures,
such as increasing the obligationup to

10% and the introduction of a grant scheme for
photo-voltaicinstallation on residential houses for
the charging of electric vehicles or plug-in hybrid
electricvehicles, are still under discussion.
Limited Progress has been made, as anintegrated
environmental permitting andinspection system is
expected to be introduced in 2020. An update of
the National Strategy for the Management on Mu-
nicipal Waste up to 2021 will start in 2020. Draft
rules regulating the waste management by local
authorities, including the introduction of ‘pay as
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e Improve the perfor
mance of state-owned
enterprises including
by resuming the im-
plementation of pri-
vatisation projects.

PE624.443

Limited Progress as only few efforts have
been made to improve the performance of
the State-Owned Enterprises. A proposal to
the Council of Ministers and relevant guid-
ance notes are under preparation. Limited
progress was also made onthe privatisation
of the Larnaca Port / Marina, as the tender-
ing is slowly progressing. The project is ex-
pected to advance in 2019.For the other pri-
vatisation projects, including the corporat-
isation of the Cyprus Telecommunications
Authority (CyTA), the timeline is uncertain.
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energy efficiency and re-
newable energy,

digitalisation,
digital skills,

including

and research and innova-
tion, taking into account
territorial disparities
within Cyprus.

Adopt legislation to sim-
plify the procedures for
strategic investors to ob-
tain necessary permits
and licences.

Improve access to finance
for SMEs,

you through’ mechanisms, are under consultation
with the stakeholders, with the aim to be finalised
and submitted to the House of Representatives in
2020.

Some Progress has been made as schemesare be-
ing implemented to support energy efficiency in
SMEs and in private and public buildings. A new fi-
nancial instrument for SMEs, energy efficiency and
RES is expected to startimplementation in 2020. A
green tax reformis under discussion. However, Cy-
prus remains well below its targets.

Limited Progress has been made as announced
measures are still under implementation. The es-
tablishment of the new deputy ministry for Innova-
tion and Digital Policy as of 1st March 2020 was
adopted. The new National Digital Strategy is un-
der preparation. To foster e- commerce, the au-
thorities have also launched a grant scheme to in-
centivise small and medium- sized enterprises to
investin relevant equipment andservices. Further-
more, measures to enhance digital skills are under
preparation.

Some Progress has been made as the new na-
tional research and innovation strategy for 2019-
2023 has entered into force. The law allowing uni-
versities to create spin-offs was adopted as well as
measures to stimulate academia-business cooper-
ation.

Limited Progress has been made, as the relevant
legislation for simplifying and shortening the pro-
cedures to obtain the necessary permits for strate-
gicinvestments has been revised, but s still pend-
ing enactment.

Some Progress has been made, as grant schemes
are ongoing. In addition, the establishment of an
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5. Complete reforms aimed at
increasing the capacity and ef-
fectiveness of the public em-
ployment services and rein-
force outreach and activation
support for young people who
are not in employment educa-
tion or training. Complete the
reform of the education and
training  system, including
teacher evaluation and actions
to increase the capacity of voa-
tional education and training.
Take measures to ensure that
the National Health System be-
comes fully functional in 2020,
as planned.

Split into Sub-CSRs

e Complete reforms
aimed at increasing
the capacity and effec
tiveness of the public
employment services
and reinforce out-
reach and activation
support for young
people who are not in
employment educa-
tion or training.

e Complete the reform
of the education and
training system, in-
cluding teacher evalu-
ation and actions to
increase the capacity

Limited Progress insofar, as the capacity
of the public employment services in-

creased, butonly temporarily and measures
to increase the effectiveness are still pend-
ing.There has also been limited progress in
outreaching and activating young people
not in employment, education or training.
An action plan was prepared, but its imple-
mentation is very slow.

Limited Progress, as only some areas are
progressing well, such as teachers’ appoint-
ment system, revised curricula and the intro-
duction of new specialisations in vocational
and technical education, in line with labour
market needs. However, only limited pro-

e and resume the imple-
mentation of privatisa-
tion projects

3. Complete reforms aimed at in-
creasing the effectiveness of the
public employment services and
reinforce outreach and activation
support for young people. Deliver
on the reform of the education and
training system, including teacher
evaluation, and increase employ-
ers'engagementand learners' par-
ticipation in vocational education
and training, and affordable child-
hood education and care. Take
measures to ensure that the Na-
tional Health System becomes op-
erational in 2020, as planned, while
preserving its long-term sustaina-
bility.

Split into Sub-CSRs

e Complete reforms aimed
at increasing the effec-
tiveness of the publicem-
ploymentservices and re-
inforce outreach and acti-
vation support for young
people.

e Deliver on the reform of
the education and train-
ing system, including
teacher evaluation, and
increase employers' en-
gagement and learners'
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equity fund was adopted for the first time, and its
implementation is under way.

No Progress has been made as a few privatisation
projects are still under consideration by the author-
ities, but without any progress so far.

Some Progress.

Some Progress has been made, as the reforms of
the public employment services, outreach to
young people and support to get them into work
or training are progressing and their effectiveness
is improving. However, the sustainability of ser-
vices is at risk as the additional staff recruited are
only on short-term contracts until mid-2020, and
youth unemploymentis still high.

Limited Progress has been made, as there is only
partial progress in the area of student assessment,
with sizeable deviations from the original reform
proposal. Stakeholder discussions are ongoing on
the reform of teacher evaluation, but no concrete
legislative progress has been made so far. Overall,
performance in basic skills as measured by PISA is

PE624.443



Country-Specific Recommendations for2018 and 2019

PE624.443

of vocational educa-
tion and training.

Take measures to en-
sure that the National
Health System be-
comes fully functional
in 2020, as planned.

gress has been made on teachers’ evalua-
tion,where a proposalis still pending. Slow
and fragmented progress has been made
with the reform of the vocational education
and training system, while no progress has
been recorded as regards the capacity (in-
frastructure and facilities).

There has been Some Progress in under-
taking measures to ensure that the National
Health System becomes functional in 2020
as planned. Secondary legislation has been
adopted and the reform of the primary
healthcare systemis advancing.
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participation in voca-
tional education and
training,

and affordable childhood
education and care.

Take measures to ensure
that the National Health
System becomes opera-
tional in 2020, as planned,
while preserving its long-
term sustainability.

poor, with slight improvements in mathematics
and sciences, buta decline in reading. Levels of vo-
cational education and training and adult leaming
remain low.

Limited Progress has been made, as supporting
measures for affordable early childhood education
and care are still lagging behind. The availability of
affordable and accessible childcare is an area
where divergence exists and free/low cost child-
care is limited, creating a disproportionate burden
for families.

Some Progress has been made as the first phase
of the reform for out-patient care has been
launched and the second phase of in-patient care,
expected by June 2020, is in progress. Sustainabil-
ity risks and operational challengesremain.
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2018 CSRs

SGP:CSR 1
MIP: -

1. Achieve the medium-term
budgetary objective in 2019,
taking into account the allow-
ances linked to the implemen-
tation of the structural reforms
for which a temporary deviation
is granted. Reduce taxation for
low-income earners by shifting
it to other sources, particulary
capital and property,and by im-
proving tax compliance.

Splitinto Sub-CSRs

e Achieve the medium-
term budgetary objec
tive in 2019, taking
into account the al-
lowances linked to the
implementation of the
structural reforms for
which a temporary de-
viation is granted.

e Reduce taxation for
low-income earners
by shifting it to other

Assessment ofimplementation
of 2018 CSRs
February 2019
BimitSEIPROgEess this overall assessment
of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGPin its assessment of
the 2019 Stability Programme for Latvia
(without using or referring to the assess-
ment grid used for other CSRs): “In 2019, Lat-
via is projected to be close to its MTO taking
into account the allowance linked to the
health care reform, based on the Stability Pro-
gramme and the Commission 2019 spring
forecast. However, the expenditure bench-
mark points to a risk of significant deviation
from the requirement in 2019, based on the
Commission forecast. Taking into account
thedistanceto the MTO, the current assess-
ment points to a risk of some deviation in
2019. If the structural balance is no longer
projected to be close to the MTO, taking into
account the allowance linked to healthcare re-
form, future assessments would need to take
into account a possible deviation from the re-
quirement.” (p. 19)

Seegrey part above.

Limited Progress. No new measures are im-
plemented in response to the 2018 CSR.The

2019 CSRs
SGP:CSR 1
MIP: -

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 35 % in
2020, corresponding to an annual
structural adjustment of 0,5 % of
GDP. Reduce taxation for low-in-
come earners by shiftingit to other
sources, particularly capital and
property, and by improving tax
compliance. Ensure effective su-
pervision and the enforcement of
the anti-money laundering frame-
work.

Splitinto Sub-CSRs

e Ensure that the nominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 3.5% in 2020, corre-
sponding to an annual
structural adjustment of
0.5% of GDP.

e Reduce taxation for low-
income earners by shift-
ing it to other sources,
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Assessment ofimplementation
of 2019 CSRs

February 2020

Some Progress (this overall assessment of CSR 1
does notincludean assessmentof compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020,
on the basis of final datafor 2019).

The assessment of compliance with the Stability
and Growth Pact will be included in the spring
when final data for 2019 will be available.

Some Progress. The tax wedge for low wages in
2020is estimated to have beenreduced in line with
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sources, particulary
capital and property,

e and by improving tax
compliance.

2. Improve the adequacy of
minimum income benefits,
minimum old-age pensions and
income support for people with
disabilities. Increase the labour
market relevance of vocational
education and training,and fos-
ter upskilling of low-skilled
workers and jobseekers. In-
crease the accessibility, quality
and cost-effectiveness of the
healthcare system.

Split into Sub-CSRs

e Improvethe adequag
of minimum income
benefits, minimum
old-age pensions and
income support for
people with disabili-
ties.

adopted measures are being implemented,
but their effectis limited.

Some Progress. Tax compliance has been
strengthened by more detailed tax reports
being requested from businesses and using
data available in public registers. Stricter
sanctions for financial and economic crimes
are applied.

No Progress. The most recent plan (2018) to
improve the minimum income support sys-
tem 2019-2020, although announced, has
not been implemented. The guaranteed
minimum income increase of EUR 3.20 en-
tered into force on 1 January 2018. Several
measures were taken to improve the overall

particularly capital and
property, and by improv-
ing tax compliance.

o Ensure effective supervi-
sion and the enforcement
of the anti-money laun-
dering framework.

2. Address social exclusion notably
by improving the adequacy of min-
imum income benefits, minimum
old-age pensions and income sup-
portfor people with disabilities.In-
crease the quality and efficiency of
education and training in particular
of low-skilled workers andjobseek-
ers,including by strengthening the
participation in vocational educa-
tion and training and adult learn-
ing.Increase the accessibility, qual-
ity and cost-effectiveness of the
healthcare system.

Split into Sub-CSRs

e Address social exclusion
notably by improving the
adequacy of minimum in-
come benefits, minimum
old-age pensions and in-
come support for people
with disabilities.
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the benchmark against other Member States. How-
ever, this reduction is not offset by other tax reve-
nue sources, in particular capital and property. Tax
compliance is improving in some areas, but policy
and compliance gaps remain high.

Substantial Progress. Latvia has strengthened its
anti-money laundering system and the flow of risky
money through thecountry has beenreduced. Lat-
via has increased the capability of supervisoryand
law enforcement institutions and has established
information sharing and a cooperation group in-
volving competent authorities. A number of sanc
tions have been appliedin 2019.The number of in-
vestigations andamount of funds frozen increased
in 2019, but a large amount of deposits in ABLV
bank still needs to be scrutinised duringits liquida-
tion. Latvia should continue its efforts toensure ef-
fective supervision and enforcement of its anti-
money laundering framework.

Some Progress.

Some Progress. Minimum social benefits have
been increased for 2020, except for those who have
worked less than 15 years. The increases are lower
than planned, leading to partial implementation,
and the adequacy of benefits remainslow. Further
action would be required to address the high risk
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e Increase the labour
market relevance of
vocational education
and training, and fos-
ter upskilling of low-
skilled workers and
jobseekers.

e Increase the accessi-
bility, quality and cost-
effectiveness of the
healthcare system.

situation for the elderly e.g.: indexation of
pensions with long insurance periods, sup-
plements to old age and disability pensions
for work period before 1996, a time-limited
survivor’s pension.In 2018, financial support
for families with two and more childrenwas
increased. However, the minimum pension
and state social security old-age allowance
have not been increased.

Some Progress. No new measures have
been taken on the vocational education and
adult learning. Ongoing programmes are
continuing and are supported using EU
funds.VET reforms have picked up pace and
work-based learning is beingrolled out, but
outcomes in terms of the share of VET stu-
dents and recent graduate employment re-
main lower than the EU average. While up-
skilling low-skilled and jobseekers has been
strengthened using EU funds, participation
in adult learning and active labour market
policies remains low and public expenditure
on active labour market policies is low. An
ESF-funded activation programme for the
long-term unemployed was launched in
second half of 2018.In April 2018, the Lat-
vian government endorsed the implemen-
tation of Latvia’s national skills strategy pro-
ject to develop a comprehensive medium-
term education and skills policy agenda.
Some Progress. Public financing for
healthcare has increased, which hasresulted
in reduced waiting times for some interven-
tions and increased availability of health ser-
vices, but the level remains low relative to
other EU countries. Structural reforms in the
sector are proceeding slowly and in some
cases concrete implementation plans are
still to be formulated, for instance in primary
carereform.
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Increase the quality and
efficiency of education
and training in particular
of low-skilled workers and
jobseekers, including by
strengthening the partid-
pation in vocational edu-
cation and training and
adultlearning.

Increase the accessibility,
quality and cost- effec-
tiveness of the healthcare
system.

of poverty or social exclusion as well as income in-
equality.

Some Progress. While improving quality and effi-
ciency, measures to consolidate resources, includ-
ing the large school network, have been delayed.
At the same time, reforms to improve vocational
education and training are ongoing and are
planned to be finalised by the end of 2021, but the
share of students in vocational education and train-
ing remains low. An EU-funded adult learning pro-
ject is ongoing, but overall participation in adult
learning remains low, especially for the low-skilled,
and measures to increase uptake have been
adopted. Work on anational skillsagenda with sup-
portfrom the OECD is ongoing and in 2020 Latvia's
national strategy for education and skillsfor 2021-
2027 will be developed and approved.

Some Progress. Public spending for healthcare is
setto decline as a share of GDPin 2020.The level of
unmet needs for medical care and the level of out-
of-pocket paymentsremain high.The introducion
of the two-basket health insurance system, which
posed risks for access to healthcare, has been post-
poned. Healthcare network reforms initiated in
previous years continue, but are still at an early
stage.In particular, the pilots of the multi- discipli-
nary health centres for the primary care reform
have not been launched yet. Efforts have been
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3. Strengthen the efficiency of
the public sector, in particular
with regard to local authorities
and state-owned enterprises.
Strengthen the accountability
of publicadministration by pro-
tecting whistle-blowers, pre-
venting conflicts of interest and
following-up on the results of
the ongoing assessment of past
insolvency proceedings.

Split into Sub-CSRs
e Strengthen the effi-
ciency of the public
sector, in particular
with regard to local
authorities and state-
owned enterprises.

e Strengthen the ac-
countability of public
administration by pro-
tecting whistle-blow-
ers, preventing con-
flicts of interest and
following-up on the
results of the ongoing
assessment of past in-

solvency proceedings.

Some Progress.

Limited Progress. The public administra-
tion reform adopted in November 2017 is
being slowly rolled out. The public sector re-
forms exclude municipalities, which enjoy a
high degree of autonomy. No measures on
governance of local authorities or state-
owned enterprises have been presented.

Some Progress. The adoption of the whis-
tleblower protection law shows substantial
progress. Despite an increased effectiveness
of the Corruption Prevention and Combat-
ting Bureau, there are delays in the imple-
mentation of the National Anti-Corruption
Strategy and in adopting relevant provi-
sions, such as a law regulating lobbying ac
tivities or a Code of ethics covering politi-

4. Strengthen the accountability
and efficiency of the public sector,
in particular withregardto local au-
thorities and State-ownedand mu-
nicipal enterprises and the conflict
of interest regime.
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made to combat anti- microbial resistance, to im-
prove mental healthcare and to support the nurs-
ing profession.However,workforce shortages per-
sist and access to affordable healthcare remains a
challenge for parts of the population.

Some Progress.

Public administration reform for the central gov-
ernment is being implemented. Administrative-
territorial reform for consolidating local authorities
and improving their services was presentedin 2019
and is expected to be adopted in mid-2020. Corpo-
rate governance of state and municipal companies
has been improved by requiring disclosure of com-
pany reports to the same extent as for listed com-
panies. Moreover, the uncompetitive behaviour of
municipal companiesand entities is prohibited and
the Competition Council is charged with monitor-
ing the situation. The capacity to investigate cor-
ruption cases has been strengthened, but short-
comings remain as regards the oversight ofimple-
mentation of anti-corruption actions, a lack of clar-
ity as regards the applicable regime on conflicts of
interests, the application of sanctions for assetdis-
closure irregularities and the lack of a legal frame-
work regulating lobbying activities.
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cally elected persons. Proposed amend-

ments to the law on conflicts of interests

would exempt certain categories of offidals

from submitting assets and interests decla-

rations. The approach followed for the veri-

fication of asset declarationsis still unclear.
3. Focus investment-related eco- | Some Progress.
nomic policy on innovation, the
provision of affordable housing,
transport, in particular on its sus-
tainability, resource efficiency and
energy efficiency, energy intercon-
nections and digital infrastructure,
taking into account regional dis-
parities.

Split into Sub-CSRs

e Focus investment-related | Some Progress. Latvia will not meet its national
economic policy on inno- | target for investments in R&D by 2020, as national
vation financing has not been increased as initialy
planned.Latvia relieson the support from the Hori-
zon 2020 Policy Support Facility and has advanced
in creating a unified coordination body in 2020 to

tackle currently fragmented governance.
e the provision of afforda- | Limited Progress. Affordable housing in the cen-
ble housing. tres of economic activity is a bottleneck for labour
mobility and economicgrowth.Lengthy and cum-
bersome processes for obtaining planning and
building permits are hampering new housing con-
struction. The weak protection of landlords dis-
courages more investment into rental housing. The
draft rental law has not made any progress in the
Parliament since 2018. The plans for energy-effi-
ciency renovation of apartment buildings are un-

ambitious.
e transport, in particular on | Some Progress. Transit and major transport con-
its sustainability. nections are the authorities’ first priority, while a

large share of local roads are of poor quality. The
use of passenger cars isgrowing, while the share of
passenger transport by bus or train is declining.
The transport sector is a major source of green-
house gas emissions, while renewable energy use
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inroad transportis low.Regulatory changes and a
better organisation of public transport to improve
environmental sustainability are at an early stage.
However, the development of Rail Baltica should
support the shift to less carbon intensive rail
transport oncefinished.

o resource efficiency and | Some Progress. Regional gas market with Finland
energy efficiency, energy | and Estonia became operational on 1 January 2020.
interconnections The Balticgrid synchronisation project, the intemal

electricity grid reinforcement project and construc
tion of the third interconnectorwith Estonia are all
well on track. However, the final National Energy
and Climate Plan detailing the investment plan
aimed at increasing the resource and energy effi-
ciency is still to be submitted by Latvia. The govem-
ment has adopted its 2030 Strategy on Latvia’s ad-
aptation to Climate Change with a viewto develop
infrastructure and buildings, taking into considera-
tion the potential climate risks. The Strategy for the
Low-Carbon Development until 2050 is expected
to be approved in 2020.

e and digital infrastructure, | Some Progress. Latvia is among the EU’s front-
taking into account re- | runners forthe deployment of very high-speed in-
gional disparities. ternet infrastructure. However, last mile connec-

tionsareanissuein rural areas.
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2018 CSRs

SGP: -

Assessment ofimplementation
of 2018 CSRs

2019 CSRs
SGP: -

Assessment ofimplementation
of 2019 CSRs

MIP: -

1. Improve tax compliance and
broaden the tax base to sources
less detrimental to growth. En-
sure the long-term sustainabil-
ity of the pension system while
addressing the adequacy of
pensions.

Splitinto Sub-CSRs

e Improve tax compli-
ance

e and broaden the tax
base to sources less
detrimental to growth

February 2019

Some Progress.

Some Progress was made in fighting the
shadow economy but further efforts are
needed. Tax compliance remains relatively
low. Although Lithuania's VAT gap de-
creased slightly from 26 % in 2015 to 25 % in
2016, it is still one of the largest in the EU.
Several publicrelations campaignsaimed at
increasing public awareness and engage-
ment were undertaken.

Smart Tax Administration system (i.MAS)
measures introduced in recent years re-
sulted in almost halving the time needed to
comply with taxes.

No Progress was made in broadening the
tax base. The new tax reform does not in-
volve any shift of the tax base towards more
growth-friendly sources.

Environmental taxes are significantly below
the EU average. Taxes on transport are the
lowest in the EU and do not take into ac-
countvehicles’ environmental performance.
CO2-based motor vehicle taxes are not in
placein Lithuania.No changes related to ar
taxation or road-use tax for private passen-
ger vehicles are envisaged.

Property taxation remains low and no fur-
ther changes are planned.

MIP: -
1. Improve tax compliance and
broaden the tax base to sources
less detrimental to growth. Ad-
dress income inequality, poverty
and social exclusion, including by
improving the design of the tax
and benefit system.

Splitinto Sub-CSRs

e Improve tax compliance
and

e broaden the tax base to
sources less detrimental
to growth.

120

February 2020

Some Progress.

Some Progress. Lithuania has adoptedand imple-
mented a few legislative and technical measuresto
tackle tax evasion and avoidance. However, the
VAT gap still remains one of the highestin the EU.
The effectiveness of the new IT tools that were to
encourage tax compliance is limited.

Some Progress. On 17 December 2019, the Law on
the vehicle registration tax was adopted. The law
introduces passenger vehicle taxation based on
CO2 emissions from July 2020. At the same time, a
few minor adjustments were introduced to the real
estate tax (lowering the threshold from €220,000 to
€150,000 and increasing the minimum tax rate).
Overall, these changes are expected to bring €15
million in tax revenues (or 0.03% of GDP). Higher
excise duties on alcohol, tobacco and energy prod-
ucts came into force from 1 January 2020.Environ-
mental taxes remain low compared to the EU aver-
age.
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e Ensure the long-term
sustainability of the
pension system while
addressing the ade-
quacy of pensions.

2. Improve the quality, effi-
ciency and labour market rele-
vance of education and train-
ing, including adult learning.
Improve the performance of the
healthcare system by a further
shift from hospital to outpatient
care, strengthening disease
prevention measures,including
atlocallevel,and increasing the
quality and affordability of care.
Improve the design of the tax
and benefit system to reduce
poverty and income inequality.

Split into Sub-CSRs
e Improve the quality,
efficiency and labour
market relevance of

Some Progress was made with the intro- )
duction of the pension indexation formula
from January 2018 and additional pension
reforms legislated in summer 2018.

These reforms increase the fiscal sustainabil-
ity of the pension system inthe medium and
long term and, to some extent addresses the
issue of adequacy in the short term. Ade-
quacy will also partly depend onthe partid-
pation rate in the second pension pillar.

In the longer term, however, adequacy
might become an issue, mainly due to the
low spending on pensions.

Address income inequal-
ity, poverty and social ex-
clusion, including by im-
proving the design of the
tax and benefit system.

2. Improve quality and efficiency at

all education andtraininglevels, in-
cluding adultlearning.Increase the
quality, affordability and efficiency
of the healthcare system.

Split into Sub-CSRs

Limited Progress was made in the general .
education area.

The outcomes and efficiency of the general
education system remain relatively low. The

121

Improve quality and effi-
ciency at all education
and training levels, in-
cluding adultlearning.

Some Progress. Lithuania has achieved some pro-
gress in addressing poverty and social exclusion.
The country has taken some measures to address
poverty and social exclusion. The increase in uni-
versal child benefit will have a positive impact on
reducing the risk of poverty and social exclusion for
households with children. The indexation and ad-
ditional increase of pensions is also a step forward
in addressing therisk of povertyamongolder peo-
ple.

Other measures such as an increase in the mini-
mum monthly wage,and amendmentson cash so-
cial assistance and social housing,are also steps in
therightdirection, but their effect on poverty and
social exclusion is yet to be seen. Lithuania
achieved limited progress in addressingincome in-
equality and improving the design of the tax and
benefit system. The progressivity of the personal
income tax system remains low. Lithuania’s tax-to-
GDP ratio is one of the lowest in the EU. The in-
creases in real estate taxes in 2020 are expected to
have a negligible effect on the tax-to-GDP ratio.

Limited Progress. Lithuania has achieved limited
progress in improving the quality and efficiency of
its education and training system and adult leam-
ing.Further progress isneeded to make the system
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education and train-
ing, including adult
learning.

e Improve the perfor
mance of the
healthcare system bya
further shift from hos-
pital to outpatient
care, strengthening
disease  prevention
measures, including at
local level, and in-
creasing the quality
and affordability of
care.

e Improve the design of
the tax and benefit
system to reduce pov-
erty and income ine-
quality.

reforms are ongoing, but no substantial pos-
itive effect on educational outcomes has yet
been observed, and the efficiency of the ed-
ucation system remains a challenge.

Initial VET is in the process of being modem-
ised; while some positive steps have been
taken, it had not yet improved sufficiently
the supply of relevant skills for the labour
market.

The reform of the higher education network
is slow.

The adult learning system is at the initial
stage and there has not beenany signifiant
improvementin adult participation in leam-
ing.

Limited Progress was made in improving
the performance of the healthcare system.
Though preparatory work has been under-
taken, legal frameworks for further consoli-
dating the hospitalnetwork and strengthen-
ing disease prevention at local level have
not been approved yet.

Measures were taken to reduce prices of
pharmaceuticals, but the measures to ad-
dress the affordability constraints of specific
groups are pending.

Measures taken to improve the quality of
care were partial, targeting only primary
care entities and limited to the introdudtion
of some monitoring indicators. It is prema-
ture to assess whether these measures are
sufficient to address quality concerns.
Limited Progress was achieved in improv-
ing the tax and benefit system.

Lithuania has implemented some measures
to reduce poverty and social exclusion,
namely increasing the level of guaranteed
minimum income and introducing the uni-
versal child benefit system. The indexation
of the minimum income has been estab-
lished, and the universal child benefit has
been increased in 2019. However, public
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Increase the quality,

affordabilityand

more efficientand to improve the allocation of re-
sources across education levels and between ur-
ban and rural areas. The implementation of edua-
tional reforms is slow, while participation in adult
learning remains well below the EU average.

Limited Progress. Measures taken to improve the
quality of the healthcare system are insufficient:
the healthcare system performanceis notin place,
the quality accreditation programme for primary
care entities remains voluntary and the progress in
the take-up is very slow; the parameters of the ef-
fective public health policies are not in place;
standards of quality of hospital care remain under-
developed.

