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Report on the Second Progress Reports on the Lisbon National Reform 
Programmes 2005-2008 

 
Main findings 
 
The overall picture of the first three years of the relaunched Lisbon Strategy is fairly 
positive. Reform is taking place and results are showing, although progress varies 
significantly between Member States and reform areas. It is now of key importance to 
maintain momentum. 
 
The implementation of National Reform Programmes 2005-2008 continued throughout 
2007. Significant progress was made in areas related to better regulation, the Spring 
Council 2007 targets to unlock the EU’s business potential, tax reform to make work 
pay, and policies to foster innovation, including a wide range of initiatives to improve 
the innovative capacity of SMEs. However, 2007 did not see substantial additional 
efforts in the main areas for attention identified in last year’s EPC review such as 
fostering competition (especially in the services sector and energy markets where 
barriers remain), increasing incentives in benefit systems and implementing flexicurity 
measures appropriate to national circumstances. At the EU level a wide range of policy 
actions were taken in the framework of the Community Lisbon Programme although 
more needs to be done here too. 
 
All Member States should show determination in completing the implementation of 
their reform plans and be ambitious when drawing up their new National Reform 
Programmes 2008-2011. Learning from each other’s experiences remains one of the keys 
to success. 
 
The development of innovation policies is a key element in all Member States’ reform plans, 
with SMEs facing specific difficulties with regard to innovation. Despite many policy 
initiatives taken by Member States, it must be concluded that the 2010 3% EU-wide R&D 
spending target will almost certainly not be reached, nor will the 2.6% average of national 
targets. Member States should ensure that R&D spending is efficient. It is also important to 
underline that R&D spending is an input to the innovation process. At the end of the day it is 
innovative output such as new products, services and production processes that generate 
growth. Framework conditions are crucial to fostering an innovative environment, also for 
SMEs. Removing existing barriers to competition, especially in services; better regulation; 
and education and training are prerequisites to substantially boosting innovation and 
productivity growth in the European economy. Experience shows that (e.g. in 
telecommunications) increased competition and innovation often go hand in hand. SMEs also 
benefit from specific policies to foster innovation such as networking and public-private 
partnership initiatives. In addition, SMEs benefit from a variety of tailored policies, many 
aimed at increasing their access to finance, which remains an important challenge.  
 
With regard to the link between regulation and competition, there is ample evidence that 
better regulation has a decisive impact on the business environment, innovation and economic 
growth. Significant progress is being made by many Member States, especially in the area of 
measuring and reducing unnecessary administrative burdens. Countries that have not yet set 
a target in this area are invited to do so. Positive momentum should be built upon with 
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concrete delivery and additional initiatives where necessary with regard to impact 
assessments and simplification, where progress is less pronounced. In addition, the majority 
of Member States are tackling regulatory barriers to entrepreneurship, making it easier, 
quicker and less costly to set-up a business and hire the first employee. While much progress 
has been made towards the targets of the March 2006 European Council in this area, not all 
Member States will be able to meet them before the end of 2007. These countries should 
intensify their efforts. Barriers to competition in the services sector remain a cause for 
concern. In the areas of professional services and retail trade, vast regulatory differences 
between Member States are striking. In many Member States professional services are 
characterised by high levels of regulation. Despite large potential gains, reforms undertaken 
are generally limited in scope.  
  
Progress achieved in improving the functioning of network industries, with the aim of 
increasing consumer benefits through lower prices, higher quality, security of supply and 
more innovative products, varies largely per sector. Market opening in the 
telecommunications sector can be considered a  success though it varies between mobile and 
fixed line telephony, and recently an agreement was reached to fully open up the market for 
postal services in the years to come. The European electricity and gas markets however 
remain far from functioning well or being integrated fully, as they are still marked by many 
barriers. Only a limited number of Member States have taken or are taking the necessary steps 
to achieve a truly competitive, interconnected and single Europe-wide internal market for 
electricity and gas. In line with the requirements defined by the 2003 energy directives and 
the calls of the March 2007 European Council, these necessary steps include more effective 
separation of supply and production activities from network operations, providing fair 
network access and a strengthening of the independence of national energy regulators. These 
measures are necessary to both help increase competition and efficiency in energy markets 
and safeguard supply security.   
 
