Follow up to the European Parliament resolution on the attractiveness of investing in Europe, adopted by the Commission on 26 September 2012
1.
Rapporteur: Rodi KRATSA-TSAGAROPOULOU (EPP/EL)

2.
EP reference number: A7-0190/2012 / P7_TA(2012)0275
3.
Date of adoption of the Resolution: 3 July 2012

4.
Subject: Attractiveness of investing in Europe

5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
6.
Brief analysis/assessment of the resolution and requests made in it:
The Resolution highlights the need for investment in Europe, and notes how European policy can play an active role in creating the right conditions for this. It takes a broad perspective on the relevant policy areas. The resolution welcomes, in particular, the Europe 2020 initiatives, as these will help to make investment in the EU more attractive (paragraph 46), as well as the COSME programme (paragraph 35). It notes the importance of the Commission’s proposals to modernise the European public procurement market (paragraph 24). It urges the Commission to improve international regulatory co-operation (paragraph 3), expresses its wish to see an ad hoc European Observatory for foreign direct investments established within the Commission (paragraph 16), and proposes that the Commission, in conjunction with the EIB, engages in a process of strategic analysis of investment funding (paragraph 45). It also points out the need to ensure smooth cooperation and coordination between the Commission and the Member States to fight against double taxation, double non-taxation, tax fraud, tax evasion and dumping, and the use of tax havens for illicit purposes (paragraph 32).

Furthermore, the Resolution calls on the Commission to draw up a Communication on the attractiveness of investing in Europe (paragraph 6), to develop an ambitious, eco-efficient and sustainable EU industrial strategy (paragraph 8), to step up coordination of Member States’ economic, tax and social policies with a view to attracting foreign investment (paragraph 17), to evaluate the many remaining obstacles that impede the provision and receipt of cross-border services (paragraph 23), to encourage institutional investors to participate in European venture capital funds and European social entrepreneurship funds (paragraph 27), to step up action in order to tackle youth unemployment (29), to implement actions and regulatory measures to facilitate funding for SMEs, as proposed in the EU Action Plan to improve access to finance for SMEs (paragraph 33), to include all relevant indicators for measuring macroeconomic imbalances and their effects on the EU’s regions in the scoreboard for the surveillance of macroeconomic imbalances (paragraph 38), to apply the European eGovernment Action Plan (paragraph 41), to cooperate more actively with international financial institutions in creating innovative mechanisms for SME financing (paragraph 43), and to support the Member States and regions in their pursuit of their own investment incentives policies (paragraph 49).

However, the report does not make any distinction between different forms of foreign investment in terms of their type (e.g. direct investments (Mergers and Acquisitions (M&A), Greenfield investment or portfolio investment) or origin (e.g. country of the foreign investor, public or private ownership of the foreign investor). From an economic point of view, these different forms of foreign investment have very different impacts on the target economies.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission welcomes the European Parliament resolution and its comprehensive approach in addressing this issue. The Commission shares the Parliament's basic view of the need for more investment in Europe to keep improving our competitiveness, particularly in the current economic context. The external dimension of the free movement of capital and payments (including foreign direct investments) was introduced in November 1993, through the Maastricht Treaty. Since then the Treaty includes a unilateral commitment that all restrictions on capital movements and payments between Member States and third countries are prohibited. However, Member States may impose restrictions in accordance with EU law and a number of exceptions are expressly listed in the Treaty.  The Treaty on the European Union establishes the EU's exclusive competence for foreign direct investment (FDI) under the Common Commercial Policy. It also sets out clearly the EU's commitment to openness towards foreign direct investment, including from third countries, extending the principle of free movement of capital to investments from third countries.

From an economic point of view, it should also be noted that not all types of foreign direct investments have the same effects. Studies show that different types of foreign direct investment, such as greenfield investments and mergers/takeovers investment have different impacts on the target economies.

However, the delimitation between Member States' competence and the competence of the Union is not clear.

Upcoming actions

In relation to development of an industrial strategy (paragraph 8), the Commission will present a new Industrial Policy Communication in autumn 2012. The investment climate is a major basis for that Communication, and it will focus on the themes relevant for promoting productive investments, notably access to finance, investments for innovation, the functioning of the internal market, and international market conditions. In addition, it will have a clear focus on eco-efficient and sustainable industry (paragraph 8) as a continuation of the 2010 flagship initiative on “An Integrated Industrial Policy for the Globalisation Era”
. Finally, it will give attention to the importance of human capital and in particular skills and training policies to facilitate job creation and ensure successful industrial transformations.

The Industrial policy Communication will also address further promotion of international regulatory cooperation and convergence (paragraph 3 and 42), notably vis-à-vis neighbouring countries, in order to accompany the creation of markets for new products and technologies and in view of ensuring mutual supportiveness between the Single Market initiatives and external priorities. The EU also has ongoing dialogues in specially established fora with third countries, e.g. the Transatlantic Economic Council (with the US), or the EU-China High-Level Economic and Trade Dialogue.
Commission initiatives to improve funding for SMEs (paragraph 33) have multiplied in recent months. In December 2011 an action plan to facilitate access to capital by SMEs was launched. It included a request to the European Banking Authority to report on lending to SMEs and natural persons. Based on the report from EBA and its recommendations, the Commission will consider appropriate measures addressing the issue of SMEs risk weighting in the context of the CRD IV and CRR framework. The participation of institutional investors in European venture capital funds and European social entrepreneurship funds (paragraph 27) is also addressed by the new European Social Entrepreneurship Funds regime and the new EU venture capital framework which should lead, inter alia, to larger, more efficient VC funds, with more possibilities to specialise by type of investments better diversification of investments, and more cross-border financing available for SMEs. Both these measures are part of the Commission's action plan to improve access to finance for SMEs.