Some Progress. There is some progress in reduc
ing out-of-pocket payments for pharmaceuticls
and the legislation to protect the lowest income
group and people aged 75+ from co-paymentsen-
tered into force at the end of 2019.
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3.  Stimulate  productivity
growth by improving the effi-
ciency of publicinvestment, en-
suring efficient governmental
coordination of research and in-
novation policy and tackling
gaps and inefficiencies in public
measures supporting science-
industry cooperation.

Split into Sub-CSRs
e Stimulate productivity
growth by improving
the efficiency of public
investment,

PE624.443

spending on social protection is low, and the
impact of social transfers on poverty reduc
tion is limited.

Lithuania introduced some progressivity in
its personal income taxation, but the effects
on income inequality are expected to be
negligible.

Limited Progress was made in improving
the efficiency of publicinvestment.

Some interim measures were taken to im-
prove the procedures for the preparation,
evaluation and selection of public invest-
ment projects.

However, the new integrated approach to
strategic and investment planning should
be putin place only for the 2021-2023 budg-
eting process.

o efficiency of the

healthcare system.

3. Focus investment-related eco-
nomic policy on innovation, energy
and resource efficiency, sustaina-
ble transport and energy intercon-
nections, taking into account re-
gional disparities.  Stimulate
productivity growth by improving
the efficiency of publicinvestment.
Develop a coherent policy frame-
work to support science-business
cooperation and consolidate re-
search and innovation implement-
ing agencies.

Split into Sub-CSRs
e Focus investment-related
economic policy on inno-
vation,

e energyand
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Some Progress. Progress in improving the alloa-
tive efficiency of the healthcare system is slowand
the stalemate in the restructuring the hospital
framework remains a barrier in improving the use
of resources across the segments of care, keeping
primary care and public health measures underin-
vested.

Limited Progress. Despite slow incremental
growth of business investment in research and in-
novation, public investment has fluctuated over
the decade. Public investment did not recover in
2018 (0,88 % of GDP)and is lower than the levels of
investment in R&l in the 2011-2015 period (0,91-
1,04 % of GDP).

Limited Progress. Investment figures put forward
by Lithuania for 2021-2030 for energy and climate
policies and measures doubled between the draft
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national energy and climate plan and the plan’s fi-
nal version. The figure now amounts to €14.1 bil-
lion for the period, withinvestments and energy ef-
ficiency and renewables representing 18% and
16% respectively. Lithuania is on track to meet its
2020 renewables target. Nevertheless, the use of
renewable energy sources in transport is signifi-
cantly below the target of 10%. Lithuania has
adopted its2021-2030 national energy and climate
plan.The 45% share of RES in 2030 declared in the
plan is considerably above the 2030 target.

e resource efficiency, Limited Progress. On energy efficiency, Lithuania
increased the ambition of its contribution to the
2030 target between the draft national energy and
climate plan and the plan’s final version. Lithuania
also provided more information on energy effi-
ciency policies and measures in the transport,
households, services and industry sectors. Very lit-
tle progress was made on resource efficiency, while
waste management (andin particular the excessive
use of landfilling) needs action.

e sustainabletransportand | Limited Progress. Lithuania’s 2021-2030 national
energy and climate plan includes measures to en-
hance the sustainability of the transport sector.
Lithuania plans efficiency gainsin the vehicle fleet
and in the transport system,increased use of alter-
native fuels, innovative transport technologies, as
well as electrification of railways and taxation
based on the polluter pays principle. Specific sup-
portis planned for electronic vehicles, including for
charging infrastructure. However, more ambition
to reduce transport emissions would be welcomed.
Regional cooperation would be needed to achieve
further investment in sustainable transport
through digitalisation and decarbonisation. The
transport measures set out in the national energy
and climate plan will be further evaluated in the
course of 2020.

e energy interconnections, | Some Progress. As part of the Baltic region that

taking into account re- | enjoys 23% interconnection capacity, Lithuania has
gional disparities. already reached interconnection targets for elec-
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ensuring efficient gov-
ernmental coordina-
tion of research and
innovation policy and
tackling gaps and inef-
ficiencies in public
measures supporting
science-industry co-
operation.

Limited Progress was made in the area of
R&l. R&l policy coordinationwas slightly im-
proved by reassigning responsibility for it to
the Ministry of Economy and the Ministry of
Education and Science, and transferring the
experimental development in companies
file to the Ministry of Economics. However, a
coherent new R&l policy still needs tobe de-
veloped.Some progress was achieved inim-
proving science-industry cooperation. Pro-
gressive measures were introduced in the
evaluation of universities and research inst-
tutes (taking account of their ties with busi-
nesses), industrial PhDs, innovation vouch-
ers and other schemes.

125

Stimulate  productivity
growth by improving the
efficiency of publicinvest-
ment.

Develop a coherent policy
framework to support sci-
ence-business coopera-
tion and

consolidate research and
innovation implementing
agencies.

tricity and is now developing a new electricity in-
terconnector with Poland. Natural gas intercon-
nector pipeline capacity development is also ad-
vancing, but there have been some delays. Overall
implementation of energy infrastructure projeds is
proceeding according to the schedule outlined in
the 2021-2030 National Energy and Climate Plan as
well as the priorities agreed in the context of the
Baltic Energy Market Interconnection Plan (BEMIP)
High-level Group including the Projects of Com-
mon Interest.

Limited Progress. Despite positive developments
in publicinvestment planning, improved govem-
ance could allow a better targeting of policy priori-
ties. The government’s own activity reports indi-
cate delayed actions, reporting shortcomings, and
a limited access to information necessary for the ef-
ficient implementation of public investment pro-
grammes.

Limited Progress. Initiatives to harmonise the pol-
icy framework remain a work in progress. The Inno-
vation Fund anda coherent innovation strategy for
Lithuania are still at proposal/development stage.
The R&l policy landscape continues to be catego-
rised by a plethora of supportinitiatives.

Limited Progress. Lithuania has made preparatory
work to consolidate agencies. It has carried out a
study and internal discussion, but the process is
now stalled due to a changein the Minister of Eco-
nomics and Innovation and the upcoming elec
tions.
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2018 CSRs
SGP: -

MIP: -

1. Increase the employment

Assessment ofimplementation
of 2018 CSRs

February 2019

2019 CSRs
SGP: -
MIP: -

1. Increase the employment rate of

Assessment ofimplementation
of 2019 CSRs

February 2020

rate of older people by enhanc
ing theiremployment opportu-
nities and employability while
further limiting early retire-
ment, with a view to also im-
proving the long-term sustaina-
bility of the pension system.

Split into Sub-CSRs
e Increase the employ-
ment rate of older
people by enhancing
their employment op-
portunities and em-
ployability

e while further limiting
early retirement,

e withaviewtoalsoim-
proving the long-term
sustainability of the
pension system.

Limited Progress. Limited Progress The
employment rate of older workers has stag-
nated since 2010 and remains one of the
second lowest in the EU (39.8% in 2017).
Some labour demandoriented policies have
been implemented so far, which are having
positive results on other population groups,
but have failed to improve substantially
older workers' participation in the labour
market.

Limited Progress. The average effective re-
tirementage stood at 60.2 in 2016, well be-
low the statutoryage of 65.59.2% were early
old-age pensions (average effective age:
59.8). butits impact on the average effective
retirement age and on expenditure is still
difficult to assess due to an easing of re-
strictions on other kinds of early retirement
schemes. No further measures intending to
provide incentives for senior workers to stay
longer at work have been announced so far.
Limited Progress. No evolution since 2017.
The 2016 reform of the professional reclassi-
fication scheme for persons with working
disabilities is expected to reduce the share

older workers by enhancing their
employment opportunities and
employability. Improve the long-
term sustainability of the pension
system, including by further limit-
ing early retirement.

Split into Sub-CSRs
e Increase the employment
rate of older workers by
enhancing their employ-
ment opportunities and
employability.

e Improve the long-tem
sustainability of the pen-
sion system, including by
further limiting early re-
tirement.

126

Limited Progress. Activity and employment rates
of people above 60 remain very low. Luxembourg
has one of the highest rates of inactive people aged
60-64, at 80.6 % against 53.1 % on EU average, but
the situation has improved for workers aged 55-59.
Some measures adopted in2017 and 2018 may ex-
plain the slightincrease in the employment rate of
older workers, but this rate remains substantially
below the EU average and there were no new
measures in 2019.The Age Pact, a draftlaw on age
management measures intending to help keeping
senior workers at work, thoughintroduced in 2014,
is still pending in Parliament.

No Progress. No evolution since 2017.The ‘pré-re-
traite de solidarité’,a special scheme allowing peo-
ple to retire from the age of 57, was abrogated in
2018, but the impact of this on the average effec
tive retirement age and on expenditure is still diffi-
cult to assess due to an easing of restrictions on
other kinds of early retirement schemes. In 2018,
the working group on pensions mandated by the
Government concluded that the pension system
appears to be not sustainable, amid high uncer-
tainty, in the long term projections at unchanged
policies. Following the 2018 general elections, the
coalition agreement mentions that the govern-
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2. Furtherreduce regulatory re-
strictions in the business ser-
vices sector.

of disability pensions and the ‘pré-retraite
de solidarité, a special scheme allowing peo-
ple to retire from the age of 57, was abro-
gated in 2018 butitsimpact on the average
effective retirement age and on expenditure
is still difficult to assess due to an easing of
restrictions on other kinds of early retire-
ment schemes. No further measures intend-
ing to provide incentives for senior workers
to stay longer atwork have beenannounced
so far.In 2018, the working group on pen-
sions mandated by the Government con-
cluded that the pension system appears to
be not sustainable, amid high uncertainty
levels, in the long term projections at un-
changed policies.

Regulatory restrictions remain above EU
weighted average in several regulated pro-
fessions (according to available indicators).
Luxembourg engaged in further reforming
the profession of architects (a new draft law
is envisaged in the first half of 2019). With
the law of 18 July 2018, Luxembourg re-
moved the requirement for professional
qualifications to obtain a standard business
license.

ment intends to submit a draft law on partial retire-
ment (i.e. a combination of partial retirement and
part-time work) to social partners.

2. Reduce barriers to competition | [ iICOIBROGRESS!

in regulated professional business

services.

3. Focus economic policy related to
investment on fostering digitalisa-
tion and innovation, stimulating
skills development, improving sus-

tainable
housing
creasing

transport, and increasing
supply, including by in-
incentives and lifting bar-

riers to build.

Splitinto
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Sub-CSRs

Focus economicpolicy re-
lated to investment on
fostering digitalisation

Regulatory restrictions remain above EU weighted
average in several regulated professions (accord-
ing to available indicators).

Some Progress.

Some Progress. The data-driven innovation strat-
egy for the development of a trusted and sustaina-
ble economy in Luxembourg was published in May
2019 and actions have been implemented to pro-
mote the digitalisation of small and medium-sized
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enterprises. However, digital integration in the
broad economy remains low and despite the
higher potential of the Information and Communi-
cation Technologies sector, business digitalisation
indicators are close to the EU average.
e andinnovation, Some Progress. Tax measures were introduced to
encourage investments in innovative
companies (adjustments on the level of tax law in
2018). Furthermore, Luxinnovation developed pro-
grammes to support innovation in Small and Me-
dium-sized Enterprises such as Fit4lnnovation and
Fit4Start which provides coaching and finandng
for start-ups.
e stimulating skillsdevelop- | Some Progress. 18 % of adults surveyed in 2018
ment, had a learning experience in the previous four
weeks, against an EU average of 11.1 % and for
basic and advanced digital skills, Luxembourg
scores highest according to the Digital Agenda
Scoreboard. The share of unemployed adults par-
ticipating in learning in Luxembourgin 2018was
one of the highest of the EU (almost 30 % against
10.7 % on EU average). Against the background of
possible skills mismatches and labour shortages,
the publicemployment service conducted ananal-
ysis to identify the needs in cooperation with the
Luxembourg business association. Luxembourg’s
industry federation and Luxembourg’s bankers’ as-
sociation, together with the Chamber of Com-
merce, the Ministry of Education, the Ministry of
Higher Education and Research and the publicem-
ployment service, also launched a survey on skills
requested by businesses over the nexttwo yearsin
the field of information and communication tech-
nologies to improve the orientation of young peo-
ple and adapt vocational training and adult leam-
ing to the needs. In June2019, the 2008 vocational
training reform act was amended to address some
technical issues. The Coalition agreement gives
specificattention to the development of skills with
several projects about the quality of life-longleam-
ing, the orientation of young people, employees
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and job seekers, the introduction of a personal
training account and training vouchers.

e improving sustainable | Some Progress. Significant investments have
transport, been realised and are to be continued to improve

the transport system, and in particular public
transport. In line with the Strategy for sustainable
mobility (MoDu 2.0) the focus remains on a well-
functioning multi-modal mobility. Major invest-
ments took place on improving the railway system,
including cross- border railway connections and
the extension of the Luxembourg railway station.
The extension of the tramway in the Capital has
been continued (phase B) and the installation of a
public electric charging infrastructure is progress-
ing.

e and increasing housing | Limited Progress. Housing prices continued to in-
supply, including by in- | crease and they have accelerated in 2019, com-
creasing incentives and | pared to previous years. Given the fundamental
lifting barriers to build. supply/demand mismatch, prices are expected to

increase further. Investment in dwellings remains
low, as the pace of construction of new dwellings
remains only slightlyabove the annual average ob-
served since 2000. Housing supply is limited by in-
sufficient incentives to extend built-up areas. Reg-
ulations are being adapted so as to make local
planning contracts more binding on landowners.
The recent territorial management reforms have
improved coherence between the different layers
of government, yet without achieving the degree
of vertical integration thatwould be neededto sig-
nificantly improve the effectiveness of national pol-
icies aiming at fostering investment in dwellings in
the country.

4. Address features of the tax sys- | [ililCOIPROGIEsS!

tem that may facilitate aggressive | Beyond implementing EU and internationally

tax planning, in particular by | agreed initiatives, Luxembourg has not yet an-

means of outbound payments. nounced concrete reforms to address aggressive
tax planning, in particular by means of outbound
payments. However, Luxembourg reported that it
has plans to address the issue of outbound pay-
ments with regard to jurisdictions included in the
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EU list of non-cooperative jurisdictions for tax pur-
poses.
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2018 CSRs
SGP:CSR 1

Assessment ofimplementation
of 2018 CSRs

2019 CSRs
SGP:CSR1

Assessment ofimplementation
of 2019 CSRs

PE624.443

MIP: -

1. In 2018, ensure compliance
with the Council recommenda-
tion of 22 June 2018 with a view
to correcting the significant de-
viation from the adjustment
path toward the medium-term
budgetary objective. In 2019,
ensure that the nominal growth
rate of net primary government
expenditure does not exceed
3,9 %, corresponding to an an-
nual structural adjustment of
0,75 % of GDP.

February 2019

The compliance with the SGP is not assessed
in the country reports, but in spring 2019
oncethe final data for the previous year are
available.

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Convergence Programme for Hun-
gary (without using or referring to the as-
sessment grid used for other CSRs): “In 2018,
Hungary further deviated from the adjustment
path towards the MTO. The structural balance
deteriorated by 0.3% of GDP, thus deviating by
1.3% of GDP from the required adjustment to-
wards the MTO requested by the Council rec-
ommendation under the SDP. Similarly, the
growth rate of government expenditure, net of
discretionary revenue measures, exceeded the
applicable expenditure benchmark rate by
1.3% of GDP. Following an overall assess-
ment, this points to a significant deviation
from the recommended adjustment path
towards the MTO requested by the Council
recommendation under the SDP.

Hungary plans a growth rate of government
expenditure, net of discretionary revenue
measures, which is notin line with the appli-
cable expenditure benchmark rate in both
2019 and 2020. Hungary also plans an im-
provement of the structural balance of
0.6% and 0.5% of GDP respectively in 2019
and 2020. This path implies a deviation of
0.4% and 0.3% of GDP on the basis of the
structural balance from the required ad-
justment path towards the MTO in 2019
and 2020. The expenditure benchmark is
expected to deviate in both years by, re-
spectively, 1.2% and 1.1% of GDP. The
Commission 2019 spring forecast confirms

MIP: -
1. Ensure compliance with the
Council Recommendation of 14
June 2019 with a view to correcting
the significant deviation from the
adjustment path towards the me-
dium-term budgetary objective.

February 2020
The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
datafor
2019 will be available.
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2. Continue simplifying the tax
system, in particular by reduc-
ing sector-specific taxes. Im-
prove the quality and transpar-
ency of the decision-making
process through effective sodal
dialogue and engagement with
other stakeholders and by regu-
lar, adequate impact assess-
ments. Reinforce the anti-cor-
ruption framework, strengthen
prosecutorial efforts and im-
prove transparency and com-
petition in public procurement
inter alia through further devel-
oping the e-procurement sys-
tem. Strengthen competition,
regulatory stability and trans-
parency in the services sector,
in particularin retail.

Split into Sub-CSRs
e Reinforce the anti-cor-
ruption framework,
strengthen prosecuto-
rial efforts and

the risk of deviation both in 2019 and 2020,
following an overall assessment.” (p. 24-
25)

No Progress. Corruption remains a major
concern. Hungary'’s scores on most corrup-
tion indicators have deteriorated over the
past years based internationally collated in-
dicators. In particular the score on favourit-
ism is weak. The anti-corruption framework
mainly focuses on integrity of public ser-
vices, while determined action on prosecut-
ing high level corruption is lacking. No steps
were taken to reinforce the anti-corruption
framework.No measures have been taken to
reduce favouritism and ensure merit-based
appointments at all levels in public admin-
istration. Restrictions on access to infor-
mation hinder corruption prevention. Public

4, Reinforce the anti-corruption
framework, including by improving
prosecutorial efforts and access to
publicinformation,and strengthen
judicial independence. Improve
the quality and transparency of the
decision-making process through
effective social dialogue and en-
gagement with other stakeholders
and through regular, appropriate
impact assessments. Continue sim-
plifying the tax system, while
strengthening it against the risk of
aggressive tax planning. Improve
competition and regulatory pre-
dictability in the services sector.

Split into Sub-CSRs
e Reinforce the anti-corrup-
tion framework, including
by improving prosecuto-
rial efforts and access to
publicinformation,
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No Progress. There is no determined systematic
action to prosecute high-level corruption. Accord-
ing to the Prosecutor General's Office, most corrup-
tion-related cases involve public officials, typial
cases involving tax and customs officials. While
some high-level cases have been prosecuted, there
is a general perception of impunity among the
business community. Hungary reports relatively
few cases, while OLAF finds much more in Hungary
than in other countries. Restrictionson access to in-
formation hinder corruption prevention and the
application of fees for accessing publicinformation
has a deterrent effect on citizens and NGOs exerds-
ing their constitutional right. While the Freedom of
Information Act has not been touched, piecemeal
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improve transparency
and competition in
public procurement
inter alia through fur-
ther developing the e-
procurement system.

Improve the quality
and transparency of
the decision-making

institutions continued to illegally charge
fees for requested documents. Some
changes have been introduced in the crimi-
nal procedure law in July 2018 to clarify the
competences of the prosecution against the
police and an increase of resources is also
foreseen.

Limited Progress. Efforts have been made
by Hungary in 2018 to introduce full elec-
tronic publicprocurement, but thereis still a
wide scope to further improve transparency
in tendering processes. The public procure-
ment data are currently not published in a
structured form. The Hungarian e-procure-
ment system does not offer access to the
system’s data in an open machine-readable
format, and there are no searchable func-
tions allowing for listing call for tenders or
bids in different categories. Furthermore,
there are no functionalities for making ag-
gregate data easily understandable to citi-
zens (e.g. visualisations, statistics).

No Progress. No substantial changes have
been introduced for the system of social di-
alogue, thereby this still remains underde-
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and strengthen judicial
independence.

Improve the quality and

transparency of the deci-

sion-making process

through effective social

changes to other sectorallaws have continued, cor-
roding the overall transparency and access-to-in-
formation framework.

No Progress. Following deterioration until 2019,
the latest data for perceived judicial independence
shows improvement based on the forthcoming
2020 EU Justice Scoreboard. Developments of
checks and balances in the ordinary courts system
have however continuedto raise concerns. This has
been confirmed by a statement of the Group of
States against Corruption (GRECO), a report of the
European Association of Judges and by a report of
the Council of Europe Human Rights Commis-
sioner.The National Judicial Council faced increas-
ing difficulties in counter-balancing the powers of
the President of the National Office of the Judidary
(European Commission, 2019g). The Parliament re-
cently adopted a new piece of legislation in De-
cember 2019, introducing structural changes that
may have a significant impact on the organisation
of the justice system.There was no consultation of
relevant stakeholders before the adoption of the
law.

No Progress. Stakeholder engagement in devel-
oping primary law is the lowest among the EU
countries in the OECD.The indicatorsonregulatory
quality and the use of evidence-based instruments
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process through effec
tive social dialogue
and engagement with
other  stakeholders
and by regular, ade-
quate impact assess-
ments.

e Continue simplifying
the tax system, in par-
ticular by reducing
sector-specific taxes.

e Strengthen competi-
tion, regulatory stabil-
ity and transparency in
the services sector, in
particularin retail.

veloped and ineffective.In consequence, so-
cial partners continue to have very limited
influence on national decision-making. Reg-
ulatory impact assessments are not availa-
ble for a significant number of laws. Lack of
meaningful consultation and impact assess-
ment leads to a learning by doing approadh,
which contributes to frequent changes in
the legal framework. Fast track legislation
combined with the increased number of
new laws worsens the stability of the legal
framework and leads to higher costs for
businesses, discourages innovation and
high value added investments. Sometimes
targeted legislations penalise actors (such as
the sector specifictaxes);in other cases they
grant benefits or monopolies.

Some Progress. In 2019, the government
continued simplifying the tax system. The
upper rate of the bank levy was lowered fur-
therfrom 0.21 % to 0.2 % and it will stop be-
ing applicable for investment companies.
The financial transaction tax was abolished
forthefirst HUF 20000 in individuals’ trans-
actions from 2019. The tax system operates
around sixty different taxes, many of which
are small and generate administrative bur-
den. Recently, some smaller taxes, such as
the cultural tax, were phased out, while oth-
ers were merged.

No Progress. Certain services continue to
be entrusted to state-owned or private fims
specifically created for these purposes. The
government continues to exempt certain
mergers and acquisitions from competition
scrutiny. Short-term regulatory measures
with immediate impact on the business en-
vironment are being discussed; once
adopted, theirimpact is stillto be measured.
The legislation imposinga ban on loss-mak-
ing has been withdrawn, but a new legisla-
tive act on authorisation requirements for
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dialogue and engage-
ment with other stake-
holders and through reg-
ular, appropriate impact
assessments.

Continue simplifying the
tax system, while
strengthening it against
the risk of aggressive tax
planning.

Improve competition and
regulatory predictability
in the services sector.

rank Hungary in the bottom group of countries in
the EU. A lack of meaningful consultation and im-
pact assessment leads to a learning- by-doing ap-
proach, which contributes to frequent changes to
the legal framework. Several tailor-made legal acts
penalise actors (e.g. sector-specific taxes); in other
cases, they grant benefits (e.g.easing conflict of in-
terest rules and qualification requirements for a
specific public office) or monopolies.

Limited Progress. While there have been some
improvements aimed at simplifying the tax system,
there s still a significant amount of complexity. The
advertising tax was suspended in July 2019 and
several employer contributionsare expected to be
integrated in a single contribution. Sector- specific
taxes distort the economy. The indicators measur-
ing the presence of aggressive tax planning have
improved in recent years.However, there hasbeen
no significant effort to prevent aggressive tax plan-
ning besides the implementation of EU directives.

No Progress. No progress has been made in im-
proving the competition environment in the ser-
vices sector. Certain services continue to be en-
trusted to state-owned or private firms specifialy
created for these purposes.No changes have been
made to improve the functioning of the retail sec
tor.
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3. Unlock labour reserves
through improving the quality
of active labour market policies.
Improve education outcomes
and increase the participation
of disadvantaged groups, in
particular Roma, in quality and
inclusive mainstream educa-
tion.Improve the adequacy and
coverage of social assistance
and unemployment benefits.

Split into Sub-CSRs
e Unlock labour re-
serves through im-
proving the quality of
active labour market
policies.

the transformation of buildings dedicated to
retail has been introduced. This legislation is
likely to unnecessarily increase the adminis-
trative burden on retail companies.

Some Progress. The strong economic ex-
pansion in Hungary raisesemployment and
wages. The employment rate for the age
group 20-64 increased to around 75 % and
the unemployment rate fell below 4 % in
2018. However, the gaps in employment
and wage outcomes between genders and
skills groups remain wide in an EU compari-
son. Labour market outcomes for various
vulnerable groups, including Romaand peo-
ple with disabilities, are weak. The Public
Works Scheme is stilldisproportionallylarge.
Since 2016 several programmes co-financed
by the European SocialFundhave been run-
ning and facilitating thetransition from Pub-
licWorks Scheme to the primary labour mar-
ket. Other European Social Fund funded
programmes supporting traineeships and
entrepreneurship have also been launched
and are currently ongoing. The Training of
Low-skilled and Public Workers programme
targets mostly public workers. Other Euro-
pean Social Fund (and Youth Employment

2. Continue the labour market inte-
gration of the most vulnerable
groups, in particular through up-
skilling,and improve the adequacy
of social assistance and unemploy-
ment benefits. Improve education
outcomes and increase the partici-
pation of disadvantaged groups, in
particular Roma in quality main-
stream education. Improve health
outcomes by supporting preven-
tive health measures and strength-
ening primary healthcare.

Split into Sub-CSRs
e Continue the labour mar-
ket integration of the
most vulnerable groups,
in particular through up-
skilling,and
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Limited Progress. The labour market situation of
vulnerable groups has improved in recent years
and the size of the public works scheme has de-
creased. These improvements were mostly driven
by cyclical factors which mostly contributed to the
increase of low-skilled male employment. Gaps in
employment and/or wages remain relatively large.
Policy action remains includes, announcement of
new nursery school places, pilot for facilitation of
transition from the publicworksscheme to the pri-
mary labour market.
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e Improve education
outcomes and in-
crease the participa-
tion of disadvantaged
groups, in particular
Roma, in quality and
inclusive mainstream
education.

e Improvetheadequagy
and coverage of social
assistance and unem-
ployment benefits.

Initiative) supported active labour market
programmes initiated in 2015/2016 are be-
ing continued. A specific project was also
launched to support non-governmental or-
ganisations to provide labour market ser-
vices (such as counselling, mentoring, psy-
chological counselling etc) for disadvan-
taged jobseekers.In parallel, participationin
the public works scheme is set to decrease,
along with the decrease of the budget allo-
cated for the scheme.