European labour markets continued their good performance over the past year, benefiting 
from a variety of policies and favourable cyclical conditions. The 60% employment rate target 
for women in 2010 is now within reach. Considerable progress has also been made towards 
the 50% target for older workers, especially since certain reforms implemented over the past 
years will only realise their full impact in the medium run. On the other hand, relatively few 
additional reforms were implemented to extend working lives in 2007. A continued effort in 
this area is necessary. Against the background of rising life expectancy it should be noted that 
reaching the 50% target will not be enough to raise the effective retirement age sufficiently, 
which is necessary for ensuring the financial sustainability of pension systems. Achieving the 
70% overall employment rate will require a sustained reform effort over the coming years. 
Limited progress has been achieved with respect to reform of employment protection 
legislation. Very little progress has also been made with regard to benefit reform. Additional 
reforms should build on tax measures already being implemented to make work pay. Tax-
benefit reforms already undertaken by Member States should be consolidated. All initiatives 
should be well targeted and not impede fiscal sustainability. Member States should also 
increasingly focus on improving the incentive structure of benefit systems where reforms, as 
last year, were limited. Flexicurity (flexibility and security) policies are needed to increase 
employability and employment of disadvantaged groups, to increase productivity growth and 
reinforce the effects of tax-benefit reform. More attention should also be given to policy 
measures to increase labour utilisation, both by increasing employment and the average 
number of hours worked, as an important source for future economic growth. 
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Results of the 2007 horizontal Country Reviews 
 
1. Introduction 
The European Union and its Member States are concluding the first three-year cycle of the re-
launched Lisbon Strategy. In their National Reform Programmes 2005-2008 (NRPs) Member 
States identified their main challenges and priorities for action in order to foster growth and 
employment during this period. In October 2007, Member States submitted their second 
progress report focusing on the implementation of the policies developed in the NRPs. In 
2008 new NRPs will be submitted for the 2008-2011 period. 
 
On 7 and 8 November 2007, the Economic Policy Committee, in line with the existing 
multilateral surveillance arrangement, conducted a horizontal review of the progress reports. 
This year the review focused on three themes: (i) innovation and SMEs, (ii) better regulation 
and competition with particular attention to the link between regulation and competition and 
to competition in network industries and (iii) labour markets with a focus on tax-benefit 
reforms. 
 
The European Commission provided valuable written input to the reviews. The Commission 
as well as representatives of the Organisation for Economic Cooperation and Development, 
the High Level Group on Competitiveness and Growth and the EPC’s Labour Market 
Working Group participated in the review to strengthen the surveillance process. In January 
2008 a second round of reviews will evaluate Member States’ individual progress with 
particular regard to the country specific recommendations and points to watch endorsed by 
the Spring European Council in March 2007 and progress with the implementation of the 
Community Lisbon Programme.             
 
2. Innovation and SMEs 
Innovation is a major source of economic growth in knowledge-based economies and 
represents a main pillar of the Lisbon strategy. SMEs are vital to the European economy. 
They represent more than 99% of all enterprises, almost 70% of total employment and create 
more than 50% of total value added. Creating a business climate where SME innovation can 
flourish is key to creating a more dynamic economy and greater employment opportunities. 
The right policy mix to foster SME innovation is likely to consist of framework conditions 
providing favourable background for innovation, effective general innovation policies, and 
innovation policies specifically aimed at SMEs. 
 
R&D targets 
The March 2002 European Council set the target to raise overall spending on R&D and 
innovation in the EU to approach 3% of GDP by 2010. Two-thirds of spending should be 
invested by the private sector. The 3% of GDP is an EU-wide target with Member States 
setting national targets depending on their respective starting points, economic structure and 
policy priorities. Two Member States (FI and SE) have already surpassed this mark; several 
countries have set their target at 3%, while more than half of the Member States have set a 
national target below 3% GDP. Together the national targets add up to 2.6% of European 
GDP in 2010. It should be noted that the R&D spending figures are the most recent from 2005 
and can fluctuate from year to year due to cyclical factors. 
 
While some Member States are making progress towards their targets and most Member 
States indicate an increase in their 2007 research budgets, many Member States are still far 
off from meeting their national target. Some countries, including AT managed high growth in 
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R&D spending over the past years. AT makes effective use of public R&D expenditure to 
lever private R&D spending and attracting R&D intensive FDI. In general however, the 
conclusion must be that not only will the 3% EU-wide target not be met but neither will most 
of the national targets and thus the 2.6% in 2010.  
 
Apart from increasing public R&D investment by maximising its leverage effect on private 
R&D, Member States should ensure the efficiency of R&D spending. It is important to 
underline that R&D intensity varies across sectors of the EU economy and that it is an input 
into the innovation process rather than an output such as new products, services and 
production processes. This is particularly relevant for the services sector, which accounts for 
70% of the EU economy and encompasses a large share of its SMEs, where non-technological 
innovation is of particular importance, and which is not always captured in R&D statistics. 
Ensuring that the right framework conditions are in place to support innovation is crucial. 
Removing existing barriers to competition is of key importance. Also better regulation; an 
efficient intellectual property framework and education and training are prerequisites to 
significantly boost innovation and productivity growth in the European economy. Apart from 
R&D policies, innovation policies such as networking and public-private partnerships play an 
important part in stimulating innovation.  
 