Furthermore, in the framework of the new programmes COSME and Horizon 2020, the Commission will reinforce the guarantee facilities and venture capital for SMEs' access to finance. Within COSME, EUR 1.4 billion shall be allocated to financial instruments. Overall, the programme is expected to assist 39 000 firms yearly, helping them create or save 29 500 jobs over 7 years. The Horizon 2020 programme will provide an increased support to debt and equity financing to RDI-driven bodies, in particular innovation SMEs and small mid-caps through its dedicated "Access to Risk Finance" programme, which will also support relevant accompanying measures to create a more innovation-friendly environment. EUR 3.5 billion
 shall be allocated to the "Access to Risk Finance" programme, while a third of this budget may go to innovative SMEs. This programme will also complement the new SME Instrument (similar to the SBIR model) that will encourage SMEs to put forward their most innovative ideas with an EU dimension. With its clear focus on demonstration and development it will target highly innovative SMEs showing a strong ambition to develop, grow and internationalise, regardless of whether they are high-tech and research-driven or non-research conducting, social or service companies.

The new Industrial Policy Communication gives a particularly relevant role to the diversification of financing sources for SMEs and EU industry in general and presents proposals for the use of the new lending capacity resulting from the expected increase in the capital of the EIB.

As regards taxation, the Commission plans a Communication on Good governance in relation to tax havens and aggressive tax planning by the end of this year. Based on the results of the double non taxation public consultation, the Commission intends to push for effective means to limit situations of aggressive tax planning which undermine fair tax collection.

Actions already being implemented

Regarding the scoreboard for the surveillance of macroeconomic imbalances (paragraph 38), the initial scoreboard consists of a set of ten indicators (one of them is the net international investment position) with indicative thresholds. The Commission will regularly assess the appropriateness of the scoreboard, including the composition of indicators, so the design of the scoreboard could change over time new sources of potentially harmful macroeconomic imbalances that might develop in the future. The general investment climate should benefit from this efficient early warning system, which will lead to analysis to determine the nature of any imbalance problems, as well as preventive and corrective action where necessary.
The Commission is now working on implementation of the European eGovernment Action Plan (paragraph 41) by promoting interoperability of systems and key enablers. The goal is for 80% of businesses and 50% of citizens should use eGovernment by 2015.

As concerns the provision and receipt of cross-border services (paragraph 23), the Commission is preparing the establishment of a High Level Group on Business Services to examine market gaps, standards and innovation and international trade issues in selected service sectors such as logistics, facility management, marketing and advertising. Moreover, in its Communication of June 8th, 2012: "A partnership for new growth in services 2012-2015"
, the Commission stressed that improving the implementation of the Services Directive would boost growth (up to 2.6% of EU GDP). To achieve the forecasted growth, the Commission calls upon Member States to eliminate discriminatory regulations which still exist in a number of EU countries. The Commission will also open infringement procedures against violations of the Services Directive. Moreover the Commission will work with Member States to maximize the economic benefits of the Services Directive through deep structural reforms in the areas where Member States decided previously to keep the status quo and by setting up "second generation Points of Single Contact". Particular focus should be on key sectors such as business services, construction, tourism and retail (almost 30% of GDP).

Concerning the coordination of Member States’ economic, tax and social policies (paragraph 17), it should be noted that economic and fiscal governance in the EU and the euro area has recently been strengthened. Fiscal surveillance was reinforced in December 2011. The Excessive Deficit Procedure (EDP) decision-making process has also been made more efficient, with an automatic adoption of the Commission's proposal for sanction unless rejected by a qualified majority in the Council. The Treaty on Stability Coordination and Governance in the EMU (so-called "Fiscal Compact") represents a further strengthening of the economic pillar of the EMU, since it is intended to foster budgetary discipline by strengthening the coordination of economic policies and by improving economic governance in the euro area. The Commission has a constant dialogue with Member States to evaluate their competitiveness performance and policies, in accordance with Article 173 of the Treaty on the Functioning of the European Union. This means that the Commission promotes co-ordination, in particular initiatives aiming at the establishment of guidelines and indicators, the organisation of exchanges of best practice, and the preparation of the necessary elements for periodic monitoring and evaluation.

Cohesion policy is a major EU instrument for enhancing the attractiveness of the EU for foreign investments, and is a key to enhancing competitiveness, productivity, growth and job creation. It allows Member States and regions as well as cities to invest not only in large-scale infrastructure, multimodal transport systems and skills-development, but also in providing a more business and innovation friendly environment in the regions, for instance through supporting value-chain networks, clusters, and innovation capacity-building and R&D activities. Cohesion Policy also increasingly uses different types of financial instruments with a focus on facilitating access to finance for SMEs (including social enterprises), sustainable urban development projects and energy efficiency actions in the building sector. Intended also to leverage EU investment at national, regional or city level, these financial instruments offer a range of co-financing opportunities to public and private investors.

Concerning the modernisation of EU public procurement rules, the Commission is fully committed to the objective to have these Directives adopted by the end of 2012, as provided for in the Single Market Act. It will also, where necessary, support the co-legislators to reach this aim. As concerns the value of a pan-European procurement market, the Commission will use funds of the Competitiveness and Innovation Programme to financially support several cross-border networks of procurers in 2012. The aim is to support them in preparing and carrying out the procurement of innovative goods and services. This will enable better services and improve infrastructures while – at the same time – delivering economic benefits to authorities and helping them to cut public budget deficits.

The legislation creating the pilot of the project bond initiative, also underlined in Parliament’s resolution, has now entered into force as the Council followed the Parliament in adopting the regulation in July. The pilot phase aims to mobilize up to EUR 4.5 billion in private sector financing for key strategic infrastructure projects. Implementation will commence in autumn 2012.
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