Limited Progress. Some measures such as
the modification of school catchment areas
and establishing anti-segregation officers
were taken to prevent segregation. How-
ever, their impact is limited by the exemp-
tion of non-state schools from the require-
ment to take disadvantaged pupils, com-
bined with the effect of free school choice.
300 schools showing highrates of drop-out
risk are involved in a targeted EU-funded
project.

Limited Progress. No substantial changein
the level and coverage of social benefits,
with a few minorin kind benefitshave been
expanded.No changein the duration of un-
employment benefits, however, the ratio of
people staying unemployed for less than
three months slightly improved recent
years.
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improve the adequacy of
social assistance and un-
employment benefits.

Improve education out-
comes and increase the
participation of disadvan-
taged groups, in particu-
lar Roma in quality main-
stream education.

No Progress. No relevant legal, administrative or
budgetary measures have been announced. With
one exception (the nursing fee), social assistance
benefits,including most importantly the minimum
income benefit and the unemployment benefit,
have remained nominally unchanged and their ad-
equacy has been further eroded. As part of a multi-
annual measure announced back in 2018, the nurs-
ing fee has been slightly increased nominally. How-
ever, as this change is not new andaffects only per-
sons with serious disabilities and those who care
forthem, there are no grounds for a more favoura-
ble assessment of the CSRimplementation. Despite
the good economic performance, income inequal-
ities haveincreased over the last decade as thein-
crease of social transfers has not kept pace with the
improving economy.There has been no change in
the duration of unemployment benefits

Limited Progress. Educational outcomes are be-
low the EU average (PISA 2018) and large differ-
ences between schools remain. Schools are in-
creasingly characterised by the similar socio-eco-
nomic background of their pupils, with concentra-
tions of disadvantaged pupils in certain schools.
Performance-based selection starting at the age of
10 leads to under-achieving pupils being separated
from their high-achieving peers and this may con-
tribute to the high proportion of underachieversin
Hungary.In addition, the gap in pupil performance
between socio-economically advantaged and dis-
advantaged schools is the largest in the EU. The
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segregation of Roma children and socio-economi-
cally disadvantaged children (receiving regular
child benefit) deteriorated continuously between
2008 and 2018, the major determiningfactor being
separation between schools within cities and
towns. After a strong increase in majority- Roma-
segregated schools between 2008 and 2016, there
is slower growth/stagnation in their share since
2016.

e Improve health outcomes | Limited Progress. The Member State has an-
by supporting preventive | nounced certain measures but these address the
health measures and | CSRonly to alimited extent.Salaries have been in-
strengthening  primary | creased in healthcare (8% in 2019, 14% in January
healthcare. 2020), which is relevant also for strengthening pri-

mary care. Steps have been taken to improve @n-
cer screening: the EU-funded programme finally
reached a stage where actual screening happens
and initial steps have been taken to extend the pro-
gramme. Although it has improved significantly
over the last decade, the life expectancy of Hungar-
ians remains the lowest amongthe Visegrad coun-
tries, nearly five years lower than the EU average.
Differences in life expectancy by gender and edu-
cational attainment level are much larger than
those observed acrossthe EU as a whole, reflecting
large differences in income andliving standards, as
well a greater concentration of risk factors among
men and people with a lower level of education.
Mortality rates from causes that are deemed pre-
ventable (e.g. breast and colorectal cancer) are
among the highest in the EU, signalling the high
prevalence of risk factors and the limited effective-
ness of public health measures. In response, in
2019 the Hungarian authorities started implement-
ing the national colon cancer screening pro-
gramme that was developed in 2017 with the sup-
port of EU funds. More than 300,000 citizens in the
target population (50-70) were invited to take the
faecal occult blood testin 2019, with a take-up rate
of about 30%. Moreover, to tackle the high inci-
dence of behavioural risk factors among the Hun-
garian population, in January 2019 the Hungarian
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3. Focus investment-related eco-
nomic policy on research and inno-
vation,  low-carbon  energy,
transportinfrastructure,and waste
management and energy and re-
source efficiency, taking into ac-
count regional disparities. Improve
competition in public procure-
ment.

Split into Sub-CSRs
e Focus investment-related
economic policy on re-
search and innovation,
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authorities increased the public health product tax
on a selection of products (e.g.alcoholic beverages,
sugary drinks and high-salt foods) by about 20%.
Public health expenditure in Hungary is signifi-
cantly below the EU average, partly reflecting the
narrow scope of the benefits package. Conse
quently, the health system relies toa much greater
degree on out-of-pocket spending forits financing,
which, as evidenced by Hungary’s highrate of cat-
astrophic spending on health, has regressive con-
sequences for access to care. Overall, health care
provision remains excessively hospital-centric and
primary care does not yet play a sufficiently im-
portantrole.There have been some efforts to shift
volumes of care to the outpatient sector and to
promote group practice for general practitioners
and greater task-sharing between doctors and
other health professionals (e.g. nurses, physiother-
apists and dieticians). Although recent pilot pro-
jects seem to show promisingresults, the appropri-
ateness of current funding and the scalability po-
tential of these initiatives remain unclear: more
time is needed to make a more accurate assess-
ment.

Limited Progress. R&D spending increased from
0.98% of GDPin 2008 to 1.53% in 2018. This level is
high for Central Eastern European countries, but re-
mains below the EU average of 2.11% and Hun-
gary’s 2020 target of 1.8%. Public support for pri-
vate R&D is considerable. Business R&D and inno-
vation expenditure benefited from state subsidies

PE624.443



Country-Specific Recommendations for2018 and 2019

amounting to 0.36% of GDP in 2017, the highest
levelin the EU.However, the shortage of talent and
skill limits the innovative activity of Hungarian en-
terprises. Obstacles to innovation include the lim-
ited supply of highly skilled labour.Tertiaryeduca-
tion attainment rates are among the lowest in the
EU.Recent changes have increased government in-
fluence over scientificinstitutions.

e low-carbon energy, Limited Progress. L ow-carbon renewable sources
are improving.Both in the next multiannualfinan-
cial framework programming period and the draft
national energy and climate plan the government
aims to prioritise investments in renewable energy
sources (mainly solar,however, wind energy is not
preferred by regulation in force), energy efficiency
measures and electromobility.

e transport infrastructure, | Some Progress. Spending on road maintenance

and rose recently with the launch of an upgrade pro-
gramme for the long neglected lower-class road
network. It has started to reverse the earlier dedine
in road quality, but 61.5% of the road network re-
mains in inadequate orbad condition according to
Magyar Kozut.Road development plans maintain a
focus on building new motorways and high-speed
roads. This could reduce the high centralisation of
the network towards the capital. However, with
motorway density already at the level of Austria,
sound, economic cost-benefit analyses of new pro-
jects will be crucial to prevent overspending on
motorways. Hungary’s draft national energy and
climate plan aims to cap transport emissions by re-
lying on electromobility. However, details on how
the charging infrastructure will be built and how
other alternative fuels will be promoted is not yet
available. A stronger role for other alternative fuels,
shared mobility, public transport anda modal shift
would help to address the environmental burden
from transport. The attractiveness of public
transportis key to helpinglabour mobility and mit-
igating the environmental impact of transport. In
the case of train services, HU ranks among the low-
estin the EU.
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e waste managementand | Limited Progress. Although decreasing in im-
portance, landfilling remains the predominant
waste management method; as a result of which
Hungary is considered at risk of not meeting the
2020 municipal waste recycling target of 50%.
Analysis has shown that Hungary did not meet tar-
gets for packaging waste recycling in 2012-2015.
But measures have been in place since 2018 to im-
prove the glass packaging recycling rate. Hungary
has just started to prepare a national circular econ-
omy action plan, a new waste management plan
and a waste strategy. A circular economy platform
was set upin 2018 in association with the Business
Council for Sustainable Developmentin Hungary
with 91 companies.

e energy and resource ef- | Limited Progress. Hungary is at risk of failing to
ficiency, taking into ac- = meet its 2020 energy saving target. This is largely
count regional dispari- due to high household energy consumption per
ties. capita, which remains 12% higher than the EU av-

erage despite considerably lower income levels.
Stricter energy efficiency standards for new build-
ings will come into force from 2021. Both in the
next multiannual financial framework program-
ming period and the draft national energy and cli-
mate plan the government aimsto prioritise invest-
ments in renewable energy sources (mainly solar,
however, wind energy is not preferred by regula-
tionin force), energy efficiency measuresand elec-
tromobility. The coal regions in transitioninitiative
might be applicable for transforming a lignite-fired
power plant (Matra) into a biomass-fired plant,
combined with solar panel installation.

e Improve competitionin | Limited Progress.In 2019, some measures were
public procurement. taken to improve competition in public procure-

ment, even if they have yet to produce visible re-
sults. Ongoing digitalisation helps simplify public
procurement procedures, reducing administrative
burdens and thus further facilitating access to the
procurement market. An amendment to the Public
Procurement Act adopted in 2019 abolisheda type
of procedure used in the national regime for ten-
ders below EU thresholds, which the Commission
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considered to be non-transparent and a barrier to
competition.Competitionin public procurement is
still relatively weak. The proportion of tenders with
asingle bid has remainedhigh overthe last 5 years.
Transparency in public procurement has continued
to improve. Easy accessibility of public procure-
ment data, which would be crucial in monitoring
anomalies, is not ensured, as there is no progressin
the publicadministration and public service devel-
opment operational programme to make the e-
procurement database downloadable/searchable
(including contract award notices).
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2018 CSRs
SGP: -

MIP: -

Assessment ofimplementation
of 2018 CSRs

February2019

2019 CSRs
SGP: -
MIP: -

Assessment ofimplementation
of 2019 CSRs

February 2020

1. Strengthen the overall gov-
ernance framework by enhanc
ing the national supervision of
internationally oriented finan-
cial businesses licensed in
Malta, by ensuring the effective
enforcement of the Anti-Money
Laundering framework and by
continuing to step up the fight
against corruption.

Some steps have been taken on financial su-
pervision and against money laundering.
The MFSA hasintroduced a number of stra-
tegic initiatives aimed at enhancing its su-
pervisory capacity and regulatory perfor-
mance.

No significant steps have been taken to
strengthen the anti-corruption framework.
In particular, the police still appears under-
staffed. A reform is planned to increase the
capacity of the Economic Crimes Squad by
2020. Also, the Permanent Commission
against Corruption (PCAC) conducts investi-
gations either on its own initiative or in re-
sponse to reports by anyone. However,
structural flaws hinder its ability to inde-
pendently and effectively fulfil its role.

2. Address features of the tax sys-
tem that may facilitate aggressive
tax planning by individuals and
multinationals, in particular by
means of outbound payments.
Strengthen the overall governance
framework, including by continu-
ing efforts to detect and prosecute
corruption. Continue the ongoing
progress made on strengthening
the anti-money- laundering frame-
work, in particular with regard to
enforcements. Strengthen the in-
dependence of the judiciary, in par-
ticular the safeguards for judicial
appointments and dismissals, and
establish a separate prosecution
service.

Splitinto Sub-CSRs

e Address features of the
tax system that may facili-
tate aggressive tax plan-
ning by individuals and
multinationals,in particu-
lar by means of outbound
payments.

e Strengthen the overall
governance framework,
including by continuing
efforts to detect and pros-
ecute corruption.

e Continue the ongoing

progress made on
strengthening the anti-
money- laundering
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No Progress. Economic evidence suggests that
Malta’s tax rules are used for aggressive tax plan-
ning purposes. Specifically, rules such as the ab-
sence of withholding taxes and the design of
Malta's investor citizenship andresidence schemes
are causes for concern. Aside from the transposi-
tion of EU Directives in this area, which are not suf-
ficient to address existing concerns, no additional
reforms were announced.

Limited Progress. The resources for the police are
being improved.However, the efforts to detect and
prosecute corruption need to be further strength-
ened to meet existing concerns.

Some Progress. Some progress was achieved in
strengthening the enforcement of the anti-money
laundering framework. The Financial Intelligence
Analysis Unit (FIAU) made substantial progress in
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framework, in particular | enhancingits supervisory capacity. The increase in

with regard to enforce- | the human resources and the implementation of a

ments. risk-based approach to supervision have already
yielded good results. Steps have also beentakento
strengthen the cooperation between the FIAU and
the Malta Financial Services Authority (MFSA), but
the MFSA's practice of insourcing a private consul-
tancy for supervisory tasks isof concern. Steps have
been taken to address the risks of remote gaming
through cooperation between the FIAU and the
Malta Gaming Authority, while an assessment of
the risk exposure of virtual assets is under way. At
the same time, limited progress wasachieved as re-
gards the enforcement of repressive measures
against Money Laundering. While a reform of the
Financial Investigation Department within the po-
lice isunderway, including a recentincrease in hu-
man resources, results have not materialised yet
Achievements in terms of investigations, prosecu-
tions and convictionsformoneylaunderingandre-
lated offences remain limited.

e Strengthen the inde- | Limited Progress. The governmentannounced its
pendence of the judiciary, | intention to tackle the issue but concrete measures
in particular the safe- | on the appointment and dismissal of judges have
guards for judicial ap- | not been taken yet. On the prosecution services,
pointments and dismis- | the government took steps to create an autono-
sals,and establish a sepa- | mous prosecutionservice, with the adoption of the
rate prosecution service. | State Advocate Act in July 2019. This legislation

aims at separating the Attorney General’s dualrole
as the primary public prosecutor and asthe primary
government consultant in legal matters.However,
the reform is not sufficient to meet existing con-
cerns with regards to the independent functioning,
effectiveness and accountability of the prosecution
services. Concerns remain over checks and bal-
ances in the appointment procedure of the Attor-
ney General, which in practice remain under the ex-
clusive power of the Prime Minister.

2. Ensure the sustainability of | [ iCOIBROGRESS! 1. Ensure thefiscal sustainability of | NEIBROORESS

the health care and the pension | In the area of pensions, a Pension Strategy | the healthcare and pension sys- | Asregardsthe pension system, the adequacy of the

systems, including by increas- | Group was established in 2018 and areport | tems, including by restricting early | average level of pensions is in line with EU average

ing the statutoryretirement age | is expected by December 2020, outlining and measures to increase employment of older age
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and by restricting early retire-
ment.

recommendations for improving adequacy
and sustainability of the pension system. Ef-
forts are continuing to diversify retirement
income and reduce dependency on state
pensions.The 2019 budget strengthens the
fiscal incentives for private pension savings
and voluntary occupational retirement pen-
sions. The authorities are also incentivising
older workers to return to work and stay in
work longer, through changes to contribu-
tions paid,and addressing low education at-
tainment levels to increase activity, employ-
ment and productivity of the population. A
first assessment of these initiatives points to
very little or no impact on the sustainability
of the pension system, but possible in-
creases in non-pension income.

In the area of health, services are continuing
to be decentralised — from hospitalsto the
primary care level — with new regional pri-
mary care centres being built and invest-
ment made to gradually expand the use of
eHealth. Acute and geriatric care capacity
will increase by means of a public-private
partnership between the government and a
private hospitaloperator, which provides for
the refurbishment, development and man-
agement of three public hospitals in Malta
and Gozo.While these initiatives seem to go
into theright direction,itis not yetclear how
they will affect the Maltese health system'’s
long-term fiscal sustainability.

retirement and adjusting the statu-
tory retirement age in view of ex-
pected gains in life expectancy.

3. Focus investment-related eco-
nomic policy on research and inno-
vation, natural resources manage-
ment, resource and energy effi-
ciency, sustainable transport, re-
ducing traffic congestion and in-
clusive education and training.

Split into Sub-CSRs
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cohorts as well as incentivising people to prolong
their working lives are steps in the right direction.
However, public expenditure on pensions is not
sustainable in the long termin the absence of fur-
ther action such as restricting early retirement
and/or adjusting the statutory retirement age.
Moreover, the additional 4,-3.51 weekly (Remark
by EGOV: it must be a typo in the country report)
increase in public pensions announced with the
2020 budget is assessed as an action that would in-
crease the pressure on publicexpenditure onpen-
sions in the long term, even if potential benefits
from higher population projections would materi-
alize,and therefore, would not addressthe sustain-
ability problem raised by the 2019 CSR. As regards
the healthcare policies, two regional primary are
centres with emergency care services are being
builtand investments to gradually expand the use
of eHealth are in progress, thus creating the basis
for limiting unjustified hospital admissions and the
use of hospital emergency care. Capacities of insti-
tutional and home-based LTC are being expanded
which may reduce the length of stay in geriatric
clinics. Concrete results of these efficiency poten-
tials and their impact on long-term fiscal sustaina-
bility, however, will become evident only in a few
years time.

Some Progress.
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o Focus investment-related | Some Progress. With support from ESIF, the gov-
economic policy on re- | ernment has invested in research infrastructures
search and innovation, aiming to improve teaching and research capacity

of the publicsector.The National R&l Strategy post-
2020 is under preparation, smart specialisation
strategy is being updated and the National Al Strat-
egy launched in autumn 2019.The results of these
policies are to be evaluated in the coming years.

e natural resources man- | Some Progress. With regard to water manage-
agement, ment, the Net Zero Impact Water Utility Project is

expected to bring about a holisticimprovement in
the water sector in terms of security of supply, qual-
ity, groundwater conservation and operation effi-
ciency. The Maltese waste water treatment has
been confronted with the dumping of farm manure
into the collecting systems. This caused a capadty
problem, but also a treatment one, as the Urban
Waste Water Treatment technology is not adapted
to this type of waste. The Maltese authorities re-
ported progress onthis, by taking measuresto sep-
arate the two waste water streams, and thus pro-
vide an alternative to farmers. The problem was re-
ported to be solved for Gozo and Malta island in
2020 - separate facilities will be put in place to man-
agethe farm waste by March, and then the access
to the Urban Waste Water collection system will be
sealed off for farmers by autumn. Solidified manure
will return to farmers as fertilizer,and liquid is con-
verted into irrigation water. In parallel, works are
going on to improve the capacity/technology for
the plantsin south and north of Maltaisland. Some
measures aimed at optimising the management of
rainwater runoffthrough valley management initi-
atives and the development of on-field storage fa-
cilities, in particular aimed at addressing the de-
mand of the agricultural sector, have been taken.
Sea water infiltrations are being also dealt with. So-
lar energy remains the predominant renewable en-
ergy source in Malta. An assessment of Malta’s
technical potential for solar photovoltaic was con-
ducted by the Energy & Water Agency in 2018. The
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technical potential assessment indicates that pho-
tovoltaicdeployment post-2020 will be largely lim-
ited to suitable rooftops within the residential,
commercial and industrial sectors, as well as a
handful of ground-mounted systems. Develop-
ment and construction trends supported by strong
economic growth lead to an increase in the num-
ber of rooftops which are deemed unsuitable for
photovoltaicinstallations.
e resource and energy effi- | Some Progress. Progress is still limited as regards
ciency, improving energy efficiency, in particular in the
transport and building sectors. In particular the
housing sector generates a number of negative ex-
ternalities, including on greenhouse gas emissions
from waste, heating and cooling. Given the high
growth rates in both the residential and non- resi-
dential sectors, energy performance requirements
have to be set,and mostimportantly,enforced rig-
orously. On 6 May 2019 a national roundtable on
Financing Energy Efficiency in Malta was organized
in partnership with the UN Environment Finance
Initiative and the Ministry of Transport, Infrastruc
ture and Capital Projects of Malta. This event re-
vealed the various structural barriers of the build-
ings sector in Malta, the investment needs and the
necessary reforms needed to boost renovation
rates and raise awareness in developing invest-
ment projects and programmes in sustainable en-
ergy. Within the framework of the Smart Finandng
for Smart Buildings Initiative the European Invest-
ment Bank (Group approved and signed EUR 12m
funding agreement with Malta using European
Structural and Investment Funds (ESIF) resources.
The decision to make use of the statistical transfer
mechanism to close the gap towards the 2020 re-
newable energy target is considered a good im-
provement. As precise identification of the avenues
for this statistical transfer (i.e. MS from where to
source the statistical transfer) is at the moment not
provided, meeting the 2020 renewable energy tar-
get remains uncertain. According to the “Early
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Warning Report” Malta is considered at risk of miss-
ing the 2020 municipal waste recycling target of 50
%. Heavy reliance on waste disposal is not in line
with EU targets and is an unnecessary pressure on
its limited land. On construction & demolition
waste, a Public Consultation on the Construction
and Demolition Waste Strategy for Malta 2020-
2025 was conducted. This strategy aims at making
its economy more circular by treating construction
waste as a resource. For the moment, Malta hasrec
orded an increase of construction &demolition re-
cycling rate and fosters reuse of materials to pre-
vent them from entering this waste stream.

e sustainable transport, re- | Limited Progress. Malta is based on road
ducing traffic congestion | transport, with internal maritime transport being a
and potential alternative, while limited.In line with the

National Transport Plan 2025, investment is being
focused on a number of measures to encourage a
modal shift from the private car to collective sus-
tainable and alternative low carbon transport
mode through the use of harbour ferry connec-
tions for travel within Malta. There are some pro-
motion of incentives to reduce private vehide use
in an attempt to reduce congestion, which remains
the main transportissue.Incentives are also going
to cycling, electrification of cars, intelligent
transport systemsin the SUMPs. While the develop-
ment of road infrastructure remains a Govern-
ment’s priority, itis unclear to whatextent planned
road projects will contribute to enabling modal
shift and much needed expansion of public
transport offers and improvedreliability of buses. A
key measure taken by the Maltese authorities is the
adoption ofa reformofthe publictransport service.
Free publictransport was extended this year to in-
clude 14- and 20-year olds and full- time students
over the age of 20. As from 2020 free public
transport is also being extended to persons over
the age of 75. There are no reliable assessments of
the impact of new transport measures under the
Transport Master Plan will have on greenhouse gas
emissions.Ongoing studies ona mass rapid transit
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system and a phase out of internal combustion en-
gines are promising signs. The introduction of
measures to promote further the use of alternative
fuelsin the transport sector is considered a positive
development.
e inclusive education and | Some Progress. Some progress have been made
training. to make education more inclusive for all. A policy
oninclusive education in schoolsand a national in-
clusive education framework were published in
2019. However, progress remains tobe doneinen-
suring a full implementation of the new policy
across and within schools. Induction programmes
for newly arrived pupils who cannot communiate
in Maltese or English have been set up. Malta has
also requested technical support fromthe Commis-
sion to improve the quality of services provided by
the Migrant Learners’ Unit. Measures remain to be
taken to reduce differences in student outcomes
between different types of schools. Although posi-
tive results have been recorded such as the dedine
in the rate of early leavers from education and
training and increases in tertiary education attain-
ment, comparatively high levels of spending are
not leading to better educational outcomes for all.
Education outcomes are generally lower in EU
comparison and this suggests some challenges in
efficiency of spending. Malta improved the labour
market relevance of both initial and continuous
VET. Despite the high employability of initial voce-
tional education and training graduates and im-
portant measures implementedin the last years, its
take up remains low. Malta also increased its up-
skilling and adult learning offer, but the take up is
low, especially for SMEs, despite the fact that the
share of low- skilled adults ishighandthat employ-
ers report difficulties in recruiting and retaining
skilled workforce.
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2018 CSRs
SGP: -

MIP:CSR 1, 2

1. While respecting the me-
dium-term objective, use fiscal
and structural policies to raise
public and private investment
in research, development and
innovation. Take measures to

reduce the debt bias for house-
holds and the remainingdistor-
tions in the housing market, in
particular by supporting the de-
velopment of the private rental
sector.

Split into Sub-CSRs

e  While respecting the
medium-term objec-
tive, use fiscal and
structural policies to
raise public and pri-
vate investment in re-
search, development
and innovation.

e Take measures to re-
duce the debt bias for
households and the
remaining distortions
in the housing market,

Assessment ofimplementation
of 2018 CSRs

February 2019
Substantial Progress.

Substantial Progress. The government is
implementing a fiscal stimulus, which in-
cludes public investment, while respecting
the medium-term objective. The announced
increase in R&D expenditure in 2019 has
been incorporated in the budget law. The
R&D tax credit budget (WBSO) will also be in-
creased from 2020 onwards, increasing the
subsidy on R&D related costs. At the same
time, a gap remains compared to the R&D
target of 2.5% of GDP.

Some Progress. The announced accelera-
tion of the reduction in mortgage interest
deductibility has been adopted by Parlia-
ment and will take effect between 2020 and
2023. While this helps to address the debt

2019 CSRs
SGP: -
MIP:CSR 1,3

1. Reduce the debt bias for house-
holds and the distortions in the
housing market, including by sup-
porting the development of the
private rental sector. Ensure that
the second pillar of the pension
system is more transparent, inter-
generationally fairer and more re-
silient to shocks. Implement poli-
cies to increase household dispos-
able income, including by
strengthening the conditions that
support wage growth, while re-
specting therole of social partners.
Address features of the tax system
that may facilitate aggressive tax
planning, in particular by means of
outbound payments, notably by
implementing the announced
measures.

Split into Sub-CSRs

(Remark by EGOV: In 2019, CSR 3
covers the topic of the first Sub-CSR
of the 2018 CSR 1; see below CSR 3)

e Reduce the debt bias for
households and the dis-
tortions in the housing
market, including by sup-
porting the development
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Assessment ofimplementation
of 2019 CSRs

February 2020

Some Progress.

Some Progress. The accelerated reduction of the
applicable rate for mortgage interest tax deducti-
bility is being implemented from 2020, with the
rate being reduced by 3 pps per year to 37% in
2023. While this helps to address the debt bias for


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2818%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-netherlands_en_0.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-netherlands_en_0.pdf
http://data.consilium.europa.eu/doc/document/ST-10172-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0518
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0518
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in particular by sup-
porting the develop-
ment of the private
rental sector.

bias for households, a substantial subsidy on
debt-financed homeownership remains.
The government also submitted a draft law
to Parliament to increase supply in the mid-
priced rental market (Wet maatregelen mid-
denhuur).
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of the private rental sec-
tor.

Ensure that the second
pillar of the pension sys-
tem is more transparent,
inter-generationally fairer
and more resilient to
shocks.

Implement policies to in-
crease household dispos-
ableincome,including by
strengthening the condi-
tions that support wage
growth, while respecting

therole of social partners.

households, a substantial subsidy on debt-fi-
nanced home- ownership remains. The Dutch au-
thorities announced a package of housing market
measures in September

2019, aimed primarily at boosting construction, in-
cluding in the private rental sector.However, their
impact remains uncertain.

Some Progress. The social partners and govern-
ment reached a framework agreementon pension
reform in June 2019. Overall, the agreement aims
to address the vulnerabilitiesin the pension system
(such as weak intergenerational fairness (due to
'doorsneesystematiek’) and lack of transparency)
while maintainingits strengths: compulsory partic-
ipation, collective implementation, collective risk
sharing and supportive tax rules. The agreement
holds significant promise and addresseskey distor-
tions in the second pillarsystem (i.e.it removes the
structural intergenerational transfers present un-
der the doorsneesystematiek approach and re-
duces the procyclical impact of the system (as mar-
ket shocks should no longer impact premiums),
while at the same time it will be better equipped to
deal with flexible career paths). However, the im-
plementation of some important elements is still
ongoing. Some legislative measures have already
been taken, but the overall legislative process is ex-
pected to take until early 2021, with the newframe-
work gradually being phased in from 2022.

Some Progress. Wage growth is increasing but has
remained subdued in real terms in recent years.
However, it is expected to pick up in 2020 with a
further tightening of the labour market. Wage
growth in collective agreementsincreased on aver-
age by 2.6% in 2019 - the fastest pace in 10 years.
In addition, the government has taken tax
measures for 2020, including raising the working
tax credit (arbeidskorting) and the general tax
credit (algemene heffingskorting), to stimulate dis-
posable household income.
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2. Reduce the incentives to use
temporary contracts and self-
employed without employess,
while promoting adequate so-
cial protection for the self-em-
ployed, and tackle bogus self-
employment. Create conditions
to promote higher wage
growth, respecting the role of
the social partners. Ensure that
the second pillar of the pension
system is more transparent, in-
ter-generationally fairer and
more resilient to shocks.

Split into Sub-CSRs

e Reduce the incentives
to use temporary con-
tracts and self-em-
ployed without em-
ployees, while pro-
moting adequate so-
cial protection for the
self-employed,

Limited Progress. The draft bill Wet Ar-
beidsmarktin Balans (sent to Parliament on
7 November 2018) contains a package of
proposed measures to make it easier to hire
permanent employees and to make flexible
contracts less flexible. It should be seen as a
first step in a broader processof labourmar-
ket regulation reform measures and ongo-
ing reflections on howto best tackle distinct
institutional drivers properly. In addition, a
committee of independent experts was set
up to advise the govemment on how to reg-
ulate the labour market in the future taking
into account the changing economy and so-
ciety. It should present its report and find-
ings at the latest by 1 November 2019. On
possible initiatives for the self-employed
without employees, the Minister informed

Address features of the
tax system that may facili-
tate aggressive tax plan-
ning, in particular by
means of outbound pay-
ments, notably by imple-
menting the announced
measures.

2. Reduce the incentives for the
self-employed without employees,
while promoting adequate social
protection for the self-employed,
and tackle bogus self-employment.
Strengthen comprehensive life-
long learning and upgrade skills
notably of those at the margins of
thelabour marketand the inactive.

Split into Sub-CSRs
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Reduce the incentives for
the self-employed with-
out employees, while pro-
moting adequate social
protection for the self-
employed,

Some Progress. There was some progress in ad-
dressing the country-specific recommendation on
addressing aggressive tax planning. The Nether-
lands introduced a conditional withholding tax on
royalty and interest payments, which will enter into
forcein January 2021.However, its effectiveness in
addressing theissue of aggressive tax planning re-
mains to be seen.

Limited Progress. In order to reduce incentives for
the use of self-employed, the government an-
nounced its intention to introduce a general mini-
mum hourly rate of EUR 16 for all self-employed
without employees providing services to both
business and private clients, in combination with
an opt-out of payroll taxes and employee's insur-
ances, as well as parts of labour law, collective
agreements and pension obligations for those self-
employed applying an hourly rate of EUR 75 or
more. A public consultation on the respective draft
bills implementing the intended proposals has
been launched on 28 October 2019 in view of them
becoming law by 1 January 2021.The government
is expected to send the final draft bills to Parlia-
mentin 2020. The governmentalso announced its
intention to gradually decrease the tax deduction
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e and tackle bogus self-
employment.

e (Create conditions to
promote higher wage

growth,  respecting
the role of the social
partners.

Parliament on 26 November 2018 on the
current state of play of ongoing reflections
on possible social security coverage forsid-
ness and disability of the self-employed.
However, no concrete measures have been
announced/adopted yet.

No Progress. Despite ongoing reflections
and discussionson how totackle bogus self-
employment no concrete measures have
been adopted orannounced.

Some Progress. Wages in collective agree-
ments increased on average by 2.1% in
2018. Public sector wages increased at a
faster rate (by 3% in the second half of 2018),
with wage agreements leading to a nominal
increase of 7% in two years for all civil serv-
ants in central government. Additional fund-
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and tackle bogus self-em-
ployment.

Strengthen comprehen-
sive life- long learning
and upgrade skills nota-
bly of those at the mar-
gins of the labour market
and theinactive.

and improve social security coverage for self-em-
ployed workers.The deductionis set to be reduced
by EUR 250 per year until 2028 (when the maxi-
mum deductible amount will be EUR 5 000. With re-
spect to a possible social security coverage for sick-
ness/disability for self-employed, the government
and social partners decided to introduce manda-
tory disability insurance for the self-employed as
part of their agreement in principle on the reform
of the pension system of 5 June 2019. In consulta-
tion with organisations representing the self-em-
ployed, discussions are ongoing in the 'Stichting
van de Arbeid' platform on how to implement this
agreement. A concrete proposal [is expected in]
early 2020 and it is the government’s intention to
send a legislative proposal to Parliament before
summer 2020. Possibilities to increase the pension
coverage for the self-employed on a voluntary ba-
sis are currently equally being assessedand results
are expected to be presented before summer 2020.
Limited Progress. The suspension of the enforce-
ment of measures adopted to tackle bogus self-
employment,initiallyforeseen until 2020, has been
further extended until 2021. Nevertheless, the cri-
terion ‘'under the control and direction'
(‘gezagsverhouding') has been clarified as of 1 Jan-
uary 2019, while in addition, a draft questionnaire
has been developed in view of implementing a
web module to qualify the working relationship of
self- employed workers, in particular when there is
no employment relationship. Further information
on the state of play with respect to the develop-
ment of the web module itself is expected to be
provided in 1st quarter 2020.

Some Progress. The Dutch government presented
in October 2018 a new strategy to create a genuine
learning culture and give more ownership to indi-
viduals for their training. An important element of
it is to promote individual training budgets
through the so-called STAP (Stimulans Ar-
beidsmarktpositie, Stimulus for labourmarket par-
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Ensure that the sec-
ond pillar of the pen-
sion system is more
transparent, inter-
generationally fairer
and more resilient to
shocks.

ing has been provided to increase the sala-
ries of primary school teachers.The govem-
ment has taken tax measures that support
higher disposable real incomes of house-
holds. Overall, wage growth is expected to
increase further due to a further tightening
labour market.

Limited Progress. Despite a shared under-
standing among stakeholders of the need
for comprehensive pension reform, negotia-
tions stalled in mid-November 2018. The
government informed Parliament witha let-
ter setting out the government initiatives to
continue reforming the occupational pen-
sion systemin early February 2019.

3. While respecting the medium-
term budgetary objective, use fis-
cal and structural policies to sup-
port an upward trend in invest-
ment. Focus investment-related
economic policy on research and
development in particular in the
private sector, on renewable en-
ergy, energy efficiency and green-
house gas emissions reduction
strategies and on addressing
transport bottlenecks.

Split into Sub-CSRs
e  While respecting the me-
dium-term budgetary ob-
jective, use fiscal and
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ticipation) initiative which replaces the tax deduc
tion for educational expenses. A budget of EUR 200
million per year will be allocated to it. An individual
would be able to receive a subsidy of maximum
EUR 1 000 to cover training costs. With the STAP
budget, anyone with a link to the Dutch labour
market could be enabled to use training for their
own development and employability. It is sched-
uled to enter into force scheduled from January
2022. In addition, aninternet consultation has been
launched in November 2019 with respect to a draft
regulation to stimulate life-long learning in small
and medium sized enterprisesand the agricultural,
hospitality and recreation sectors specifically (SLIM
regeling), for which EUR 48 million will be made
availableannually.

Some Progress.

Some Progress. The Dutch authorities are imple-
menting a fiscal expansion for 2020 and have
passed legislation to set-up Invest-NL, a national
promotional institution witha mandate to support
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structural policies to sup-
port an upward trend in
investment.

Focus investment-related
economic policy on re-
search and development
in particularin the private
sector,

on renewable energy, en-
ergy efficiency and green-
house gas emissions re-
duction strategies

and on addressing
transport bottlenecks.

private-sector investment. However, there remains
scope to boost publicinvestment further as the
Netherlands has some remaining fiscal space.
Limited Progress. Revised R&D figures show slow
progress regardingthe private R&D intensityand a
slight declinein the public R&D intensity. The total
R&D intensity stabilizes, but lags behind the na-
tional target of 2.5% in 2020 and the R&D intensity
of co- leaders in innovation. Although new policy
measures have been announced, their impact re-
mains to be seen.

Some Progress. The Netherlands adopted a Cli-
mate Change Act setting greenhouse gas reduc
tion targets for 2030 and 2050, as well as a Climate
Agreement with a set of adopted and proposed
policies for meeting the 2030 target, including an
analysis on investment needs. However, some
work still needs to be done to define an overarch-
ing and coherent climate investment agenda ad-
dressing both publicand private sectors.

Some Progress. The Government agreement set
out a clear path with measures to address the in-
creasing trafficonthe road, rail, water andin the air.
However, there remains room for further improve-
ment.
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2018 CSRs
SGP:CSR 1
MIP: -

1. Achieve the medium-term
budgetary objective in 2019,
taking into account the allow-
ance linked to unusual events
for which a temporary deviation
is granted. Ensure the sustaina-
bility of the health and long-
term care and the pension sys-
tems, including by increasing
the statutory retirement age
and by restricting early retire-
ment. Make public services
more  efficient, including
through aligning finandng and
spending responsibilities.

Split into Sub-CSRs

e Achieve the medium-
term budgetary objec-
tive in 2019, taking
into account the al-
lowance linked to un-
usual events for which
a temporary deviation
is granted.

Assessment ofimplementation
of 2018 CSRs

February2019
_(this overall assessment

of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for Austria
(without using or referring to the assess-
ment grid used forotherCSRs): “In 2018, Aus-
tria achieved its MTO. Based on both the infor-
mation contained in the Stability Programme
and the Commission 2019 spring forecast, the
structural balance is expected to overachieve
the medium-term budgetary objective in 2019
taking into account the allowance granted for
unusual events. Ifsuch achievement of the me-
dium-term objective is not confirmed in future
assessments, the overall assessment of com-
pliance will need to take into account the ex-
tent of the deviation from the requirement set
by the Council. Similarly, in 2020, on the basis
of the Stability Programme, Austria is expected
to overachieve its MTO, in line with the Com-
mission forecast. Austria complied with the
debt reduction benchmark in 2018 and, based
on both the Stability Programme and the
Commission forecast, Austria is expected to
meet the debt reduction benchmark also in
2019 and 2020.” (p. 20)

Seegrey part above.

2019 CSRs
SGP: -
MIP: -

1. Ensure the sustainability of the
health, long-term care, and pen-
sion systems, including by adjust-
ing the statutory retirementagein
view of expected gains in life ex-
pectancy. Simplify and rationalise
fiscal relations and responsibilities
across layers of government and
align financing and spending re-
sponsibilities.

Splitinto Sub-CSRs

e Ensure the sustainability
of the health,
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February 2020

Some Progress. Important reformmeasures to ad-
dress the CSR, such as the introduction of the 'tar-
get-based governance' system and, the 2017 Pri-
mary Healthcare Act,and a reform to merge the 21
social health insurance funds have beenadopted in
recent years and are now currently being imple-
mented. The reform to merge the 21 social health


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2819%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-austria_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-austria_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10173-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0519
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0519
https://ec.europa.eu/info/sites/info/files/economy-finance/20_at_sp_assessment_0.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/20_at_sp_assessment_0.pdf
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e  Ensurethe sustainabil-
ity of the health

e andlong-term care

e and the pension sys-
tems, including by in-
creasing the statutory
retirement age and by
restricting early retire-
ment.

Some Progress. Public expenditure re-
mains below the legislated ceilings and
structural measures contribute to dampen
expenditure growth but fiscal sustainability
issues persist. The announced merger of so-
cial security funds will bring abouthigh up-
front costs of yet unknown magnitude.
Limited Progress. Implemented measures
generally support the de-institutionalisation
of long-term care. However, the abolish-
ment of the ‘Pflegeregress’ may have the op-
posite effect in addition to requiring higher
public spending with negative effects for
thefiscal sustainability of the system.

Limited Progress. The focus is on increas-
ing the effective retirement age by restrict-
ing access to early retirement.No measures
have been adopted toincrease the statutory
retirementage.
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long-term care,

and pension systems, in-
cluding by adjusting the
statutory retirement age
in view of expected gains
in life expectancy.

Simplify and rationalise
fiscal relations and re-
sponsibilities across lay-
ers of government and
align financing and

spending responsibilities.

insurance fundsto 5 is also expected toimprove ef-
ficiency. There is progress, but implementation is
not fully on track for every reform and the savings
potential of each of the reforms is still unclear. The
overutilization of hospital and pharmaceutical care,
the general overlap of competencies in the health
care sector, and the role of prevention remains to
be addressed. According to the second compre-
hensive monitoring report for the period 2017-
2021, the expenditure remains still beneath the
ceilings in the years 2017 to 2019.

Limited Progress. Despite recent measures, public
expenditure for long-term care s still a problem for
fiscal sustainability. There have been no substantial
changesin the system of service delivery. The abo-
lition of the recourse to assets (Pflegeregress) has
led to increased publicspending.

Limited Progress. Past reform efforts were aimed
at strengthening the sustainability of the pension
system, while recent measures partly do the oppo-
site.The 2020 Pension Adjustment Act (adopted in
therun-up to the snap elections at the end of Sep-
tember 2019) not only fails to address sustainability
challenges butincludes measures that actually un-
dermine previous reform efforts. While a targeted
increase of low pension incomes may be justified
by the objective of pension adequacy, the undis-
counted pension after 45 contribution years
thwarts previous efforts to increase the effective
pensionable ageand alsoraises fairness issues. Nei-
ther does is make sensein the light of recently ob-
served labour market shortages.

Limited Progress. The 2017 Intergovernmental
Fiscal Relations Actintroduced numerous changes,
but cannot be considered a major step to greater
tax autonomy ora more transparent assignment of
competence. Work in these areas is still ongoing.
Implementation of several initiatives introduced by
the Act paints a mixed picture. While measures
have been taken to simplify the allocation of funds
in the fiscal equalisation, measures to improve the
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e Make public services
more efficient, includ-
ing through aligning
financing and spend-
ing responsibilities.

2. Reduce the tax wedge, espe-
cially for low-income earners,
by shifting the tax burden to
sources of revenue less detri-
mental to growth. Improve la-
bour market outcomes of
women.Improve basic skills for
disadvantaged young people
and people with a migrant
background. Support produc
tivity growth by stimulating

Limited Progress. The Intergovernmental
Fiscal Relations Act 2017 has introduced nu-
merous changes but cannot be considered a
major step towards increased tax autonomy
or a more transparent assignment of com-
petences.Work in these areas is still ongoing
and several initiatives such as task-oriented
financing and spending reviewsare at risk of
being delayed. A comprehensive constitu-
tional reform for a more transparent assign-
ment of competences is high on the political
agenda. The "Kompetenzbereinigungs-
paket" can be seen as a first step into the
right direction but more needs to be done.

Some Progress.

2. Shift taxes away from labour to
sources less detrimental to inclu-
sive and sustainable growth. Sup-
port full-time employment among
women, including by improving
childcare services, and boost la-
bour market outcomes for the low
skilled in continued cooperation
with the social partners. Raise the
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efficiency of public spending have been less suc
cessful. The plan to introduce a task-oriented allo-
cation of shared taxes to municipalities in the fields
of elementary education and compulsory schools
was suspended having failed to produce results. It
is expected that the first spending reviews to assess
the effectiveness and efficiency of subnational
public spending in the areas of health care in
schools and municipal water management will be
finalised in early 2020. The benchmarking model
was established for a comparative assessment of
the efficiency and effectiveness of subnational
spending and is being extendedto other policy ar-
eas. The Kompetenzbereinigungspaket can be
seen as a first step in the right direction, but more
needs to be done
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digitalisation of businesses and
company growth and by reduc
ing regulatory barriers in the
service sector.

Split into Sub-CSRs
e Reducethetax wedge,
especially for low-in-
come earners, by shift-
ing the tax burden to

sources of revenue
less detrimental to
growth.

e Improve labour mar-
ket outcomes of
women.

Some Progress. While several measures
have been implemented that contribute to
reducing the tax wedge on labour, the over-
all tax structure remains basically un-
changed. The potential to shift the tax bur-
den to other bases (e.g., wealth or environ-
mentally harmful activities) still remainsun-
der-utilized.

Some Progress. Labour market outcomes
of women improved mainly asa result of im-
plementing the Agreement (in accordance
to Art 15a of the Federal Constitution Act) of
the government with the provinces onearly
childhood education and care for the years
2018/19 until 2021/22.This led to expansion
of formal childcare opportunities for chil-
dren under the age of 3 years and an in-
crease of full-day school forms. In the ab-
sence of other measures, female employ-
ment rates still increased mainly due to part
time employment the share of which re-
mains high together with a high gender pay
and employment gap.The Barcelona target
has still not been reached and there are dis-
parities in childcare provision between the
regions.

levels of basic skills for disadvan-
taged groups, including people
with a migrant background.

Split into Sub-CSRs
o Shift taxes away from la-
bour to sources less detri-
mental to inclusive and
sustainable growth.

e  Support full-time employ-
ment among women, in-
cluding by improving
childcare services,
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Some Progress. Austria’s still high labour tax bur-
den creates significant disincentives for labour de-
mand and supply. However, the labour tax wedge
is reduced by recent measures: Family Bonus plus,
reduction of employer’s accident insurance contri-
bution, lower health contributions for the self-em-
ployed and farmers, increase of pensioner’s tax
credit, traffic tax credit and increased reimburse-
ment of social security contributions for employees
and pensioners. A future-oriented strategy to sup-
port environmental sustainability, fairness and in-
clusiveness would require a more comprehensive
reform of the tax mix. Several measures go in this
direction, but more needs to be done to secure ef-
ficiency gains. The following measures have been
implemented: greening of the tax system, digital
tax package.

Some Progress. Increased support for childcare fa-
cilities and the expansion of all-day schools created
more opportunities for parents of young children.
The government adopted the Educational Invest-
ment Act (Bildungsinvestitionsgesetz).
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Improve basicskills for
disadvantaged young
people and people
with a migrant back-
ground.

Support productivity
growth by stimulating
digitalisation of busi-
nesses

and company growth
and by reducing regu-
latory barriers in the
service sector.

Limited Progress. Expansion of all day
schools risks to slow as the implementation

period of the additional funding (EUR 750
million) that has already been made availa-
ble has been doubled, now until 2032. Re-
forms intentened and implemented par-
tially counteract previous reforms. They are
not always in line with best practice in the
OECD and the EU, therefore their positive
impact has still to materialize. This isalso the
case for the pedagogical package (Padagog-
ikpaket 2018). Positive is that formerly tem-
porary funding for German language sup-
porthas now been integrated into the edu-
cation budget.However thiswas done with-
out making available additional resources
forthe education budget

Some Progress. The “KMU Digital” pro-
gramme to support business digitalisation
has been prolonged by three months. A new
digital agency has been established which
will develop policiesin five key areas, includ-
ing business digitalisation. A call for pro-
posal to establish Digital Innovation Hubs in
the regions has been launched. These hubs
will support small and medium-sized enter-
prises, universities and municipalities in the
uptake of digital technologies.

Limited Progress. As a key measure to im-
prove (fast) growing companies’ access to
the necessary funding, Austriaadopted a re-
vision of its stock corporation law to remove
obstacles to SME listings on the Viennese
stock market.The lack of a specific segment
dedicated to SME at the Vienna Stock Ex-
change was a marked contrast to other
countries. Service sector companies profit
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and boost labour market
outcomes for the low
skilled in continued coop-
eration with the social
partners.

Raise the levels of basic
skills for disadvantaged
groups, including people
with a migrant back-
ground.

No Progress. No specific measures have been
taken sofar.

Limited Progress. Austria has taken some
measures to improve the basic skills of disadvan-
taged young people and people with a migrant
background. The ‘pedagogical package’ concen-
trates on introducing numerical marks and grade
repetition. The non-academic lower secondary
school reintroduces streaming, while as of 2022
new methods to determine school readiness
should be available. While the numbers of places in
early childhood education and care and all-day
schools have been increased, their quality needs to
be assured to have a positiveimpact on basicskills.
International and national testing has not detected
particular improvements among disadvantaged
young people, including those with a migrant
background.
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from Austria’s administrative burden reduc

tion efforts, such as the 2018 law to repeal

roughly half ofthe federal laws adopted be-

fore 2000. Austria has however not ad-

dressed the restrictions on key professions

identified in 2017 by the Commission. The

government programme has neither an-

nounced specific measures to address the

identified restrictions nora wider review of

service sector restrictions.
3. Focus investment-related eco- | Some Progress.
nomic policy on research and de-
velopment, innovation, digitalisa-
tion, and sustainability, taking into
account regional disparities. Sup-
port productivity growth by stimu-
lating digitalisation of businesses
and company growth and by re-
ducing regulatory barriers in the
service sector.

Split into Sub-CSRs

e Focus investment-related | Some Progress. In order to direct R&l investments
economic policy on re- | to more innovation output, the previous govem-
search and development, | ment proposed an ‘excellence initiative’ to
innovation, strengthen competitive basic research. Strategic
planning has been completed and itis for the new
government to decide on its implementation.
Progess will be assessed again in 2020, when the

new governmentis in place.

o digitalisation, Some Progress. Digitalisation has been a politial
priority in Austria for some time. The caretakergov-
ernment continued to implement useful initiatives
in all areas of digitalisation, but it did not provide
the major political impetus expectedfor 2019 (year
of digitalisation). Overall coherence and thus the
actual impact of digitalisation policy efforts would
benefit in particular from the adoption of specific,
measurable targets. Gaps also remain in digital in-
frastructure.
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e and sustainability,taking | Limited Progress. Publicinvestments from the cli-
into accountregional dis- | mate and energy fund decreased in 2018, com-
parities. pared to the previous year.Comparing the twolat-

est available federal subsidies reports (2018 and
2017), disbursements went down in all three rele-
vant sub-items of subsidy category 43 (environ-
ment, energy and climate):

climate and energy fund:

2018:€39.8 million;

2017:€42.12 million;

thermalinsulation:

2018:€37.12 million;

2017:€39.67 million;and

environmental subsidies:

2018: €49.89 million;

2017:€56.73 million.

However, private investments in the ecologial
transition have gainedin significance due to public
and private investors’growing interest in sustaina-
ble financing and a wider range of green finance
opportunities. Arecent country report by the envi-
ronmental, social and corporate governance (ESG)
investment rating agency Sustainalytics consid-
ered Austria a leader on ESG, ranking it 4th out of
172in 2018.

e Support productivity | Some Progress. The KMU Digital programme has
growth by stimulating | been prolonged and expanded. It now also sup-
digitalisation of busi- | ports SMEs’ digitalisation projects. The Digitalisa-
nesses and company | tion Agency haslaunched manyinitiatives and pro-
growth jects to facilitate business digitalisation. Three dig-

italinnovation hubshave been created to support
SME digitalisation. No major new policy initiatives
have been taken on business digitalisation.

e and by reducing regula- | Limited Progress. Services sector firms profited
tory barriers in the service | from burden reduction measures, e.g. the Rechts-
sector. bereinigungsgesetzand the anti-gold-plating law.

However, no progress was madein 2019 as regards
restrictions on retail and the specific restrictions of
professions identified in 2017. Recent changes of
professional regulation for civil engineers and pa-
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tent attorneys did not remove restrictions identi-
fied by the Commission.Regulatory density forkey
professions and trades remains high.
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2018 CSRs
SGP:CSR 1

MIP: -

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 4,2 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Take steps to improve the
efficiency of public spending,
including by improving the
budgetary process.

Splitinto Sub-CSRs

Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 4,2 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP.

Take steps to improve
the efficiency of public
spending, including
by improving the
budgetary process.

Assessment ofimplementation
of 2018 CSRs
February 2019
BIiESEIPEOGEESS (this overall assessment
of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGPin its assessment of
the 2019 Convergence Programme for Po-
land (without using or explicitly referring to
the assessment grid used for other CSRs):
“Poland plans a growth rate of government
expenditure, net of discretionary revenue
measures, which exceeds the applicable ex-
penditure benchmark rate in both 2019
and 2020. Poland plans a deterioration of
the structural balance by 1.3% of GDP in
2019 and an improvement of the structural
balance of 1.0% of GDP in 2020. Poland
plans to reach the MTO in 2021. This path
implies a risk of a significant deviation
fromthe required adjustmentin both,2019
and 2020. “(p. 20)

Seegrey part above.

Limited Progress has been made in im-
proving the efficiency of public spending:
works to reform the budget process initiated
in 2016 were continued in 2018. Currently,
they focus on the analysis of the current sit-
uation and defining a target solutionand its

2019 CSRs
SGP:CSR 1
MIP: -

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 4.4% in
2020, corresponding to an annual
structural adjustment of 0.6% of
GDP. Take further steps to improve
the efficiency of public spending,
including by improving the budg-
etary system.

Splitinto Sub-CSRs
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Ensure that the nominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 44% in 2020, corre-
sponding to an annual
structural adjustment of
0.6% of GDP.

Take further steps to im-
prove the efficiency of
public spending, includ-
ing by improving the
budgetary system.

Assessment ofimplementation
of 2019 CSRs

February 2020
BIMIEEEIPROGRESS (this overall assessment of CSR 1
does notincludean assessmentof compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020,
on the basis of final datafor 2019).

The compliance assessment with the Stability and
Growth Pact will be included in spring when final
data for 2019 will be available.

Limited Progress has been made in improving the
efficiency of public spending: works to reform the
budget systeminitiated in 2016 were continued in
2019. The main effort focuses currently on multian-
nual budget planning, modernisation of the Stand-
ard Chart of Accounts and efficiency of spending
(spending reviews). The overall reform will be time-


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2820%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-poland_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-poland_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10174-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0520
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0520
https://ec.europa.eu/info/sites/info/files/economy-finance/21_pl_cp_assessment_0.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/21_pl_cp_assessment_0.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/21_pl_cp_assessment_0.pdf
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2. Take steps to increase labour
market participation, including
by improving access to child-
care and by fostering labour
market relevant skills, especially
through adult learning, and re-
move remaining obstacles to
more permanent types of em-
ployment. Ensure the sustaina-
bility and adequacy of the pen-
sion system by taking measures
to increase the effective retire-
ment age and by reforming the
preferential pension schemes.

Split into Sub-CSRs
e Take steps to increase
labour market partici-
pation, including by
improving access to
childcare and by fos-
tering labour market
relevant skills, espe-
cially through adult
learning, and remove
remaining obstacles
to more permanent
types of employment.
e Ensurethe sustainabil-
ity and adequacy of
the pension system by

implementation plan. The main effort fo-
cuses currently on multiannual budget plan-
ning, modernisation of thechart of accounts
and efficiency of spending (spending re-
views). The overall reform will be time con-
suming and its final implementation date
has not yet been communicated.

Limited Progressin increasing labour mar-
ket participation by improved access to
childcare. Poland made limited progress in
fostering labour market relevant skills. Pro-
gress in VET and higher education remain to
be seen.No progress in adult learning. No
progress in removing remaining obstacles
to more permanent types of employment.

No Progress in ensuring the sustainability
and adequacy of the pension system, as no
progress was observed in measures to in-

2. Ensure the adequacy of future
pension benefits and the sustaina-
bility of the pension system by tak-
ing measures to increase the effec
tive retirementage and by reform-
ing the preferential pension
schemes. Take steps to increase la-
bour market participation, includ-
ing by improving access to child-
care and long-term care, and re-
move remaining obstacles to more
permanent types of employment
Foster quality education and skills
relevant to the labour market, es-
pecially through adultlearning.

Split into Sub-CSRs

e Ensure the adequacy of
future pension benefits
and the sustainability of
the pension system by
taking measures to in-
crease the effective CSR 2
retirement age and by re-
forming the preferential
pension schemes.

e Take steps to increase la-
bour market participa-
tion, including by improv-
ing access to childcare
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consuming and its final implementation date has
not yet been communicated.

No Progress. Preferential pension schemes were
not reformed. Poland did not take any new tar-
geted action aiming at the increase of the effective
retirementage.

Limited Progress. Labour market participation in-
creased, although for certaingroups it is still below
EU average. Access to childcare increased but still
constitutes a major challenge forthe age group 0-

PE624.443



Country-Specific Recommendations for2018 and 2019

taking measures to in- | crease the effective retirementage andinre- and long-term care, and | 3. Access to long-term care still remains very lim-
crease the effectivere- | forming the preferential pension arrange- remove remaining obsta- | ited, as this is mainly provided within families. Po-
tirement age and by | ments.In November 2018, the government cles to more permanent | land did not undertake major actionsremoving the
reforming the prefer- | announced plans to reverse some of the types of employment. remaining obstacles to more permanent types of
ential pension | 2013 reforms as regards the pension system employment.

schemes. for police officers.

e Foster quality education | Limited Progress. Overall, Poland has made lim-
and skills relevant to the | ited progress regarding the quality of education.
labour market, especially | The latest school system reorganisation has led to
through adultlearning. worse working and learning conditions in many

schools, which were aggravateddue to the double
cohort of students who entered secondary schools
in 2019. Although the 2018 PISA results showed
Polish 15 year-olds performing very well in basic
skills, the latest reorganisation of schooleducation
has changed the previous system, including the
phase-out of lower secondary schools (gymnasia).
Shorter common general education period and
earlier channelling of pupils is likely to increase the
risk of educational inequalities, in particular be-
tween urban and rural areas. Since school re-
sources remain limited, all thisis very likely to affect
the quality of educational outcomes and students'
performance in basic skills. The new law of
25/07/2019 on teacher education aims to improve
the quality of initial teacher education. No
measures have been taken to improve the quality
and relevance of continued professional develop-
ment opportunities. Despite increases by almost
15% in 2019, teachers' salaries are low in compari-
son with those of other tertiary educated workers
in Poland, which makes teaching careers less at-
tractive, contributing to shortagesandnegative se-
lection.The level of enthusiasm of teaching staff is
among the lowestin the EU, as reflected inthe 2018
PISA results. The 2018 reform of higher education
progresses steadily. The reform has changed the
funding mode, management and evaluation of
higher education institutions. New quality assur-
ance institutions focusing on scientific outputs
have been created. It is uncertain whether the re-
form will contribute to improving the quality of
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3. Strengthen the innovative G-
pacity of the economy, includ-
ing by supporting closer collab-
oration between business and
research institutions. Improve
the regulatory environment, in
particular by ensuring effective
public and social consultations
in the legislative process.

Split into Sub-CSRs
e Strengthen the inno-
vative capacity of the
economy, including
by supporting closer
collaboration be-
tween business and
research institutions.

Limited Progress in strengthening the in-
novative capacity of the economy through:
increased R&D tax incentives with higher
rates of tax deductions; The Ministry of Sd-
ence and Higher Education continuedits in-
dustrial doctorate programme, while the
NCBR continued with the Gospostrateg, a
strategic initiative linking Higher Education
institutions, public research organisations
(PROs) and government organisationsto ad-
dress key challenges for the economy. Lim-
ited progress in supporting closer collabora-
tion between business and research institu-
tions. The establishment of the Lukasiewiz
Research Network, which was supposed to

3. Strengthen the innovative ca-
pacity of the economy, including
by supporting research institutions
and their closer collaboration with
business.Focus investment-related
economic policy on innovation [Fo-
cus investment-related economic
policy on] transport, notably on its
sustainability [Focus investment-
related economicpolicy onldigital
linfrastructure] [Focus investment-
related economic policy on] energy
infrastructure [Focus investment-
related economic policy on]
healthcare [Focus investment-re-
lated economic policy on] cleaner
energy, taking into account re-
gional disparities Improve the reg-
ulatory environment, in particular
by strengthening the role of con-
sultations of social partners and
public consultations in the legisla-
tive process.

Split into Sub-CSRs
e Strengthen the innova-
tive capacity of the econ-
omy, including by sup-
porting research institu-
tions and their closer col-
laboration with business.
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teaching, the pedagogical preparation and the
continued professional development of lecturers.

Some Progress. Poland has taken measures to
supportits research institutions through the imple-
mentation of the Act on Higher Education,encom-
passing, among others, the selection of research-
intensive universities and their increased funding,
the reform of the evaluation criteria for research or-
ganisationsin a way that encourages intemational
cooperation, a new system for doctoral schools and
a re-configuration of the university council whidh,
through the inclusion of external stakeholders,
places more emphasis on universities' socio-eco-
nomic impact. Polish research institutions can be
further strengthened through the current reform of
the Polish Academy of Science, the consolidation of
the tukasiewicz Research Network and the setting
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Improve the regula-
tory environment, in
particular by ensuring
effective public and
social consultations in

the legislative process.

integrate the activities of multiple PROs and
facilitate their cooperation with business
partners,remains at the stage of a draft law
in the parliament.

Limited Progress in improving the regula-
tory environment. “Constitution for Busi-
ness” was adopted in early 2018.1n 2018 a
law on the succession of ownership in sole
proprietorship enterprises entered into
force. In addition, works on a new public
procurement law are advancing to address,
among others, the issue of low participation
of SMEs.

No Progress observed in ensuring effective
public and social consultations in the legis-
lative process. Fast track legislative proce-
dures, with limited scope of consultations,
remain to be used on a regular basis. Most
recent examples include the law introduc
ing a nation-wide public holiday on 12 No-
vember 2018 and the December 2018 law
on the energy taxation reduction to cushion
electricenergy price increases for 2019.
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e Focus investment-related
economic policy on inno-
vation

e [Focus investment-re-
lated economic policy on]
transport, notably on its
sustainability

up of the Virtual Research Institute in the area of
medical biotechnology - oncology. Science-busi-
ness links can be enhanced through the research
commercialisation potential of the tukasiewiz
Network, as well as through the ‘School for Innova-
tors’ pilot-project run by the Centre for Citizenship
Education with the aimof developing students' en-
trepreneurial skills and the continuation of the in-
dustrial doctorate programme. Poland is support-
ing the business sector in its transition to the indus-
try 4.0 through the 'Industry for the Future' plat-
form,which is organising a series of workshops for
entrepreneurs.

Limited Progress. The National Strategy of Re-
gional Development 2030 adopted in September
2019 includes investment activities in the field of
innovation. This is a significant, albeit insufficient
measure as it mostly focuses on strengthening co-
hesion and reducing inter-regional disparities, in-
cludingininnovation.Innovationdiffusion and re-
ducing regional disparities are important policy
goals, but supporting the advanced regions is also
equally important, given that they have the great-
est potential for creating breakthrough innova-
tions. The regional approach outlined in the Na-
tional Strategy of Regional Development 2030
needs to be balanced by a national investment
strategy in innovation. The diversification and in-
creased attractiveness of R&D tax incentives can
strengthen the innovative potential of the Polish
economy.

Limited Progress. The information provided so far
is lacking in sufficient level of detail. Some key doc
uments have been referred to.However, there is no
description of the ongoing or plannedactivities. In
particular, it has not been explained how the in-
vestments undertakenand the accompanying reg-
ulatory, operational, financial or fiscal actions will
increase the role and share of sustainable modes of
transport. This concerns in particular:
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[Focus investment-re-
lated economic policy on]
digital [infrastructure]

[Focus investment-re-
lated economic policy on]
energy infrastructure

[Focus investment-re-
lated economic policy on]
healthcare

[Focus investment-re-
lated economic policy on]
cleaner energy, taking
into account regional dis-
parities

- shifting freight traffic from road to rail;

- boosting the competitiveness of railways against
road transportin passenger traffic;

- reconstruction of the public transport services in
rural areas;

- transfer of passenger trafficin urban areas from
individual to public transport and sustainable
forms of mobility.

Some Progress. In 2019, Poland adopted a set of
measures to support demand and supply for fast
and ultrafast networks, mainly by amending broad-
band legislation (Ustawa o wspieraniu rozwoju
ustug i sieci telekomunikacyjnych — the Telecom-
munications Networks and Services Development
Support Act) which includes,among others, setting
up a new broadband fund. These measures address
the country-specific recommendation for 2019.
However, a fair amount of work on their practicl
implementation in order to fullyaddress the coun-
try-specificrecommendation isnot scheduled until
2020 and 2021.

Some Progress. Crucial transboundary gas and
electricity infrastructure investments are progress-
ing well with small delays registered in the devel-
opment of the gas interconnectors with Lithuania
and Slovakia. The internal electricity network re-
quires significant investments for it to be suffi-
ciently developed.

Limited Progress. The National Strategy of Re-
gional Development 2030 was adopted in Septem-
ber2019.Itincludes investment activities related to
the health care system.The Partnership Agreement
and the Operational Programmes for 2021-2027
Programming Period are being drafted.

Limited Progress. Regarding electricity genera-
tion, the recent regulatory changes and support
schemes have given a new impetus to on-shore
wind investments and stronger role of prosumers
in the years to come. However, most of the new and
planned investments in electricity generation in
2019-2020 are based on coal and gas sources. Con-
sequently, achieving the 2020 renewable target is
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likely to be difficult. Following the upwardtrend in
energy consumption since 2014, Poland was not
on track in 2018 to reach the 2020 energy efficiency
targets.Thereis a limited progress in decarbonisa-
tion of heating sources in buildings and improve-
ments of buildingsenergy efficiency to enable their
cleaner operation, especially during winter. Addi-
tional efforts in this respect will have positive im-
pacton the air quality, as well.

o e Improve the regulatory | No Progress. The lack of public consultation on the
environment, in particular | alternative legislative tracks (e.g. draft law pro-
by strengthening therole | posals submitted by the Members of Parliament)
of consultations of social | has not been addressed. These alternative legisla-
partners and public con- | tive paths allow de facto omission of public consul-
sultations in the legisla- | tations,affect the overall quality oflawsand remain
tive process. a source of substantial uncertainty for citizens and

businesses.
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2018 CSRs
SGP:CSR 1
MIP:CSR 1, 2,3

Assessment ofimplementation
of 2018 CSRs

February 2019

2019 CSRs

SGP:CSR 1
MIP: CSR 1, 2,3, 4

Assessment ofimplementation

of 2019 CSRs
February 2020

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 0,7 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 06 % of
GDP. Use windfall gains to ac-
celerate the reduction of the
general government debt ratio.
Strengthen expenditure con-
trol, cost effectiveness and ade-
quate budgeting, in particular
in the health sector with a focus
on the reduction of arrears in
hospitals. Improve the finandal
sustainability of state-owned
enterprises, in particular by in-
creasing their overall net in-
come and by reducing debt.

Splitinto Sub-CSRs

e  Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 0,7 % in 2019,
corresponding to an
annual structural ad-
justment of 0,6 % of
GDP. Use windfall

_ (this overall assessment

of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Stability Programme for Portugal
(without using or explicitly referring to the
assessment grid used for other CSRs):

“Portugal plans a growth rate of nominal pri-
mary government expenditure, net of discre-
tionary revenue measures and one-offs, which
exceeds the applicable expenditure bench-
markratein 2019 leading to a negative devia-
tion of 1.2% of GDP of the underlying fiscal po-
sition. Portugal plans an improvement of the
structural balance of 0.1% of GDP in 2019, be-
low the recommended annual structural ad-
justment of 0.6% of GDP towards the MTO.
Following an overall assessment, there is a
risk of significant deviation from the rec-
ommended adjustment path towards the
MTO in 2019 based on the Stability Pro-
gramme. An overall assessment on the ba-
sis of the Commission 2019 spring forecast,
also points to a risk of a significant devia-
tion in 2019.” (p. 27)

Seegrey part above.

1. Achieve the medium-term budg-
etary objective in 2020, taking into
account the allowance linked to
unusual events for which a tempo-
rary deviation isgranted. Use wind-
fall gains to accelerate the reduc-
tion of the general government
debt ratio. Improve the quality of
public finances by prioritising
growth-enhancing spending while
strengthening overall expenditure
control, cost efficiency and ade-
quate budgeting, with a focus in
particular on a durable reduction of
arrears in hospitals. Improve the fi-
nancial sustainability of state-
owned enterprises, while ensuring
more timely, transparentand com-
prehensive monitoring.

Split into Sub-CSRs

e Achieve the medium-
term budgetary objective
in 2020, taking into ac-
count the allowance
linked to unusual events
for which a temporary de-
viation is granted. Use
windfall gains to acceler-
ate the reduction of the
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_ (this overall assessment of CSR 1

does notincludean assessmentof compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020,

on the basis of final datafor 2019).

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final

data for 2019 will be available.
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gains to accelerate the
reduction of the gen-
eral government debt
ratio.

Strengthen expendi-
ture control, cost ef-
fectiveness and ade-
quate budgeting, in
particular in the health
sector with a foaus on
the reduction of ar-
rears in hospitals.

Improve the financial
sustainability of state-
owned enterprises, in
particular by increas-
ing their overall netin-
come and by reducing
debt.

Limited Progress has been achievedin put-
ting persistently high hospital arrears on a
steadily declining path. Cost effectiveness
continued to be promoted in the health sec
tor in 2018, including through an increased
reliance on centralised purchasing, and a
greater use of generics and biosimilars.
However, despite substantial clearance
measures, hospital arrears remain elevated
and have not decreased in a steady and du-
rable manner; after achieving an intra-an-
nual minimum level in April 2018, hospital
arrears have resumed their gradualincrease
in the followingmonths. A mission structure
was set up in 2018, on the basis of whose
recommendations a new programme to ad-
dress hospital arrears is to move forward in
2019. Although the programme is a promis-
ing first step in the right direction, it remains
to be seen whether it will lead to a sizeable
reduction in the short term.

Limited Progress has been achieved inim-
proving the financial sustainability of state-
owned enterprises (SOEs). The previous goal
for SOEs as a whole to achieve a netincome
close to, but still below, equilibrium in 2018
was postponed until 2019. Overall, planned
rationalisation efforts and enhanced moni-
toring were delayed and lagged to translate
into corrective action where needed in 2018,
Measures to enhance the monitoring of
SOEs and to ensure closer adherence to their
initial budgetary are to be implemented in
2019.
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general government debt
ratio.

Improve the quality of
public finances by priori-
tising growth-enhandng
spending while strength-
ening overall expenditure
control, cost efficiency
and adequate budgeting,
with a focus in particular
on a durable reduction of
arrears in hospitals.

Improve the financial sus-
tainability of state-owned
enterprises, while ensur-
ing more timely, transpar-
ent and comprehensive
monitoring.

Limited Progress. Public investment is projected
to fall short of initial plans of the government in
2019 and, despite the expected increase in 2020, to
remain significantly below the averages for the EU
and the euro area. Overall, expenditure control,
cost efficiency and adequate budgeting continue
to be tackled within the framework of the ongoing
review of public expenditure, including in the
health sector.In particular,a new fully-fledged pro-
gramme to strengthen the overall sustainability of
the health system started being implemented in
2019, and a formal structure to evaluate the man-
aging of publichospitalswas created in June 2019.
Nevertheless, after having decreased visiblyin De-
cember 2018, mainly as a result of sizeable ad-hoc
clearance measures in that year, hospital arrears
are back on a steadily increasing path since July
2019.

Limited Progress. Overall, state-owned enter-
prises continue to struggle to achieve a balanced
financial position. At the same time, the debt of
public non-financial state-owned enterprises in-
cluded in general government has continued to
decrease, though at a decelerating pace. Some
measures to strengthen the sustainability of state-
owned enterprises are only beinggraduallyimple-
mented, including the analysis of quarterly data
aiming to identify and correct in a timely manner
deviations from the approved budgets. The capital
structure of a series of state-owned enterprises has
been strengthened through sizeable capital injec
tions,and the liquidation of unprofitable or redun-
dant firms has continued. Transparency regarding
their financial position has improved somewhat
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2. Promote an environment
conducive to hiring on open-
ended contracts, including by
reviewing the legal framework
in consultation with social part-
ners. Increase the skills level of
the adult population, including
digital literacy, by strengthen-
ing and broadening the cover-
age of the training component
in adult qualification pro-
grammes. Improve higher edu-
cation uptake, namely in sci-
ence and technology fields.

Split into Sub-CSRs

e Promote an environ-
ment conducive to hir-
ing on open-ended
contracts, including
by reviewing the legal
framework in consul-
tation with social part-
ners.

e Increase the skills level
of the adult popula-
tion, including digital

Some Progress.

Some Progress. New measures are on the
pipeline following the new tripartite agree-
ment signed in June 2018. The aim of the
agreement is to tackle precarious employ-
ment, reduce labour market segmentation
and promote more dynamism in collective
bargaining. The measures proposed in the
agreement, subject to parliamentary ap-
proval (expected in 2019) seek to introduce
changesin the labour code, the code of con-
tributory schemes, the legal framework for
protection of employees, the framework of
active labour market policies and other com-
plementary legislation. Other initiatives in-
clude the reinforcement of humanresources
of the Labour Inspection Authority (aiming
to reduce the abusive and illegaluse of tem-
porary contracts and other atypical forms of
work) and a new programme towards the
extraordinary regularization of precarious
employment contracts in civil service.

Some Progress. The qualification level of
the adult population is low, which is a chal-
lenge in a context of ageing population. The

2. Adopt measures to address la-
bour market segmentation. Im-
prove the skills level of the popula-
tion, in particular their digital liter-
acy, including by making adult
learning more relevant to the
needs of the labour market. In-
crease the number of higher edu-
cation graduates, particularly in sd-
ence and information technology.
Improve the effectiveness and ade-
quacy of the social safety net.

Split into Sub-CSRs
e Adopt measures to ad-
dress labour market seg-
mentation.

e Improve the skills level of
the population,in particu-
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through the publication of aggregate quarterly fi-
nancial data within a shorter timeframe.
Some Progress.

Some Progress. Following the tripartite agree-
ment signed in 2018, new changes were intro-
duced from October 2019 in the labour code, the
code of contributory schemes, the legal framework
for protection of employees, the framework of ac-
tive labour market policies and other complemen-
tary legislation. The Labour Inspection Authority
was reinforced and a new programme towards the
extraordinary regularization of precarious employ-
ment contracts in civil service is ongoing. A tempo-
rary support to firms to convert temporary con-
tracts into permanent contracts was set up (Con-
verte +).

Some Progress. The Qualifica programme partid-
pation keeps growing and a significant number of
persons increased their educational attainment
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literacy, by strength-
ening and broadening
the coverage of the
training component in
adult qualification
programmes.

e Improve higher edu-
cation uptake, namely
in science and tech-
nology fields.

3. Increase the efficiency of in-
solvency and recovery proceed-
ings and reduce impediments
to the secondary market for
non-performing loans. Improve
access to finance for businesses.
Reduce the administrative bur-
den by shortening procedural
deadlines, using more tacit ap-
proval and reducing document
submission requirements. Re-
move persistent regulatory re-
strictions by ensuring a proper
implementation of the frame-
work law for highly regulated
professions. Increase the effi-
ciency of administrative courts,
inter alia by decreasing the
length of proceedings.

Qualifica programme is animportant tool to
tackle the challenge of low-skilled adult
population.Insufficient digital skills can hin-
der inclusion, employability and competi-
tiveness.

Some Progress. Measures are being imple-
mented to strengthen the attractiveness
and completion rate in higher education.
The review of the Higher Education System
is ongoing. Graduate numbers in infor
mation and communication technologies
arelow.

Some Progress.

lar their digital literacy, in-
cluding by making adult
learning more relevant to
the needs of the labour
market.

e Increase the number of
higher education gradu-
ates, particularly in sci-
ence and information
technology.

e Improve the effectiveness
and adequacy of the so-
cial safety net.

3. Focus investment-related eco-
nomic policy on research and inno-
vation, railway transport and port
infrastructure, low carbon and en-
ergy transition and extending en-
ergy interconnections, taking into
accountregional disparities.
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through the programme. More detailed follow-up
data is needed to assess the measure more com-
prehensively. INCoDe.2030 is implementing sev-
eral initiatives to improvethe digital skills defidt of
the population but to achieve the expected result
Portugal needs to scale up the projects addressing
digital literacy and go beyond the pilot phase.
Some Progress. The government has putin place
several measures to ease the access to higher edu-
cation and increase enrolment. Number of stu-
dents enrolled in higher education increased, as
well as for graduates. However, those on science
and information technology remain low in per-
centage.

Limited Progress. Despite the improvements
made in some social benefits in recent years, and
the new measures that were announced forthe in-
coming years, no specific measures have yet been
taken to address this recommendation. Further-
more, the poverty reduction capacity of social
transfers (other than pensions) as well as its ade-
quacy, remain comparatively lowin Portugal.
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Split into Sub-CSRs

e Increase the efficiengy
of insolvency and re-
covery proceedings
and reduce impedi-
ments to the second-
ary market for non-
performing loans.

e Improve access to fi-
nance for businesses.

Some Progress. Portugal hasadopted plans
to introduce an early warning system for
companies in difficulties, which will help
identify companies in financial difficulties at
an early stage. Some measures aimed at
shortening the long proceedings and im-
proving the efficiency of the court system
were implemented in 2018.

Some Progress has been made to improve
access to finance. Several programmes, such
as Capitalizar or Internacionalizar, have in-
cluded in 2018 credit lines to ease access to
finance (notably the credit lines of Capi-
talizar have been increased compared to
2017). Other programmes, including those
initiated in previous years, have targeted
specific sectors. However, alternative
sources of finance showed limited improve-
ment (also due to limited awareness of avail-
able opportunities) and, although improve-
ments, equity capital remains low,and ven-
ture capital investments (expressed as share

Split into Sub-CSRs
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Focus investment-related
economic policy on re-
search and innovation,

railway transport and port
infrastructure,

Limited Progress. The implementation ofthe Por-
tugal 2020 strategy (the EU support framework for
2013-2020) is well underway and a reprogramming
aimed at assigning additional funding to invest-
ments in innovation was conducted in 2019. The
INTERFACE scheme aims to strengthen the coun-
try’s cluster policy focus mainly in the creation of
CoLABs and the existing tax and financial R&D in-
centives. However, Initiatives towards counter the
low existing cooperation amongdifferent key play-
ers mobilizing higher education institutions (uni-
versities and polytechnic institutes) and business
firms were very limited. Progress on innovation
performance was accomplished and the Portugal is
now placed first in the “Moderate innovators”
group by the European Innovation Scoreboard
2019 but business investments and co-publica-
tions public-private rates together with patenting
remain well below EU average. The R&D intensity
marginally increased in 2018 of 0.04 points to
1.37% of GDP as compared to 2017 confirming re-
cent trends but values remains below EU average
and distant of the country target of 3% for 2030.
Thus, further investments and policy efforts are
necessary in particular to foster linkages between
R&D actors and businesses and support a thriving
innovation driven economy.

Limited Progress. There has been limited progress
with the main railway CEF co-funded projects of
the Programme Ferrovia 2020 and the pace of exe-
cution has been slow. The tendering procedures
for the 2020 investments are still to be launched.
The investment situation has however improved
when compared to the 2007-2013 period, when
most grant agreements had to be cancelled. There
is also limited progress in port investments. The
publictender for the newinvestmentproject in the
container terminal in Sines (Terminal Vasco da
Gama) has been launched, but the concession has
not yet been attributed and investments have not
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Reduce the adminis-
trative burden by
shortening procedural
deadlines, using more
tacit approval and re-
ducing document
submission require-
ments.

Remove persistent
regulatory restrictions
by ensuring a proper
implementation of the
framework law for
highly regulated pro-
fessions.

of GDP) are among the lowest in OECD
countries and still below pre-crisislevels.
Some Progress has been made in reducing
administrative burden. The SIMPLEX pro-
gramme introduced further measures intro-
ducing some horizontal simplification and
theimplementation of the once-only prind-
ple has reduced some document submis-
sion obligations, however few sector-spe-
cific simplification has been achieved. The
production of evidence by the applicant is
still the norm rather than the exception; re-
sponsible declarations is a form of control
seldom taken up by the Portuguese admin-
istration. Burdensome authorisation proce-
dures remain the preferred manner of entry
control for service providers, with long pro-
cedural deadlines for decision and absence
of tacit approval persisting in too many in-
stances.

No Progress has been made in removing
persistent regulatory restrictions for highly
regulated professions, however some pre-
liminary steps in the right direction have
been taken. In July 2018 a study conducted
jointly by the OECD and the Portuguese
Competition Authority was published. It
identified restrictions to competition in the
legal framework of highly regulated profes-
sions and presented a number of reform rec
ommendations. It is expected that the Por-
tuguese Government will follow up on the
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low carbon and energy
transition and extending
energy interconnections,
taking into account re-
gional disparities.

yet started. The public tendering for the new con-
tainer terminal in Barreirois yet to be launched.
Some Progress. Measures are being taken to in-
crease the deployment of renewable energy. The
solar PX auction held in July was successful in at-
tracting investment commitments for deploying
new solar capacity (1.2 GW) at competitive prices.
The adoption in October 2019 of the new regula-
tory framework addressing self- consumption and
renewables communities should also provide in-
centives for decentralised energyinvestments. Still,
challenges remain to streamline administrative
procedures with respect to new renewables pro-
jects. Progress has been limited on the energy effi-
ciency front, with primary energy consumption ris-
ing between 2014 and 2017. However, the govem-
ment has announced additional measures such as
raising awarenessand revisingthe regulation in in-
dustry, buildings and transport, which would have
a positiveimpact on energy efficiency investments.
Portugal has been actively involved in regional fora
to improve energy connectivity of the Iberian Pen-
insula. Further progress is needed to advance the
new electrical interconnection between Portugal
(Minho) and Spain (Galicia). Portugal is on trac to
achieve its effort sharing emission targetwhere fur-
ther emissions reductions in sectors such as
transport, buildings, agriculture andwaste @nbe a
cost-efficient way for the EU to reach its overalltar-
get.
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e Increase the efficiency
of administrative
courts, inter alia by de-
creasing the length of
proceedings.

reform recommendations, however the ex-
tent of the action as well as the timeframe
areyet to be defined.

Some Progress.According to data provided
by the Portuguese authorities the overall
evolution as regards clearance rates in Ad-
ministrative and Tax Courts between 2015
and 2017 showed a sustainedimprovement
(79.9 % in 2015 and 105 % 2017 [1]). Disposi-
tion time remains high and its reduction for
the same period is slow (2015: 992 days,
2016: 911 days, 2017: 988). Portugal intro-
duced a set of measures to reduce case-
backlogs and additional measures to pro-
mote further e-justice andthe specialization
of courts. As regards insolvency proceed-
ings, new measures have been taken. All
these measures are expected to have a pos-
itive impact on the efficiency of the PT Jus-
tice systemin the near future.

4.Allow for a swifterrecovery of the
collateral tied to non-performing
loans by increasing the efficiency
of insolvency and recovery pro-
ceedings. Reduce the administra-
tive and regulatory burden on busi-
nesses, mainly by reducing sector-
specific barriers to licensing. De-
velop a roadmap to reduce re-
strictions in highly regulated pro-
fessions. Increase the efficiency of
administrative and tax courts, in
particular by decreasing the length
of proceedings.

Split into Sub-CSRs
e Allow for a swifter recov-
ery of the collateral tied to
Some Progress. The effi-
ciency of insolvency and
non-performing loans by
increasing the efficiency
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Some Progress. The efficiency of insolvency and
recovery proceedings has been increasing at aslow
pace, notwithstanding some reforms and the intro-
duction of technology in some instances. Overall
time lags are still very high in European compari-
son.
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of insolvency and recov-
ery proceedings.

Reduce the administra-
tive and regulatory bur-
den on businesses, mainly
by reducing sector-spe-
cificbarriers to licensing.

Develop aroadmap to re-
duce restrictions in highly
regulated professions.

Increase the efficiency of
administrative and tax

Limited Progress. Over the last years several
measures introduced mainly under the SIMPLEX+
programme favoured improvements in the busi-
ness environment overall, especially when it comes
to the introduction of the once- only principle and
e-government policies. New initiatives were
launched in 2019 through SIMPLEX+ and Capi-
talizar programmes addressing the business envi-
ronment, due for implementation in the coming
months, such as a funding portal for firms and the
introduction of a modernised early warning mech-
anism. However limited progress was achieved in
reducing sector- specific burden for licensing. Re-
forms seldom replace ex ante by ex post controls,
oreven rely on responsible declarations to replace
the numerous authorisation schemes in place.
Long procedural deadlines for decision and even
absence of tacitapproval persist.In 2019, progress
in this respect was recorded only for pressure
equipment.The roll out of the Point of Single Con-
tact for service activities and regulated professions
is progressing slowly. Portugal is making efforts, in-
cluding with the cooperation with the Structural
Reform Support Service, to improve regulatory im-
pactassessment, in particular with the ambition to
introduce cost- benefit analysisand to putin place
an effective consultation system.

No Progress. No progresshasbeen made inreduc
ing regulatory restrictionson highly regulated pro-
fessions, which remain sheltered from competition.
A roadmap to reduce restrictions in highly regu-
lated professions has not been developed. This is
despite repeated recommendations from the Euro-
pean Commission and the recommendations from
the OECD and Portuguese Competition Authority
(2018).

Some Progress. The clearance rate in administra-
tive and tax courts has increased and there has
been a reduction in case backlogs and disposition
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courts, in particular by de- | time.However, proceedings before tax and admin-

creasing the length of | istrative courts remain among the lengthiestin the

proceedings. EU.Measures aiming at further improvements con-
tinue to be implemented.
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SGP:CSR 1
MIP: -

Assessment ofimplementation
of 2018 CSRs

February 2019

2019 CSRs Assessment ofimplementation
SGP:CSR 1 of 2019 CSRs
MIP: CSR1,2,3,5 February 2020
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1. Ensure compliance with the
Council recommendation of 22
June 2018 with a view to cor-
recting the significant deviation
from the adjustment path to-
ward the medium-term budg-
etary objective. Ensure the full
application of the fiscal frame-
work. Strengthen tax compli-
ance and collection.

Splitinto Sub-CSRs

e Ensure compliance
with the Council rec-
ommendation of 22
June 2018 with a view
to correcting the sig-
nificant deviation

EimiteProgressl this overall assessment

of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Convergence Programme for Ro-
mania (without using or explicitly refening
to the assessment grid used for other CSRs):
“In 2018, Romania continued to deviate fur-
ther away from the MTO. The growth of net pri-
mary government expenditure was well above
the expenditure benchmark, pointing to a sig-
nificant deviation (deviation of 2.4% of GDP).
The structural balance remained broadly sta-
ble at around -3.0% of GDP, also pointing to a
significant deviation from the recommended
structural adjustment (deviation of 0.8% of
GDP). Following an overall assessment, this
points to a significant deviation from the
recommended adjustment path towards
the MTO. This assessment is in line with the
earlier conclusion of 4 December 2018, in
which the Council found that Romania had
not taken effective action in response to
the Council recommendation of 22 June
2018. Both in 2019 and in 2020, thereis a risk
of deviation from the recommended structural
adjustment, both based on the programme
and based on the Commission 2019 spring
forecast.” (p. 20).

Seegrey part above.

1. Ensure compliance with the | [iiiMGCIBROGRESS (this overall assessment of CSR 1
Council recommendation of 14 | does notincludean assessmentof compliance with
June 2019 with a view to correcting | the Stability and Growth Pact; the Stability and
the significant deviation from the | Growth Pact compliance assessment will be added
adjustment path toward the me- | to the table once the Commission has carried out
dium-term budgetary objective. | such an assessment, probably in May/June 2020,
Ensure the full application of the | onthe basis of final datafor 2019).

fiscal framework. Strengthen tax

compliance and collection.

Split into Sub-CSRs

e Ensure compliance with | Compliance with the Stability and Growth Pact is
the Council recommen- | outside the scope of assessment of the Country
dation of 14 June 2019 | SpecificRecommendationsin the Country Report.
with a view to correcting
the significant deviation
from the adjustment path
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from the adjustment
path toward the me-
dium-term budgetary

objective.

e Ensurethefull applia-
tion of the (fiscal
framework.

e Strengthen tax com-
pliance and collection.

No Progress on ensuring the application of
the fiscal framework. The 2018 budget did
not comply with the deficit rule, which re-
quires compliance with the adjustment path
towards the medium-term structural objec
tive. The 2018 budget amendment from
September broke, among others, rules pro-
hibiting increases in: (i) the nominal head-
line and primary deficit ceilings during the
fiscal year; and (ii) personnel expenditure
and total government expenditure exclud-
ing EU funds during the fiscal year.The sec-
ond 2018 budget amendment, published in
November, also broke several nationalfisal
rules.Moreover, as in previous years, the au-
thorities did not send an update of the me-
dium-term fiscal strategy to Parliament by
the statutory August deadline.

Limited Progress. The Romanian tax ad-
ministration (ANAF) has recently updated its
guidelines on the registration of certified
cash registers and the issuing of single iden-
tification numbers for cash registers. They
have been more active in using risk assess-
ment for the management and auditing of
taxpayers, mostly for value-added tax (VAT)
and corporate income tax purposes. How-
ever, the relative weight of the unobserved
economy is about 22.5 % while the VAT gap
(i.e. the difference between the VAT liability
theoretically due and VAT actually collected)
remained the highest in the EU in 2016 (at
about 36 %). The introduction of the cash
registers with an electronic memory con-
nected to the servers of ANAF is slowly being
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toward the medium-term
budgetary objective.

Ensure the full application
of thefiscal framework.

Strengthen tax compli-
ance and collection.

No Progress. As in previous years, the national fis-
cal framework has not been respected. The fiscal
rules laid down in the Fiscal Responsibility Law “re-
mained inoperable” with respect to the 2019 and
2020 budgetary laws, as the authorities continued
its practice of derogating from them (Fiscal Coundl
2019a and 2019d). In particular, the 2019 budget
target of a headline deficit of 2.76% of GDP was in-
consistent with the structural deficit rule. Budget
amendments adopted in August and November
2019 also derogated from a number of rules, in par-
ticular, in the latter case, by increasing the 2019
deficit target to 4.4% of GDP (Fiscal Council, 2019c¢).
Moreover, as in previous years, the authorities did
not send an update of the medium-term fiscal
strategy to Parliament by the statutory August
deadline, thereby undermining its guiding role.
The 2020 budget and the accompanying fisal
strategy also derogated from severalfiscal rules, in
particular by targeting a headline deficit of 36% of
GDP (Fiscal Council,2019d and 2019e).

Limited Progress. Compliance ratios for filing tax
declarations have remained relatively stable. The
VAT gap is estimated to have dropped marginally
from 35.9% in 2016 to 35.5% in 2017 and, according
to preliminary estimates, to have fallen to 32% in
2018. However, it still is among the highest in the
EU. The National Agency for Fiscal Administration
did not meetits revenuecollection targetsfor 2019,
partially because of an over-optimistic prognosis of
these targets.
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implemented, also due to suppliers' short-
ages.

2. Complete the minimum in- | [ iCCIBIOGRESS]

clusion income reform. Improve
the functioning of social dia-
logue. Ensure minimum wage
setting based on objective cri-
teria. Improve upskilling and
the provision of quality main-
stream education, in particular
for Roma and children in rural
areas. Improve access to
healthcare, including through
the shift to outpatient care.

Split into Sub-CSRs
e Complete the mini-
mum inclusion in-
come reform.

e Improve the function-
ing of social dialogue.

No Progress. The Law on minimum inclu-
sion income is expected to enter into force
in April 2019. However, no visible progress
has so far been observed.

Limited Progress. The social dialogue lawis
currently in being debated in Parliament af-
ter a long period of consultation with rele-
vant stakeholders. Another competing pro-
posal, drafted with the help of some sodal
partners, has also been put forward. Both
legislative initiatives are being debated to-
gether.Currently, most social dialogue takes
place formally, within the Economicand So-
cial Council and the Social Dialogue Com-
mittees. Despite the established framework
of dialogue and consultations, the stability

3. Improve the quality and inclu-
siveness of education, in particular
for Roma and other disadvantaged
groups. Improve skills, including
digital, notably by increasing the
labour market relevance of voca-
tional education and training and
higher education.Increase the cov-
erage and quality of social services
and complete the minimum inclu-
sion income reform. Improve the
functioning of social dialogue. En-
sure minimum wage setting based
on objective criteria, consistent
with job creation and competitive-
ness. Improve access to and cost-
efficiency of healthcare, including
through the shift to outpatient
care.

Split into Sub-CSRs
e Improve the quality and
inclusiveness of educa-
tion, in particular for
Roma and other disad-
vantaged groups.

e Improve skills, including
digital, notably by in-
creasing the labour mar-
ket relevance of voca-

tional education and
training and higher edu-
cation.
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Limited Progress. Challenges of qualityand indu-
siveness of education persist, in particular, in par-
ticularin rural areas and for Roma and other disad-
vantaged groups, with consistent low educational
outcomes and high rates of early school leaving.
Some reforms are underway but theirimplementa-
tion is delayed and resultsare yet to be seen.

No Progress. Urgent measures are needed to ad-
dress problems with the acquisition of basic skills at
schooland improve the digital literacy of the pop-
ulation. The percentage of young people who as-
sess their digital skillsas low is the highest in the EU
(41% vs 14% EU average). Students enrolled in VET
programs have limited exposure to work-based
learning.The low labour marketrelevance of voa-
tional educationandtrainingandhigher education
has a negative impact on graduates’job prospeds
(69% of VET graduates are employed vs 795% EU
average). The ESF is supporting efforts to increase
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e Ensure minimum
wage setting based on
objective criteria.

e Improve  upskilling
and the provision of
quality  mainstream
education, in particu-
lar for Roma and chil-
dreninrural areas.

e Improve access to
healthcare, including
through the shift to
outpatient care.

and the role of these institutions weakened
in the most recent period.

No Progress. Minimum wage levels con-
tinue to be setin an ad-hocmanner,and are
not based on a comprehensive and predict-
able mechanism.

Limited Progress in improving the provi-
sion of quality inclusive mainstream edua-

tion, in particular for children in rural areas
and Roma. The measures financed by the
European Social Fund are in early stages of
implementation. Work on developing the
early warning mechanism to prevent school
dropout continues. The methodology to
monitor and prevent school segregation has
not been adopted yet. Overall, early school
leaving remains very high. Rural-urban dis-
parities and Roma inclusionin education re-
main problematic. While the authorities are
planning some measures, active labour mar-
ket policies continue to provide limited fo-
cus on upskilling. A global assessment of
skills needs forvariouseconomic sectors still
needs to be developed and implemented.
Limited Progress. Since 2018 there have
been serious delaysin key areas such as in-
tegrated community care centres, funding
of regional hospitals with related care refer-
ral plans, etc.In other relevant areas (such as
the uptake of one-day planned surgeries)
the effectiveness of previously taken
measures remains to be demonstrated.
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Increase the coverage

and quality of social ser-
vices

Complete the minimum
inclusion income reform.

Improve the functioning
of social dialogue.

the relevance of VET, but a comprehensive reform
is lacking.

Limited Progress. The social reference index, used
as a basis for most social benefits, has not been up-
dated sinceits introductionin 2008. Progress in the
provision of social services remains insufficient, in
particularin rural areas. Misalignment between de-
centralization of social services andfinancial means
increased further in 2019, with a negative impact
on the effectiveness and quality of service delivery
atlocal level and for poor communities. The EU co-
funded pilot project to introduce integrated teams
at community level is under implementation with
thefirst visible results expected in 2020.

No Progress. The implementation of the minimum
inclusion income has been again postponed to
2021.

Limited Progress. The involvement of social part-
ners in policymaking remains limited. Despite the
established framework, this remainsrather a proce-
dural requirement than a genuine dialogue. The
authorities reportincreasedrates of collective bar-
gaining coverage (45% in 2019). This could result
from collective bargaining becoming temporarily
mandatory for all employers, following the shift of
social security contributions in 2017.However, the
situation of collective bargainingat sectorlevel has
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3. Increase the predictability of
decision-making by enforcing
the systematicand effective use
of regulatory impact assess-
ment and stakeholder consulta-
tion and involvementin the de-
sign and implementation of re-
forms.Improve the preparation
and prioritization of large infra-
structure projects and acceler-
ate their implementation, par-
ticularly in the transport, waste
and waste water sectors. Im-
prove the transparency and ef-
ficiency of public procurement.
Strengthen the corporate gov-
ernance of state-owned enter-
prises.

Split into Sub-CSRs

e Ensure minimum wage
setting based on objec-
tive criteria, consistent
with job creation and
competitiveness.

e Improve access to and
cost-efficiency of
healthcare, including
through the shift to out-
patient care.

5. Ensure that legislative initiatives
do not undermine legal certainty
by improving the quality and pre-
dictability of decision-making, in-
cluding by appropriate stakeholder
consultations, effective impact as-
sessments and streamlined admin-
istrative procedures. Strengthen
the corporate governance of state-
owned enterprises.

Split into Sub-CSRs

183

not changed. Discussions on changes to the legis-
lative framework and the revision of sectors have
stalled.

Limited Progress. According to the authorities,
theincrease in the minimum wage as of 1 January
2020 was based on a formula taking several eco-
nomicindicators into account, such as the inflation
rate and labour productivity. The decision was pre-
ceded by discussions with the trade unions and
employers’ organisations. However, an objective
mechanismis notyetin place.

Limited Progress. There has been limited progress
in improving access to healthcare. Unmet needs for
medical examination reported by patients are high
and increasing again. A sustained policy of incen-
tivising healthcare delivered outside of hospitalin-
patient settings by the National Insurance House
may trigger a natural shift towards ambulatory
care. The overall policy measures of the Romanian
health system to facilitate this shift did not im-
prove.



IPOL | Economic Governance Support Unit

e Increase the predicta-
bility of decision-mak-
ing by enforcing the
systematic and effec-
tive use of regulatory
impact  assessment
and stakeholder con-
sultation and involve-
ment in the design
and implementation
of reforms.

e Strengthen the corpo-
rate governance of
state-owned enter-
prises.

e Improve the prepara-
tion and prioritization
of large infrastructure

No Progress. There s still persistent legisla-
tive instability and lack of decision-making
predictability, which risk eroding investors'
confidence. Regulatory impact assessments
continue to be formalistic, although their
quality and actual use vary across sectors. A
robust policy monitoring mechanism with a
transparent reporting system is lacking, and
ex-post evaluations are carried out onan ad-
hocbasis. The legal and institutionalframe-
work for a quality control function ofimpact
assessments at government level has not
been formally established. Stakeholders’ in-
volvement in policy-making remains lim-
ited. The quality of public consultation con-
tinues to be hindered by operational factors,
such as short periods of consultation, late
announcement ofimportantlegislative initi-
atives, and limited follow-up and feedback
to stakeholders duringand after the consul-
tation process.

No Progress. Corporate governance legisla-
tion applicable to state-owned enterprisesis
robust but only sparsely applied. The ex-
emption of some 100 companies from the
legislation, adopted end-2017, has been
barred by the Constitutional Court on proce-
dural grounds, but was again approved by
the Senatein June 2018 and awaits final ap-
provalin the lower house.

Limited Progress. Large infrastructure pro-
jects are being prepared and sent to the Eu-
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Ensure that legislative ini-
tiatives do not undermine
legal certainty by improv-
ing the quality and pre-
dictability of decision-
making, including by ap-
propriate  stakeholder
consultations, effective
impact assessments and
streamlined administra-
tive procedures.

Strengthen the corporate
governance of state-
owned enterprises.

No Progress. Predictability of decision making re-
mains a concern, with no tangible progress. Less
than 30% of the annual government plan is re-
spected and the number of emergency ordinances
is still very high, with some having major socio-eco-
nomicimpact (Ex. GEO 114/2018). There is no man-
datory ex-ante impact assessment for emergency
ordinances and no requirement for public consul-
tations. The quality and effective use of ex-ante
regulatory impact assessments continue to vary
significantly, with no legal institutional framework
fora quality control function at governmental level.
Moreover, although different formal structures ex-
ist, the quality of public consultations is deteriorat-
ing.Publicconsultations are generally perceived as
formal and of low quality, and the involvement of
social partners and other relevant stakeholders is
limited. Social partners and other relevant stake-
holders report not being adequately consulted.
However, several EU funded projects are ongoing
to reinforce the methodology and tools for regula-
tory impact assessments and to increase know-
how across the central public administration. In
March 2019, a new version of the online platform
for public consultations was launched to facilitate
interactions between authorities and relevant
stakeholders.Important legislation amending gov-
ernment emergency ordinance 114/2018 was
adopted in the first half of the yearwithout impact
assessmentand proper stakeholderconsultation.
No Progress. The corporate governance law is still
only loosely applied. The appointment of interim
boards has become a standard practice. The finan-
cial penalties applied for administrative offences
are symbolicand do not have the power to change
the overall behaviour. The operational and finan-
cial results of most state-owned enterprises deteri-
oratedin

2019.
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projects and acceler- | ropean Commission forapproval,due in par-
ate their implementa- | ticularto theincreased involvementand co-
tion, particularly in the | operation with the European Investment
transport, waste and | Bank (through the Joint Assistance to Sup-
waste water sectors. port Projects in European Regions pro-
gramme and the Project Advisory Support
instrument).Implementation, however, con-
tinues to lag behind.
e Improve the transpar- | Limited Progress in implementing the na-
ency and efficiency of | tional public procurement strategy. The
publicprocurement. | transition to a new e-procurement system
and the putting in place of legislation on a
Central Purchasing Body to operate at na-
tional level are positive examples. However,
some reforms started under the Action Plan
drafted in the context of the ex-ante condi-
tionality that Romanianhad to fulfil on pub-
lic procurement and which were relevant for
theimplementation of EU funds, have been
stopped and, with the recent adoption of
the government emergency ordinance no
114/2018, even reversed. Furthermore, im-
portant efforts are needed to increase the
capacity of contracting authorities and to
enhance transparency, monitoring and su-
pervision of the public procurement system,
as well as legislative stability and predicta-
bility. The streamlining of ex-ante control of
public procurement should be based on the
measured performance and reliability of
contracting authorities.
2. Safeguard financial stability and | Some Progress.
the robustness of the banking sec
tor. Ensure the sustainability of the
public pension system and the
long-term viability of the second
pillar pension funds.

Split into Sub-CSRs
e Safeguard financial stabil- | Substantial Progress. The bank tax on total assets
ity and the robustness of | introduced by Government Emergency Ordinance
the banking sector.
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114/2018 was removed starting from the begin-
ning of 2020.

e Ensure the sustainability | No Progress. Fiscal sustainability indicators point
of the publicpension sys- | to high risks.Due to a high structural primary defi-
temand cit (which is driven by the significant pension in-

creases contained in the new pension law of sum-
mer 2019), and assuming no-policy change, the
debt-to-GDPratio isset ona fast increasing and up-
ward path. It is projected to rise from 35% in 2018
to beyond the 90% of GDP by 2030. The medium-
term sustainabilitygap indicator('S1’) nearly quad-
rupled with respect to last year and is now among
the highest in the EU. This means that Romania
would require a significant fiscal adjustment to
achieve the debt target of 60% of GDPin 2034.The
long-term fiscal sustainability indicator ('S2),
points to a required fiscal adjustment of 8.8 pps of
GDP in order to ensure that the public debt ratio
stabilises over the long term.This value, one of the
highestamong EU countries, is driven by the initial
budgetary position (a contribution of 5.1 pps of
GDP) and ageing costs, in particular pensions and
health care (a contribution of 3.7 pps of GDP). Both
items are driven by the new pension law.

e the long-term viability of | Some Progress. Several provisions of GEO
the second pillar pension | 114/2018 that threatened the long term viability of
funds. the second pension pillar were repealed or

amended at the beginning of 2020.Thus, the pos-
sibility of opting out of the second pension pillar af-
tera contributory period of 5 years was eliminated
and the increased minimum capital requirements
were eliminated. Also, the significant reduction of
the administrative fees that second pension pillar
fund management companies can charge was re-
versed. These administration fees were even fur-
ther modified, but without prior impact assess-
ment consulted with all relevant stakeholders.

4. Focus investment-related eco- | [iiCOIPROGREsS!

nomic policy on transport, notably

on its sustainability, low carbon en-

ergy and energy efficiency, envi-

ronmental infrastructure as well as
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innovation, takinginto account re-
gional disparities. Improve prepa-
ration and prioritisation of large
projects and accelerate theirimple-
mentation. Improve the efficiency
of public procurement and ensure
full and sustainable implementa-
tion of the national public procure-
ment strategy.

Split into Sub-CSRs
e Focus investment-related
economic policy on
transport, notably on its
sustainability, low carbon
energy and energy effi-
ciency, environmental in-
frastructure as well as in-
novation, taking into ac-

count regional disparities.

e Improve preparation and
prioritisation oflarge pro-
jects and accelerate their
implementation.

PE624.443 187

Limited Progress. Limited progress was made in
drafting feasibility studies for upgrading railway in-
frastructure, and work is lagging considerably be-
hind. This is mostly due to a lack of administrative
capacity and inefficient procurement procedures.
European grants have been allocated to develop a
multi-standard open-access fast charging network
along the TEN-T core network corridors. However,
no projects are planned sofar to ensure alternative
clean fuel supply facilities in ports. There has been
some progress in environmental infrastructure in-
vestment, especially in waste water projects, and
the implementation of projects accelerated to-
wards the end of 2019. In other areas, progress is
more limited, particularly for waste projects. With
regard to nature/biodiversity andair projects there
has been no real progress, even though funds are
available. No progress was made on research and
innovation. Reported official measures are insuffi-
cient to address both the under-financing of R&
and the structural problems in the public science
base and R&D private sector. Without a significant
increase in the publicR&D budget plusrelated reg-
ulatory measures toincrease R&D qualityand inno-
vation, little progress is expected.

Limited Progress. In the twin context of the cur-
rent EU cohesion policy funds implementation and
the preparation of the next programming period
(2021-2027), the Romanian authorities have started
to speed up the implementation of large projects
and have submitted to the Commission a number



IPOL | Economic Governance Support Unit

of projects in fields such as transport, health and
wastewater management. However, the Fiscal
Strategy 2020-2022 adopted in December 2019
contains low levels of planned capital expenditure
and of planned spending on projects co-financed
by the EU.

e Improve the efficiency of | Some progress. While some progress in the imple-
public procurement and | mentation of certain commitments under the na-
ensure full and sustaina- | tional public procurement strategy has been made,
ble implementation of | others were stopped or even reversed. The new
the national public pro- | eprocurement system, the adoption of an ambi-
curement strategy. tious national professionalisation strategy as well

as the newly functional centralised public procure-
ment body (ONAC) are positive examples. How-
ever, the changes to the ex-ante control mecha-
nism create significant risks in terms of the effi-
ciency and implementation of EU funds. Moreover,
the persistent unpredictability of the legislative
changes in the public procurement field, made
without prior public consultationsand relevantim-
pactassessments, reinforces the lack of confidence
in the public procurement system and ultimately
affects its efficiency.
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2018 CSRs
SGP:CSR 1

MIP: -

1. Ensure that the nominal

Assessment ofimplementation
of 2018 CSRs

February 2019

2019 CSRs
SGP:CSR 1
MIP: -

Assessment ofimplementation
of 2019 CSRs

February 2020

growth rate of net primary gov-
ernment expenditure does not
exceed 3,1 % in 2019, corre-
sponding to an annual struc-
tural adjustment of 0,65 % of
GDP. Adopt and implement the
healthcare and health insur
ance act and the planned re-
form of long-term care. Ensure
the long-term sustainability
and adequacy of the pension
system, including by increasing
the statutory retirement age
and by restricting early retire-
ment. Increase the employabil-
ity of low-skilled and older
workers through lifelong leam-
ing and activation measures.

Splitinto Sub-CSRs

e Ensure that the nomi-
nal growth rate of net
primary government
expenditure does not
exceed 3,1 % in 2019,

PE624.443

BimitSEIPROGgrEss this overall assessment

of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGPin its assessment of
the 2019 Stability Programme for Slovenia
(without using or explicitly referring to the
assessment grid used for other CSRs):
“According to the Stability Programme, Slove-
nia plans a growth rate of government ex-
penditure, net of discretionary revenue
measures, which is above the applicable ex-
penditure benchmark rate in 2019. Slove-
nia also plans animprovement of the struc-
tural balance by 0.2% of GDP in 2019, be-
low the recommended adjustment. Slove-
nia plans to be close toits MTO in 2020, while
the expenditure benchmark would point to a
risk of a significant deviation from the require-
ment over 2019 and 2020 taken together. If the
structural balance is no longer projected to be
close to the MTO in future assessments, an
overall assessment would need to takeinto ac-
count a possible deviation from the require-
ment. This path implies that based on the
Stability Programme, there is a risk of sig-
nificant deviation in 2019 and a risk of some
deviation in 2020 from the required adjust-
ment path towards the MTO. Based on the
Commission 2019 spring forecast, these con-
clusions are confirmed.” (p. 22)

Seegrey part above.

1. Achieve the medium-term budg-
etary objective in 2020. Adopt and
implement reforms in healthcare
and long-term care that ensure
quality, accessibility and long-term
fiscal sustainability. Ensure the
long-term sustainability and ade-
quacy of the pension system, in-
cluding by adjusting the statutory
retirement age restricting early re-
tirement and other forms of early
exit from the labour market. In-
crease the employability of low-
skilled and older workers by im-
proving labour market relevance of
education and training, lifelong
learning and activation measures,
including through better digital lit-
eracy.

Split into Sub-CSRs

o Achieve the medium-
term budgetary objective
in 2020.
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BIMIEEEIPROGRESS (this overall assessment of CSR 1

does notincludean assessmentof compliance with
the Stability and Growth Pact; the Stability and
Growth Pact compliance assessment will be added
to the table once the Commission has carried out
such an assessment, probably in May/June 2020,
on the basis of final datafor 2019).

The compliance assessment with the Stability and
Growth Pact will be included in Spring when final
data for 2019 will be available.


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1538474984830&uri=CELEX%3A32018H0910%2823%29
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-slovenia_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-slovenia_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10177-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0523
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584543810241&uri=CELEX%3A52020SC0523
https://ec.europa.eu/info/sites/info/files/economy-finance/24_si_sp_assessment_0.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/24_si_sp_assessment_0.pdf
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corresponding to an
annual structural ad-
justment of 0,65 % of
GDP.

e Adopt and implement
the healthcare and
health insurance act

e and the planned re-
form of long-tem
care.

e Ensure the long-term
sustainabilityand ade-
quacy of the pension
system, including by
increasing the statu-
tory retirement age
and by restricting
early retirement.

e Increase the employa-
bility of low-skilled
and older workers

No Progress. Slovenia has not proposed
any specific measure(s) to address the CSR
However, the authorities announced that a
new draft Healthcare Act would be adopted
by the end of 2019.

No Progress. The government intends to
address LTC legislation only after adoption
of healthcare act.

No Progress. No concrete measures have
been taken to ensure the long-term sustain-
ability and adequacy of the pension system,
whether by increasing the statutory retire-
ment age or by restricting early retirement.

Limited Progress. The Slovenian govem-
ment continued its efforts to increase the
employability of low-skilled and older work-
ers through lifelong learning and schemes
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Adopt and implement re-
formsin healthcare

and long-term care that
ensure quality, accessibil-
ity and long-term fiscal
sustainability.

Ensurethe long-term sus-
tainability and adequacy
of the pension system, in-
cluding by adjusting the
statutory retirement age
restricting early retire-
ment and other forms of
early exit from the labour
market.

Increase the employabil-
ity of low-skilled and
older workers by improv-
ing labour market rele-
vance of education and

Limited Progress. The Member State has not yet
presented the legislative act (Health Care and
Health Insurance Act) in the governingor legislator
body. The proposal is not been included in the
2019-2020 National Reform Programme. A new
Health Care and Health Insurance Act is in the Work
Programme of the Ministry of Health and is cur-
rently being worked on by the services. It is ex-
pected to be discussed by the Government of the
Republic of Slovenia in mid-2020 (its adoption by
the National Assembly is expected in the autumn
of 2020). Other measures have been announced
but these only address the CSRto a limited extent
The European Commission under the Structural Re-
form Support Programme helps Sloveniato imple-
ment key health sector reforms in the areas of
health system governance, hospital financing,
quality of care,and long-term care.

No Progress. The reform is not included in the
2019-2020 National Reform Programme. The work
programme of the Ministry of Health envisages the
proposal of the act of long-term care to be submit-
ted for publicdiscussion in January 2020 and adop-
tion potentially still in 2020.

Limited Progress. The pension reform adopted in
November 2019 improves the adequacy of pen-
sions but puts a strain on the sustainability of the
pension system in the longterm. At the same time,
measures taken in 2012 to limit early retirement
seem to be having some effect, but the early exit
from the labour market remains a challenge.

Some Progress. In 2019, Slovenia adopted amend-
ments to labour market regulation act aimed at
faster activation and higher social security of un-
employed people.Changes in unemployment ben-
efits will also likely influence unemploymentlevels
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through lifelongleam- | to help the inactive find work. However, par- training, lifelong leaming | of older people (prior to retirement). The authori-
ing and activation | ticipation in adult learning s still low, espe- and activation measures, | ties also implemented additional labour market
measures. cially among the group of older workers and including through better | measures that provide life-longlearning and train-

the low-skilled. digital literacy. ing measures relevant for labour market needs.

There are also soft measures (through competence
centres for human resources development; Sup-
port to Enterprises for active ageing of Labour
Force) to improve employment of older people and
long-term unemployed.Finally, ALMPs also appear
to better target older people (31% until August
2019) and long-term unemployed (28%), though
this still leaves room for improvement. Conceming
the aspect of "better digital literacy”, Slovenia has
made only limited progress: Some projects for dig-
ital transformation of economy have been put in
place and are at cruising speed through the Strate-
gic Research and Innovation Partnerships. Further,
there are several pilot actions in schools for improv-
ing digital literacy. However, no changes have been
made into schoolcurricula toenhance the teaching
of digital skills in schools. Finally, no review or up-
date of digital programme in existing curricula has

taken place.

2. Develop alternative sources | Some Progress. 2. Supportthedevelopmentofeq- | Some Progress.

of financing for fast-growing uity markets.Improve the business

companies. Lower the barriers environment by reducing regula-

for market entry through the re- tory restrictions and administrative

vision of product market regu- burden.Improve competition, pro-

lation and limiting administra- fessionalisation and independent

tive burden. Enhance competi- oversight in public procurement.

tion, professionalisationand in- Carry out privatisations in line with

dependent oversight in public the existing plans.

procurement.Carry out the pri-

vatisations inline with to the ex-

isting plans.

Split into Sub-CSRs Split into Sub-CSRs

e Develop alternative | Some Progress. In 2018 Slovenia took im- e Supportthedevelopment | Limited Progress. Slovenia continued implement-

sources of finandng | portant steps in the implementation of, no- of equity markets. ing support measures launched earlier on in order
for fast-growing com- | tably, the Slovene Equity Growth Invest- to strengthen its equity markets. Major new initia-
panies. ment Programme and the Central European tives were notlaunched in 2019.
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e Lower the barriers for
market entry through
the revision of product
market regulation and
limiting administra-
tive burden.

e Enhance competition,
professionalisation

and independent
oversight in public
procurement.

Fund-of-Funds. These steps related to sup-
port amounts, intermediaries and benefi-
ciaries. The Ljubljana Stock Exchange has
improved its support for SME listings. Slove-
nia also adopted an action plan on block
chain technology, which is also used for
crypto-currencies and initial coin offerings.
Some Progress. Slovenia adopted the In-
vestment Promotion Act in early 2018. This
act facilitates investment inter alia by har-
monising support conditions for domestic
and foreign investors and by reducing bani-
ers for strategicinvestments. Impact assess-
ments are performed for draft laws under
regular parliamentary procedure but not for
the many laws in urgent procedure. Stake-
holders benefit since 2018 from a new
online tool for their input to this SME test
Slovenia’s justice system also continued re-
ducing the backlog of pending cases.Slove-
nia also progressed with one-stop online
portals for key administrative procedures
and with the so-called "Single Document”. A
good part of the suggested administrative
burden reduction measures, as well as
planned measures to reduce regulatory re-
strictions on professions is still pending.
Limited Progress. In May 2018, Slovenia
presented an action plan detailing planned
improvements, notably on further profes-
sionalisation of public procurement, for
2018-2020. Slovenia also made progress in
rolling out e-procurement, which is widely
used since April 2018. Rather little progress
was made to increase competition in pro-
curement, which remains a key problem.
Slovenia also did not strengthen the inde-
pendence of the National Review Commis-
sion. Slovenia did not achieve a higher de-
gree of tender aggregation for health sector
procurement.
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Improve the business en-
vironment by reducing

regulatory  restrictions
and administrative bur-
den.

Improve competition,

professionalisation and
independent oversight in

public procurement.

Some Progress. Slovenia continued to implement
its burden reduction efforts, such as underthe Sin-
gle Document, the SME test and e-government.
Slovenia has removed certain restrictionsin the ac
cess to the professions of lawyer and real estate
agent.Nevertheless, the legal professions (lawyers
and notaries) remain highly regulated.

Some Progress. Slovenia adopted an important
reform of the National Reform Commission,
thereby strengthening independent oversight in
public procurement. Setting upthe newly foreseen
structures is still to be done. Slovenia also contin-
ued implementing its Action Plan to increase pro-
fessionalisation. Competition benefits from e-pro-
curement as well as from good efforts to facilitate
SME participation in tenders, but remains a prob-
lem.
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e Carryouttheprivatisa- | Some Progress. Slovenia made some pro- e Carryoutprivatisationsin | Some Progress. Another 10% of the shares of NLB,
tionsinlinewithto the | gressin the privatisation of SOEs as only one line with the existing | have been sold, and the sale of Abanka has been
existing plans. privatisation took place in 2018. With the plans. finalised in 2019, in line with obligations under

partial privatisation of Slovenia’s biggest State aid rules; however, other privatisations have
bankin 2018 and the launch of the sale of its cometo a halt.

third biggest bank, Slovenia tookimportant
steps in implementing its privatisation list.
3. Focus investment-related eco- | [ilCCIPROGRESS!
nomic policy on research and inno-
vation, low carbon and energy
transition, sustainable transport,in
particular rail, and environmental
infrastructure, taking into account
regional disparities.

Split into Sub-CSRs
e Focus investment-related | Some Progress. Slovenia has not fully imple-
economic policy on re- | mented its research and innovation strategy, and
search and innovation, there is little harmonisation among different poli-
cies and strategies.
e low carbon and energy | Limited Progress. Climate change adaptation re-
transition, ceived about€90 million for climate change adap-
tation from the cohesion policy for 2014-2020. The
selection and implementation of projects has im-
proved.However,a comprehensive climate change
strategy covering allsectors has not been prepared
yet. A more specific requlatory framework for the
adaptation to climate changeis planned to be pro-
vided in the Environmental Protection Law, which
is currently being adopted. The use of low carbon
energy remains limited and there are lags in the im-
plementation of the programme the fields of
transportand power generation.
e sustainable transport, in | Some Progress. Slovenia publishedan investment
particular rail,and plan for transport to increase the funding of rail-
ways and sustainable mobility in the period 2020-
2025. Italso adopted an ‘Action plan for alternative
fuels in transport’ setting specific objectives and
measures for uptake of alternative fuels in
transport.
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e environmental infrastruc- | Limited Progress. Slovenia accelerated the imple-
ture, taking into account | mentation of the EU co-financed wastewater pro-
regional disparities. jects butinvestment gap still prevails in this sector.

In addition, the integration of environmental as-
pects, particularly, nature considerations, into plan-
ning and implementing infrastructure projects, is
challenging. To tackle the challenges in the water
sector, the Government proposed an amendment
of the national water legislation in December 2019.
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2018 CSRs Assessment ofimplementation 2019CSRs Assessment ofimplementation
SGP: CSR 1 of 2018 CSRs SGP: CSR 1 of 2019 CSRs

MIP: - February2019 MIP: - February 2020

1. Ensure that the nominal = Some Progress (this overall assessment of | 1. Achieve the medium-term budg- | |iIGONPROGEESE (this overall assessment of CSR 1
growth rate of net primary gov- | CSR 1 does not include an assessment of | etary objective in 2020. Safeguard | does notincludean assessmentofcompliance with

ernment expenditure does not | compliance with the SGP). the long-term sustainability of | the Stability and Growth Pact; the Stability and
exceed 4,1 % in 2019, corre- publicfinances, notably that ofthe | Growth Pact compliance assessment will be added
sponding to an annual struc- | In June 2019, the Commission evaluated | healthcare and pensionsystems. to the table once the Commission has carried out
tural adjustment of 0,5 % of | compliance with the SGPin its assessment of such an assessment, probably in May/June 2020,
GDP. Implement measures to | the 2019 Stability Programme for Slovakia on the basis of final datafor 2019).

increase the cost effectiveness | (without using or explicitly referring to the
of the healthcare system and | assessment grid used for other CSRs): “Ac-
develop a more effective | cording to the Stability Programme, Slovakia
healthcare workforce strategy. | plans a growth rate of government expendi-
ture, net of discretionary revenue measures,
which isin line with the applicable expenditure
benchmark rate in both 2019 and 2020. On
this basis Slovakia also plans an improvement
of the structural balance of 0.5% of GDP in
2019, when it plans to be close to the MTO. The
Programmeis based on unspecified consolida-
tion measures, posing risks to meeting the
headline targets. By contrast, based on the
Commission 2019 spring forecast, the
headline deficit is expected to fall to 0.5%
of GDP in 2019 but increase again to 0.6%
of GDP in 2020. This path implies signifi-
cant deviations from the required adjust-
ment path towards the MTO according to
both pillars in both 2019 and 2020 when
looking at the respective two year aver-
ages. The lack of consolidation effort in 2018
is expected not to be compensated sufficiently

Splitinto Sub-CSRs inyears 2019 and 2020.” (p.21) Split into Sub-CSRs
e Ensure that the nomi- | Seegrey part above. e Achieve the medium- | The compliance assessmentwith the Stability and
nal growth rate of net term budgetary objective | Growth Pact will be included in Spring when final
primary government in 2020. data for 2019 will be available.

expenditure does not
exceed 4,1 % in 2019,
corresponding to an
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annual structural ad-
justment of 0,5 % of

GDP.

e Implement measures | Some Progress. Inefficiencies in healthare e Safeguard the long-tem | Limited Progress. Regarding healthcare: In 2019,
toincreasethe costef- | spending are being tackled, including sustainability of public fi- | the Ministry of Finance carried out a third
fectiveness of the | through better procurement. Healthcare nances, notably that of | healthcare spending review. The implementation
healthcare system and | staffing is receiving the policy attention it the healthcare and pen- | of measures identified in previous spending re-
develop a more effec- | deserves although tangible results are slow sion systems. views has improved the efficiency of the public
tive healthcare work- | to emerge. Public hospitals and the overall health insurance system. However, the expendi-
force strategy. care system are seeing less progress, includ- ture of university hospitals has also increased

ing in the financial performance of the for- mainly due to the automatic rise in the wage bill
mer. The introduction of a performance budgeting sys-

tem, which should improve allocation efficiency, is
in preparation. The cabinet approved strategic
documents focused on follow-up health care and
on modernising the hospital network. Neverthe-
less, this reform was not adopted by the Parliament
at the end of 2019. A system of DRG- based pay-
ments is being implemented. While these
measures are crucial, it is expected that the savings
they can bring about are quickly absorbed by the
system which is,amongst others factors, facing in-
creased demand and running sizable arrears.

Regarding pensions:The 2019 legislation removed
the automatic adjustment of the statutory retire-
ment age to life expectancy and caps the retire-
ment age at 64, while also granting women the
possibility to retire half a year earlier for each child
raised, up to a maximumofthree children. As a con-
sequence, the statutory retirement age will con-
tinue to increase, albeit at a slower pace, until
about 2030 when it will reach 64 and will stabilise
then. Official estimates of the impact of the reform
are notavailable yet. Furthermore, in October 2019,
the National Council set the minimum pension at
33% of the average wage of 2 years ago for those
having paid into the system for at least 30 years,
abolishing the previous link to the subsistence min-
imum.This change, while positive for pension ade-
quacy, was adopted in Parliament without expert
discussion.Incentives to contribute to the pension
system more than the mandatory minimum are
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2. Reinforce activation and up-
skilling measures, including
quality targeted training and in-
dividualised services for disad-
vantaged groups, in particular
by delivering on the action plan
for the long-term unemployed.
Foster women's employment,
especially by extending afford-
able, quality childcare. Improve
the quality and inclusiveness of
education,including by increas-
ing the participation of Roma
children in mainstream educa-
tion from early childhood on-
wards.

Split into Sub-CSRs

e Reinforce activation
and upskilling
measures, including

quality targeted train-
ing and individualised
services for disadvan-
taged groups, in par-
ticular by delivering
on the action plan for

Some Progress.

Some Progress. Implementation of the Ac
tion Plan is well on track. Progress on up-
skilling measures is less encouraging, with a
very low participation of adults in leaming
and insufficient fundingfor skills training.

2. Improve the quality and inclu-
siveness of education at all levels
and foster skills.Enhance access to
affordable and quality childcare
and long-term care. Promote inte-
gration of disadvantaged groups,
in particular Roma.

Split into Sub-CSRs
e Improve the quality and
inclusiveness of educa-

tion atall levels and foster
skills.
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weakened. These reforms increase risks to long-
term fiscal sustainability. Preliminary Commis-
sion/Ageing Working Group estimates point to an
expenditure increase of 5.2 pps of GDP over the
long-term (from 8.6% in 2016 to 13.8% in 2070, in-
stead of 9.8% in 2070 in the 2018 Ageing Report).
Counterbalancingmeasures have not been putfor-
ward. The reforms capping retirement age are
likely to put pressure on the at- risk-of-poverty-or-
social-exclusionrate for elderly,in 2016 with 123%
still among the lowest in the EU, as well as on the
aggregate replacement ratio in 2016 with 62% still
above EU average. The change in the minimum
pension’s formula may also further undermine
long-term fiscal sustainability.

Limited Progress. Progress in improving access to
qualitatively high and inclusive education, in par-
ticular for Roma children, remains limited. The
compulsory preschool entry age as of 5 will be in-
troduced as of 2021, however, the high quality, ac
cessibility and inclusiveness of early childhood ed-
ucation will need to be ensured to bring the neces-
sary results, in particular for children from margin-
alised Roma communities. Despite the recent pay
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the long-term unem-
ployed.

e Foster women's em-
ployment, especially
by extending afforda-
ble, quality childcare.

e Improve the quality
and inclusiveness of
education, including
by increasing the par-
ticipation of Roma

children in  main-
stream education
from early childhood
onwards.

3.Increase the use of quality-re-
lated and lifecycle cost criteria
in public procurement opera-
tions.Tackle corruption,includ-
ing by ensuring enforcement of
existing legislation and by in-
creasing accountability at the
level of police and prosecution.
Improve the effectiveness of

Some Progress has been made in increas-
ing the capacity of and access to early child-
hood educationand care, particularly forthe
over threes. But employment rates do not
yet reflect these improvements.

Limited Progress. A new national reform
programme and other measures were
adopted in 2018 to facilitate participation in
early childhood educationand care,and pri-
mary education. Corresponding invest-
ments are planned from 2019 to 2027. The
Action plan includes lowering the age of ob-
ligatory schooling to 5 as of 2020, and en-
hancing the capacity of kindergartens, and
measures to assist the integration of chil-
dren from disadvantaged backgrounds,
with special focus on the marginalised Roma
communities.

e Enhance access to afford-
able and quality childcare
and long-term care.

e Promote integration of
disadvantaged groups, in
particular Roma.

4, Continue to improve the effec-
tiveness of the justice system, fo-
cussing on strengthening its inde-
pendence,including onjudicial ap-
pointments. Increase efforts to de-
tect and prosecute corruption, in
particular in large-scale corruption
cases.
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increases, teachers' salaries remain low and the
teaching profession faces shortages as its attrac-
tiveness remains limited. The new legislation and
national projects aimedat improving the quality of
teaching will need to be efficiently implemented
and monitored. The new Accreditation Agency,
and new legislation in higher education provide a
good basis for further more substantial reform
measures in this field.

Limited Progress. Childcare facilities have contin-
ued to be developed, including through support
from the ERDF, but there were no new systemic
measures addressinglack of childcare, in particular
in the most affected localities (Bratislava, Kosice).
The development of long-term care services is hin-
dered by the lack of strategic mapping and plan-
ning at the government level. The recent amend-
ment of the law on Social Services introducing an
e-tracking tool for social services (to be launched in
2021) could support the mappingof the needs.
Limited Progress. Limited progress has been
made in promoting the integration of disadvan-
taged groups. There have been several ongoing
projects aiming atintegration of Roma, with an in-
creasing uptake of activitiesin the last year. Never-
theless, these activities are still deployed on more
of an ad- hoclocal basis, ratherthan through strong
systemic action covering the challenge from the
country perspective.

Some Progress.
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the justice system, in particular
by safeguarding independence
in judicial appointment proce-
dures. Reduce the fragmente-
tion of the public research sys-
tem and stimulate business in-
novation, including for small
and medium-sized enterprises.

Split into Sub-CSRs

Increase the use of
quality-related and
lifecycle cost criteria in
public procurement
operations.

Tackle corruption, in-
cluding by ensuring
enforcement of exist-
ing legislation and by
increasing accounta-
bility at the level of po-
liceand prosecution.

Some Progress.With the latest amendment
of the Public Procurement Act, the Public
Procurement office introduced measures to
speed up Public Procurement to increase
the absorption of the European Structural
and Investment Funds. Measures include
updating the system of management for Eu-
ropean Structural and Investment Funds
simplification and shortening of public pro-
curement procedures, (re-)drafting of guid-
ance and documentation for tenderers and
improving the professionalisation of public
procurement. Progress is being made as re-

gards efficiency and administrative capacity.

Limited Progress. Tackling corruption re-
quires, among other things, increasing ac-
countability at the level of police and prose-
cution, which has seen little change yet.
However, a substantial revision of the rules
of appointmentsanddismissals in the Police
was adopted in December 2018, which
should improve accountability of the police
chiefs.

Split into Sub-CSRs
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Continue to improve the
effectiveness of the jus-
tice system, focussing on
strengthening its inde-
pendence, including on

judicial appointments.

Increase efforts to detect
and prosecute corrup-
tion,in particularin large-

scale corruption cases.

Some Progress. Slovakia has made some progress
in improving the effectiveness of the justice sys-
tem, in particular as regards the quality and effi-
ciency. As regards strengthening the independ-
ence, including judicial appointments, as a positive
development, the SK presidenton 10 October 2019
appointed the missing six judgesto the SK Consti-
tutional Court, successfully bringing to a positive
end an impasse that had existed since February
2019. The SK Constitutional Court is now com-
posed of 13 judges as foreseen by the SK Constitu-
tion and finally full operational again. However,
longstanding concerns over the overall integrity of
Slovakia's judicial system continued to mount in
the second half of 2019 due to increasing evidence
over close links of white-collar criminals with the
political level and individual judges and prosecu-
tors, including a former General Prosecutor. The
low perception of judicial independence thus con-
tinues to be most serious challenge for Slovakia re-
mains in the bottom of EU Member States.
Limited Progress. The recent criminal statistics
show fluctuation but no explicit improvement.
There are reportedly improved efforts to sanction
legal persons (6 cases in 2019).
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e Improve the effective-
ness of the justice sys-
tem, in particular by
safeguarding inde-
pendence in judicial
appointment proce-
dures.

e Reduce the fragmen-
tation of the publicre-
search system and
stimulate business in-
novation, including
for small and medium-
sized enterprises.

Limited Progress has been made towards
improving the effectiveness of the justice
system. Despite a number of past reforms
that have led to improvements in certain ar-
eas, long-standing concerns regarding the
independence of the judiciary remain un-
addressed.

Limited Progress has been made in im-
proving stimulation for businessinnovation
with the extended rate of the R&D tax allow-
ance and other upcoming support schemes
for the small and medium-sized enterprises
ecosystem, mostly financed from the Euro-
pean Structural and Investment Funds.
However, measures to improve efficiency
and consolidate the public research system
are still not adopted, notably the transfor-
mation of the Slovak Academy of Sciences or
a broader assessment of the research and in-
novation system.

3. Focus investment-related eco-
nomic policy on healthcare, re-
search and innovation, transport,
notably on its sustainability, digital
infrastructure, energy efficiency,
competitiveness of small and me-
dium-sized enterprises, and social
housing, taking into account re-
gional disparities. Increase the use
of quality-relatedand lifecycle cost
criteria in public procurement op-
erations.

Split into Sub-CSRs
e Focus investment-related
economic  policy on

healthcare,
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Limited Progress. In the area of ‘hard’ infrastruc
ture (e.g. hospitals), a key precondition for effec-
tively stepping up publicinvestmentin health are
is the establishment of a medium-to-long-termin-
vestment strategy. A large part of such strategy has
been developed by the Slovakhealth authoritiesas
part of their reform proposal for a functional and
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geographic reconfiguration of the national hospi-
tal network, which set out a more concentrated
network of 46 hospitals distributed optimally
across the country. However, the adoption of this
reform has stalledin December 2019.Since a signif-
icant increase in investment in public health care
infrastructure is contingenton the adoption of this
reform, the preconditions for the implementation
of this recommendation have practically not mate-
rialised yet. Another missing enabler for effectively
stepping up publicinvestmentin health care infra-
structure has been the issue of hospital debt. In a
context where care facilities are responsible for
their own capital investment, the stock of debt of
publichospitals has keptincreasing despite several
bailout rounds from the general government
budget. As a result, EU funds have remained the
main driver of ‘hard’ infrastructure investment in
the Slovak health care sector for both inpatient and
outpatient care facilities. Investment in ‘soft’ infra-
structure (i.e. human capital) has seen compara-
tively greater progress over the past year. In light of
recent projections foreseeing significant shortages
of health personnel in 2030, the government has
stepped up efforts to increase the supply of health
professionals in the future and improve their reten-
tion within the public health care system. As per in-
vestment in public health operations, the imple-
mentation of the national cancer plan developed in
2018 has started. The first measures introduced in
2019 included a pilot project for colorectal cancer
screening and the definition of quality standards of
mammography centres. Investment in general
health promotion and disease prevention remains
relatively low, as indicated by the below-EU aver-
age share of health spendingon preventative care.
Bearing in mind that this specific recommendation
presupposes a multi-annual time horizon for its im-
plementation, year-on-year progress is assessed as
‘limited’ overall, following the 5-point assessment
scale defined by the Social Protection Committee.
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e researchandinnovation, | Limited Progress. The amounts eligible for the
R&D tax deduction were raised by authorities. How-
ever, the dependence on EU funds and failure to
achieve spending targets set in the operational
programme hamper R&D investment.

e transport, notably on its | Limited Progress. In March 2019, an action plan

sustainability, promoting e-mobility was adopted, including
measures such as accelerated depreciation rates of
electricvehicles and of charging stations. Green Eu-
ropean Vehicles license platesand schemes to pro-
mote accessible charging stations and the pur-
chase of electric vehicles are also being imple-
mented. Yet, take-up remains limited thus far.

e digital infrastructure, Limited Progress. The government and telecom
operators aim to bring fast internet toall Slovak cit-
ies. The government formally agreed with the op-
erators to cover the white spots with broadband,
and announced that this plan is on track. 5G auc
tions are delayed.

e energy efficiency, Some Progress. Investments in renovating mult-
family apartment buildings are producing goodre-
sults, Slovakia being on track onreaching its ambi-
tious national goals for 2020. However, renovation
of public buildings and single-family dwellings
seem to lag behind. Additional measures are also
needed in other areas of energy efficiency (e.g.im-
proving energy efficiency of productive SMEs). In
these areas, available funding instruments seem
very low compared to available financial assets (of
e.g. insurance companies or pensionfunds).

e competitiveness of small | Limited Progress. Despite the approval of three
and medium-sized enter- | packages of measures to simplify the business en-
prises, vironment, Slovakia is losing ground in interna-

tional rankings of competitiveness. Support to en-
trepreneurship is below EU average. High regula-
tory burden, frequent legislative changes and poor
implementation of adopted measures all contrib-
ute to hampering competitiveness. Recently, the
government approved a draft Action Plan of the
Economic Policy Strategy by 2030 consisting of 31
measures to improve the business environment.
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e andsocial housing,taking | Limited Progress. Measures on supporting sodal
into accountregional dis- | housing through social entrepreneurship are being

parities. prepared under the OP Human Resources. It re-
mains to be seen whether and how will these ma-
terialise.

e Increase the use of qual- | Some Progress. The interest of contracting au-
ity-related and lifecycle | thorities for increasing the use of quality criteria
costcriteria in publicpro- | and life-cycle costing is rising. The Public Procure-
curement operations. ment Office and Central Coordination Authority

make lots of efforts in providing methodology and
training.Results will show at a later stage, as leam-
ing and implementation take time.
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2018 CSRs
SGP:CSR 1

Assessment ofimplementation

of 2018 CSRs

2019 CSRs
SGP:CSR 1

Assessment ofimplementation
of 2019 CSRs

MIP: -

1. Achieve the medium-term
budgetary objective in 2019,
taking into account the allow-
ances linked to the implemen-
tation of the structural reforms
for which a temporary deviation
is granted.Ensure the adoption
and implementation of the ad-
ministrative reform to improve
cost-effectiveness and equalac
cess to social and healthcare
services.

Splitinto Sub-CSRs

e Achieve the medium-
term budgetary objec
tive in 2019, taking
into account the al-
lowances linked to the
implementation of the
structural reforms for
which a temporary de-
viation is granted.

February 2019
BImitSEIPEOGEESS (this overall assessment
of CSR 1 does not include an assessment of
compliance with the Stability and Growth
Pact).

In June 2019, the Commission evaluated
compliance with the SGP in its Assessment
of the 2019 Stability Programme for Finland
(without using or explicitly referring to the
assessment grid used for other CSRs): “Fin-
land is expected to remain at its adjusted
MTOin 2019 and close to the MTO in 2020. At
the same time, based on the Stability Pro-
gramme, the expenditure benchmanrk
would currently pointto arisk of a signifi-
cant deviation from the requirement in
2018 and 2019 taken together as well as in
2019 and 2020 taken together. If compli-
ance with the MTO, taking into account the
allowance linked to implementation of
structural reforms, can no longer be estab-
lished in future assessments, an overall as-
sessment would need to take into account
a possible deviation from the require-
ment.” (p. 20)

Seegrey part above.

MIP: -

1. Ensure that the nominal growth
rate of net primary government ex-
penditure does not exceed 1.9% in
2020, corresponding to an annual
structural adjustment of 0.5% of
GDP. Improve the cost-effective-
ness of and equal access to social
and healthcare services.

Split into Sub-CSRs

e Ensure that the nominal
growth rate of net pri-
mary government ex-
penditure does not ex-
ceed 1.9% in 2020, corre-
sponding to an annual
structural adjustment of
0.5% of GDP.
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February 2020

No overall assessment of CSR 1.

The Stability and Growth Pact compliance assess-
ment will be added to the table once the Commis-
sion has carried out such an assessment, probably
in May/June 2020, on the basis of final data for 2019

The compliance assessment with the Stability and
Growth Pact will be carried out in spring 2020,
when final data for 2019 will be available.
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e Ensure the adoption
and implementation
of the administrative
reform to improve
cost-effectiveness and
equal access to social
and healthcare ser-
vices.

2. Improve incentives to accept
work and ensure adequate and
well-integrated services for the
unemployed and the inactive.

Split into Sub-CSRs
e Improve incentives to
accept work and

Limited Progress has been achieved onen-
suring the adoption and implementation of
the regional social and healthcare services
reform.The draft laws on the reform are still
expected to be adoptedandto comeinto ef-
fect during the first quarter of 2019. How-
ever, the general elections in April 2019 risk
to produce yet further delays. Preparative
actions in the forthcoming counties, respon-
sible for the reform, have been taken in such
manner that they have a good degree of
readiness for the adoption and implementa-
tion of the reform. Nevertheless, at the mo-
ment, it is unclear how the reform’s savings
mechanisms might deliver the planned con-
tainment of the costs arising from the age-
ing population.

Limited Progress has been made on reduc
ing inactivity and unemployment traps. A
number of reforms in the labour market
have already beenintroduced. Nevertheless,
further measures would be needed to ad-
dress the still relatively high structural un-
employment (NAWRU at around 7% in
2018). The Finnish authorities are waiting for
the outcome of the basic income experi-
ment, whose first results were presented on
8 February 2019. The experiment is ex-
pected to provide some information for re-
vising the social security system. There has
been a lot of discussion about the possible
future reform of the tax-benefit system.
However, given the political agenda, no
movement in this area is expected before

o Improve the cost-effec
tiveness of and equal ac-
cess to social and
healthcare services.

2. Improve incentives to work and
enhance skills and enhance active
inclusion, notably through well-in-
tegrated services for the unem-
ployed and the inactive.

Split into Sub-CSRs
e Improve
work

incentives to
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Limited Progress has been achieved on improving
cost-effectiveness of and equal access to social and
healthcare services.The government plans to con-
tinue with the healthcare reform initiated by the
previous government. The reform still aims at ad-
dressing the fragmentation of the system and the
related financial challenges faced by small, remote
municipalities. The considered centralisation of
service provision to county level is likely to lead to
increases in efficiency. Accessibility would be pro-
moted through astrengthening of the primary are
system.The government plans to adopt the reform
by the end of its term.

Some Progress.

Limited Progress has been made on reducing in-
activity and unemployment traps. The social secu-
rity reform is a long-term process aiming at simpli-
fying the benefit system. The reform could be a ma-
jor component in helping the government attain
its objective of a 75% employment rate for people
aged 15-64 by making work pay more in all circum-
stances.Moreover, it shouldimprove the coordina-
tion of different benefits. The government plans to
implement the reform gradually, over the course of
two government terms. The groundwork started
during Sipild’s government term. In 2019, Finland
deployed a real-time income registerthat could re-
duce the bureaucratic traps. This register has the
potential to speed up handling times of benefits,
thus increasing the ‘certainty of income’ level,
whenever part-time or short-term work istaken up.
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e ensure adequate and
well-integrated  ser-
vices for the unem-
ployed and the inac-
tive.

spring 2019. The government's budget for
2019 introduces complementary measures
to promote employment and improve in-
centives to accept work.

Limited Progress has been achieved on
publicemployment services. The number of
one-stop-shops, Ohjaamot, offering low-
threshold, cross-sectoral information, advice
and guidance to youth and young adults
have been increased from 50 to 60, covering
all regions in Finland. However, the formal
adoption of the regional government,
health and social services reforms, including
the public employment and entrepreneur
services, has not taken place. Also, integra-
tion of services could have regressed: with
the vocational education and training re-
form, training related to active labour mar-
ket policies is now under the responsibility
of the Ministry of Education, and not any
more of the Ministry of Employment, so fur-
ther away from employment services.
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and enhance skills

and enhance active inclu-
sion, notably through
well-integrated services
for the unemployed and
theinactive.

Moreover, it could open up possibilities for a more
effective combination of work-income and benefits
in the future. The government has set up seven
ministerial working groups with tripartite sub-
groups to prepare labour market reforms to ex-
plore ways to increase employment.

Some Progress has been achieved on skills. The
government programme recognisesinequality, ex-
clusion and differences in learning outcomes as the
most serious threats in education. The budget has
been increased to address these challenges. The re-
cent VET reform pushesformore responsiveness to
thelabour market needs and is in its final stages of
implementation.Participation in adult educationis
concentrated on the highly educated, high-skilled,
and high-earning employees. The government is
launching a ‘continuous learning’ reform to ad-
dress skills shortages of adult workers. Notwith-
standing, labour shortages, especially of high-
skilled workers, are reported to be the most im-
portant obstacle to investment and risk becoming
adrag on growth.Thereis a concern about the lack
of sufficient fundsto implement recenteducational
reforms in early childhood education, as well as in
compulsory and tertiary education.

Some Progress has been achieved on active indu-
sion. The announced ‘work ability’ reform is ex-
pected to result in better coordinated benefits,
more personalised, more integrated services. The
same results are also expected from trials carried
outin municipalities to improve integration of em-
ployment services, education andtraining services,
and social and health services in order to support
employability of jobseekers who have weak labour
market status (those receiving labour market sup-
port, i.e. basicunemployment benefit,young peo-
ple under 30 years old, and immigrants). The as-
sumption is that more locally provided services
would be more efficient. The Parliament will dedde
on the law in February-March 2020, and the trials
are expected to follow in April-May. The govern-
ment has earmarked €36 million forimplementing
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3. Strengthen the monitoring of
household debt including by
setting up a credit registry sys-
tem.

Split into Sub-CSRs

e Strengthen the moni-
toring of household
debt

e including by setting
up a credit registry
system.

PE624.443

Limited Progress is observed on monitor-
ing the household debt, through the setting
up of an expert working group assessing
household debtdevelopments and possibil-
ities to introduce new macroprudential in-
struments into the legislation.

Limited Progress has been made onsetting
up a credit registry system. The Ministry of
Justice has commissioned a report propos-
ing the establishment of a centralized com-
prehensive (collecting both positive and
negative information on debtors) credit reg-
istry. The proposal is now in circulation for
comments after which the matter will be fur-
ther assessed.The group should report of its
work and conclusions by the end of March
2019. The required legislation would only be
tabled after the next generalelectionin April
2019.

4. Strengthen the monitoring of
household debt and establish the
credit registry system.

Split into Sub-CSRs

e Strengthen the monitor
ing of household debt

e and establish the credit
registry system.

3. Focus investment-related eco-
nomic policy on research and inno-
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the ‘work ability’ programme. This programme
aims to increase the inclusion of people with partial
work abilities in the labour market. Employment
services, and social and health services will be
strengthened. Some 20 work ability coordinators
will be hired in the employmentoffices. As a part of
the work ability programme, public procurement
will be used to hire those people in the weakest po-
sition in the labour market.

Some Progress.

Some Progress has been made on monitoring the
household debt.In October 2019, the Ministry of Fi-
nance proposed to limit to 60% the loan to value
ratio (selling price ratio) applicable to housing
companies. In parallel, a debt-to-income ratio ap
will be applied to households when their loan re-
quests exceed a certain threshold. The Ministry of
Finance is drafting further macro-prudential
measures. The legislation on consumer credit has
been tightened. An interest cap at 20% entered
into force in September 2019.

Limited Progress has been made on the setting up
a creditregistry system.The work onthe credit reg-
istry is still being planned.The government has re-
cently decided that the credit registryis to be man-
aged by a publicentity. The official working group
is expected to be established in early 2020. The
necessary legislative work on data protection is ex-
pected to startin January 2020, while work on the
registry itself mightincur delays. Nevertheless, the
authorities are committed to having the necessary
legislation in place by 2023.
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vation, taking into account re-
gional disparities, focus invest-
ment-related economic policy on
low carbon and energy transition,
taking into account regional dis-
parities, and focus investment-re-
lated economic policy on sustaina-
ble transport, taking into account
regional disparities.

Split into Sub-CSRs
Focus investment-related eco-
nomic policy on research and inno-
vation, taking into account re-
gional disparities,

e focus investment-related
economic policy on low
carbon and energy transi-
tion, taking into account
regional disparities,

e and focus investment-re-
lated economic policy on
sustainable transport, tak-
ing into account regional
disparities.
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Limited Progress has been made on public re-
search and innovation investment The amount of
public money for research and development sup-
port is expected to increase, but remain broadly
stable as a proportion of GDP. A roadmap will be
drawn up to raise overall R&D investment to 4% of
GDP and to make Finland the best place in the
world forinnovationand experiment.

Limited Progress has been made on investment in
low carbon and energy transition. The govern-
ment’s objective is to make Finland carbon neutral
by 2035 and the world’s first fossil-free social sod-
ety. This will require a comprehensive agenda of
policies and measures. The government has an-
nounced an overhaul of energy taxation by the
2020 budget, notably with a pledge to phase out
fossil fuel subsidies on oil, coal and, possibly, peat.
Limited Progress has been achieved on invest-
ment in sustainable transport. Sustainable infra-
structure investment is being planned, notably to
increase labour mobility. Three high-speed railroad
lines are being considered to improve labour mo-
bility, but economicstudies have not been carried
out yet by independent analysts. A new national
transport system will be developed in 2020-2021
under the lead of a parliamentary steering group.
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2018 CSRs
SGP: -

MIP:CSR 1

1. Address risks related to high
household debt by gradually re-
ducing the tax deductibility of
mortgage interest payments or
increasing recurrent property
taxes. Stimulate residential con-
struction where shortages are
most pressing, in particular by
removing structural obstacles
to construction, and improve
the efficiency of the housing
market, including by introduc
ing more flexibility in setting
rental prices and revising the
design of the capital gainstax.

Split into Sub-CSRs

e Address risks related
to high household
debt by gradually re-
ducing the tax dedud-
ibility of mortgage in-
terest payments or in-
creasing recurrent
property taxes.

e Stimulate residential
construction where
shortages are most
pressing, in particular
by removing struc-
tural obstacles to con-
struction,

e and improve the effi-
ciency of the housing
market, including by

Assessment ofimplementation
of 2018 CSRs

February2019

No Progress. No measures have been an-
nounced to adjust the relevant fiscal incen-
tives.

Some Progress. Sweden is continuing with
the gradual implementation of the "22-point
plan’ to increase residential construction
and improve the efficiency of the housing
sector. The authorities have also proceeded
with an initiative toraiseparticipation of for-
eign firms in the Swedish construction sec-
tor,including by setting up an online portal
with English-language info on Swedish
building and planning regulations.

Limited Progress. In January 2019, the Swe-
dish authoritiesannounced that reforms will

2019 CSRs
SGP: -

MIP:CSR 1

1. Address risks related to high
household debt by gradually re-
ducing the tax deductibility of
mortgage interest payments or in-
creasing recurrent property taxes.
Stimulate investment in residential
construction where shortages are
most pressing, in particular by re-
moving structural obstacles to con-
struction.Improve the efficiency of
the housing market, including by
introducing more flexibility in
rental prices and revising the de-
sign of the capital gains tax.

Split into Sub-CSRs

e Address risks related to
high household debt by
gradually reducing the
tax deductibility of mort-
gage interest payments
or increasing recurrent
property taxes.

e Stimulate investment in
residential construction
where shortages are most
pressing, in particular by
removing structural ob-
stacles to construction.

e Improve the efficiency of
the housing market, in-
cluding by introducing
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Assessment ofimplementation
of 2019 CSRs

February 2020
Limited Progress.

No Progress. No measures have been announced
to reduce the tax deductibility of mortgage interest
payment or to increase recurrent property taxes.

Limited Progress. Sweden has integrated its pol-
icy ambitions for the housing market into the Jan-
uary agreement of early 2019. This includes a sub-
sidy for the construction of new rental housing.

No Progress. The government marginally changed
the capital gains tax - a deferral of the capital gains


http://data.consilium.europa.eu/doc/document/ST-9452-2018-INIT/en/pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-sweden_en.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-sweden_en.pdf
http://data.consilium.europa.eu/doc/document/ST-10180-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545753137&uri=CELEX%3A52020SC0526
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1584545753137&uri=CELEX%3A52020SC0526
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introducing more flex-
ibility in setting rental
prices and revising the
design of the capital
gains tax.

be prepared to make the rent-setting sys-
tem more flexible. There are also plans to
make deferred capital gains taxes on sold
properties in the owner-occupancy market
interest-free.

more flexibility in rental
prices and revising the
design of the capital gains
tax.

2. Focus investment related eco-
nomic policy on education and
skills, maintaining investment in
sustainable transport to upgrade
the different transport modes, in
particular railways, and research
and innovation, taking into ac-
count regional disparities.

Split into Sub-CSRs

Focus investment related
economic policy on edu-
cation and skills,

maintaining investment
in sustainable transport
to upgrade the different
transport modes, in par-
ticular railways,

and research and innova-
tion, taking into account
regional disparities.

3. Ensure effective supervisionand
the enforcement of the anti-money
laundering framework.
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tax liability on housing transactionsremains possi-
ble when changing houses, while the maximum
deferrable amount increased to SEK 3 million. How-
ever, this is de facto a tightening since the cap had
been temporarily removed previously. There has
been no changein the setting of rents.

Some Progress.

Some Progress. While some measures have been
taken, for example in the 2020 Budget Bill, there is
a continued need for investments in education and
skills.

Substantial Progress. The implementation of the
national plan for infrastructure 2018-2029 adopted
in June 2018 is underway according to plan con-
firmed by the 73-point program presented by the
government and its two supporting parties which
include measures to support transport infrastruc
ture.

Some Progress. Sweden continues to invest con-
siderable resources inR&D and continues to be one
of the most innovative economies in the EU. With
3.31% of GDP allocated to R&D (2018), Sweden re-
mains the country with the highest R&D spending
in the EU.However, there isa slight decrease in RRD
Intensity (GERD as % of GDP) from 3.37 (2017) to
3.31 (2018), mainly due to a reduction in the busi-
ness enterprise expenditure on R&D (BERD) as % of
GDPfrom 2.4 (2017) to 2.35 (2018).

Some Progress.

Sweden has made substantial progress in terms of
new legislative measuresthat willform the basis for
a strengthened anti-money laundering framework.
It has achieved some progressthrough the creation
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of a special body to promote collaboration be-
tween different competent authorities. Sweden
has made some progress to ensure more effective
supervision and enforcement by allocating addi-
tional human resources to both the Financial Su-
pervisory Authority, which willenable the authority
to develop a new risk classification tool,and the Fi-
nancial intelligence Unit, which willallow it to pro-
cess information more effectively. Sweden also
made some progress inrelation to reviews of major
Swedish banks’ governance and control of ant-
money laundering measures in Baltic subsidiaries
and initiated two new investigations at the end of
2019. However, there is limited progress inother ar-
eas, notably the FSA’s staffing dedicated to super-
vision remains low compared to the size of the
Swedish financial sector and the FIU still needs to
make better use of the system for requests and ex-
change of information between EU FIUs (FIU.net)
and strengthen its analytical capacity.
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2018 CSRs
SGP:CSR 1
MIP: -

Assessment ofimplementation

of 2018 CSRs

2019 CSRs

SGP:CSR 1
MIP: -

Assessment ofimplementation
of 2019 CSRs

1. Ensure that the nominal
growth rate of net primary gov-
ernment expenditure does not
exceed 1,6 % in 2019-2020, cor-
responding to an annual struc
tural adjustment of 06 % of
GDP.

2.Boosthousing supply, partic-
ularly in areas of highest de-
mand, including through addi-
tional reforms to the planning
system.

February 2019
The compliance with the Stability and
Growth Pact is not assessed in the country
report,butin spring 2019.

In June 2019, the Commission evaluated
compliance with the SGP in its assessment of
the 2019 Convergence Programme for the
United Kingdom (without using or explidtly
referring to the assessment grid used for
other CSRs): “According to the Convergence
Programme, the United Kingdom is at risk
of significant deviation from the require-
ments of the SGP in both 2019-20 and 2020-
21. The Commission 2019 spring forecast con-
firms this assessment, projecting a risk of sig-
nificant deviation. “ (p. 20).

Some Progress.

Annual net housing supply has increased
significantly from post-crisis lows. However,
since mid-2017,the recovery in housebuild-
ing has lostmomentum, and itis now stabi-
lising ata level below what would be neces-
sary to meet estimated demand.Real house
prices are stabilising,and real rents are now
falling slightly, but the cost of housing re-
mains high. The government has recently
extended and revised a number of existing
housing policies, including updating spatial
planning rules. The rules on local authority
borrowing to build public housing have
been relaxed, but wholly new initiatives
have otherwise been limited.

1. Ensure that the nominal growth
rate of net primary government
expenditure does notexceed 1.9%
in 2020-2021, corresponding to an
annual structural adjustment of
0.6% of GDP.

2. Focus investment-related eco-
nomicpolicy on research and inno-
vation, housing, training and im-
proving skills, sustainable transport
and low carbon and energy transi-
tion, taking into account regional
diversity.

Split into Sub-CSRs
e Focus investment-related
economic policy on re-
search and innovation,
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February 2020

No assessment of CSR 1.

Some Progress.

Some Progress on research and innovation. UK
universities remain global research leaders. How-
ever, UKR&D intensity is flatand below the EU av-
erage and knowledge diffusionis uneven. Deliver-
ing on the recent ambitious proposals for future re-
search and innovation support will be a challenge.
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e housing, Some Progress on boosting housing supply. An-
nual net housing supply has continued to rise but
grants of planning permission have levelled off and
there are signs of a slowdown in new housing
starts.House buildinglooks set tostabilise at a level
below that which would be necessary to meet esti-
mated demand, due in part to capacity constraints.
Real house prices are no longerrising, though the
cost of housing remains high in many places. The
government has extended and revised anumber of
housing policies, including tweaks to the planning
system, but major new initiatives have been lim-

ited.
e training and improving | Limited Progresson training and improving skills.
skills, While labour market participation by low-skilled

people has improved, the polarisation of job
growth towards high and low-skilled roles (and
away from roles requiring medium levels of skills)
has been accompanied by increased skills mis-
matches. Implementing the reformed apprentice-
ship system is proving a challenge, with registra-
tions down compared to previous years. There is
evidence that the apprenticeship levy, introduced
in 2017, has seen funding increasingly usedto train
more senior staff at the expense of entry-level ap-
prenticeships.
e sustainabletransport Some Progress on sustainable transport. The UK
has made some progress in sustainable transport
Use of the UK'’s road, rail and aviation networks is
reaching capacity and this contributes to high lev-
els of congestion, rail reliability issues and air pollu-
tion. Public investment in transport has increased
but the effects of decades of under-investment in
infrastructure will take time to address. After some
signs of improvement in delivery, major rail
schemes have recently fallen behind schedule and
over budget.The UK is taking action to meet its am-
bition to be at the forefront of zero emission vehi-
cles,though it currently lags in the proportion of re-
newable energy used in the transport sector.
e and low carbon and en- | Some Progress on the low carbon and energy
ergy transition, taking | transition. With the new commitment to net zero
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into account regional di- | carbon emissions by 2050 the government's ambi-
versity. tions are clear, and the preparatory work for allo-
cating the increased investment is advanced. In the
electricity sector, the UK continues to make pro-
gress in attracting investment in large scale cost-
competitive renewables, particularly offshore. Pro-
gress is slower in the heating and cooling sector
and the UKiis notoncourse tomeet its overall 2020
renewables target. The scale of the decarbonisa-
tion challenge will require a more detailed invest-
ment strategy and sustained commitment.The In-
dustrial Energy Transformation Fund (IETF), an-
nounced in summer 2019, will provide £315 million
(€359.1 million) to businesses to reduce the impact
of emissions fromthe industrial sector.
3. Address skills and progres- | Some Progress.
sion needs by setting outcome | The government has introduced a series of
targets for the quality and the | initiatives that seek to investin the skillslev-
effectiveness of apprentice- | els of the workforce thus helping advance
ships and by investing more in | career progression. The National Retraining
upskilling those already in the | Scheme, which seeks to provide career guid-
labour force. ance and advice in line with job experience,
has been launched. The newly established
tripartite National Retraining Partnership
comprising the Government, Employers and
the Trade Unions will deliver job specific
training, in order to meet labour demand
needs and increase productivity whilst re-
ducing skills mismatches. The on-going re-
form of the Vocational Training system plans
to introduce 15 T-level’ qualifications, but
only three will be available by 2020. Regis-
tration numbers for this new twin-track sys-
tem are far lower than expected and alt-
hough an apprenticeship levy has been in-
troduced to provide funding to employers,
uptake remains low.
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Assessment criteria used by the Commissioninits 2018 and 2019 assessmentsof progress in addressing current Country-Specific Recom-
mendations’ (CSRs)

(1) _ The Member State has not credibly announced noradoptedany measuresto address the CSR. This category covers a number of typical situa-

tions, to be interpreted on a case-by-case basis taking into account country-specific conditions. They include the following:

e no legal, administrative, or budgetary measures have been announced in the national reform programme, in any other official communication to the
national Parliament/relevant parliamentary committeesor the European Commission, publicly (e.g.in a pressstatementor onthe government's website);

e nonon-legislative acts have been presented by the governing or legislative body;

o theMember State has takeninitial steps in addressingthe CSR, such as commissioning a study or setting up a study group to analyse possible measures
to be taken (unless the CSR explicitly asks for orientations orexploratory actions). However, it has not proposed any clearly-specified measure(s) toaddress
the CSR.

(2) _ The Member State has:

e announced certain measures but these addressthe CSR only to a limited extent; and/or

e presented legislative actsin the governing or legislative body but these have not beenadopted yet and substantial further, non-legislative work is needed
before the CSRisimplemented;

e presented non-legislative acts,but has not followed these up with theimplementation neededto address the CSR.

(3) Some progress: The Member State has adopted measures:

e thatpartly address the CSR; and/or
e thataddressthe CSR, but afairamountofworkis stillneeded to addressthe CSR fully asonly a few of the measures have been implemented. Forinstance,
a measure or measures have been adoptedby the national Parliamentor by ministerial decision, but no implementing decisionsarein place.

(4) Substantial progress: The Member State has adoptedmeasures that go along way towardsaddressing the CSRand most of them have been implemented.
(5) Eullimplementation: The Member State has implemented allmeasures neededto address the CSR appropriately
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This study presents the 2018 and 2019 Country-Specific Recommendations as adopted by the
Council and their implementation based on the assessment by the European Commission in its
Country Reports of 27 February 2019, 05June 2019 and 26 February 2020. This study was pro-

vided by the Economic Governance Support Unit (EGOV).
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