Figure 1: R&D spending in the EU – level and change 
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           Source: Eurostat. EL: 2001-2005, IT: 2000-2004, MT: 2004-2005 
 
Improving framework conditions 
All Member States have acknowledged the importance of improved framework conditions: 
removing barriers to competition, better regulation, access to qualified personnel and 
intellectual property rights. In 2007 several countries introduced new initiatives in the area of 
qualified personnel or extended existing ones. Member States such as BG, EE, HU, LV, MT 
and PT undertook new measures to raise the number of doctoral students, others developed 
new initiatives to encourage mobility between academic and research institutions and the 
private sector (AT, EE, ES, LU).  In LU the University of Luxemburg and the Chamber of 
Commerce introduced a M.Sc. programme in entrepreneurship and innovation. 
 
A well-designed Intellectual Property Rights system is indispensable to ensure that firms can 
enjoy the benefits from their research endeavours. On the EU level, with the coming into 
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force of the London Protocol after ratification by FR, translation costs of national patents will 
be substantially reduced. It is expected to save innovative businesses around €200m annually, 
benefiting SMEs in particular. The creation of a Community Patent could deliver even more 
substantial savings. Some Member States (BE, CY, EL, HU, NL, PL) took targeted measures 
to stimulate patent development and ownership. For example, in EL the Industrial Property 
Organisation pays monthly visits to technology parks to inform enterprises about IPR 
opportunities, leading to a substantial increase in patent applications. 
 
In 2007 some countries (e.g. AT, DE, IE, LT, NL) took further measures to encourage 
innovation through public procurement. LT introduced competitive dialogue in public 
procurement, offering the procuring organisation a possibility to take counsel with suppliers 
regarding the most advanced project implementation solutions. Its new public procurement 
legislation also stimulates innovation for instance by describing the desired result rather than 
specifying a specific working method. The UK outlined a new vision for government 
procurement incorporating innovation and sustainability to ensure value for money. 
 
Specific innovation policies 
SMEs benefit from policies aimed at stimulating private R&D such as fiscal incentives. 
Several countries (AT, CY, CZ, ES, FR, NL, PT, RO, UK) expanded the use of this means 
sometimes making adjustments to better be able to include SMEs. Public-private partnerships 
such as pôles de compétitivité (FR) are an effective way to stimulate innovation. Several 
Member States introduced new initiatives or extended existing ones to stimulate these 
partnerships between science and industry, e.g. the “Excellence Cluster Competition “ in DE. 
Often specific attention is paid to the integration of SMEs. ES introduced a cluster 
programme of innovative enterprises requiring at least four small enterprises and one research 
centre to create a cluster. AT introduced the Innovationsscheck based on the Dutch innovation 
voucher, allowing an SME to purchase expertise and research capacity at a public institution. 
IE introduced a similar scheme while BG and PL have it planned for 2008. SE also has a 
support programme aiming to increase R&D activities in SMEs. 
 
Several countries introduced innovation policies specifically benefiting SMEs. Access to 
finance remains an important challenge for innovative SMEs. Many Member States 
introduced measures to increase access to finance specifically aimed at SMEs. Besides direct 
funding initiatives, these include loan (guarantee) schemes (EE, EL, FR, PL UK) and 
stimulating venture capital (DE, EE, IE, LV, PL, PT, UK). IT introduced the “alternative 
capital market”, dedicated to SMEs and managed by the Italian Stock Exchange. PL has 
introduced a similar initiative. SI will establish a public venture capital company to invest in 
young, growing and innovative enterprises. In a different area, ES created funds to contribute 
to ICT equipment and management in SMEs.  
 
At the EU-level, the Seventh Framework Programme for Research and Technological 
Development includes a number of incentives for SME participation, including an increased 
upper rate of reimbursement for research and technological development activities from 50% 
to 70% and a new instrument called the risk-sharing finance facility (RSFF) to support 
research and innovation in Europe. Within the Competitiveness and Innovation Framework 
Programme for the period 2007-2013 more than €1 billion has been earmarked for financial 
instruments to improve SMEs access to finance. 2007 also saw the birth of an integrated 
business and innovation support network. The network will become fully operational in 2008 
and aims to assist SMEs in reaping the benefits of the Single Market. It promotes match-
making events between SMEs, technology brokerage and partner searches, organise feed-back 
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from SMEs on EU legislation and standards as well as support the internationalisation of 
SMEs. Lastly, the structural funds provide actual and potential very large support measures, 
including for financing, a recent example being the new Jeremie mechanism that is intended 
to bring funds and expertise together in providing early stage financing to SMEs. 
 
3. Better regulation and competition 
Europe needs to create a more competitive business environment to foster entrepreneurship 
and facilitate innovation, as well as provide consumers with a broader range of goods and 
services. To this end, the quality of regulation has to be improved and unnecessary regulatory 
barriers have to be removed. Competition should be improved, especially in the key areas of 
services and network industries where many barriers remain impeding the realisation of full 
growth potential. Regretfully, data is relatively scarce and not easily comparable across 
Member States. 
 
Better regulation 
As indicated during last year’s EPC review, improving the quality of regulation requires 
policy actions in three areas: reducing administrative costs, considering the impact of 
proposed legislation and simplifying existing regulation.  
 
Reducing administrative costs  
Considerable progress has been made by many Member States in the area of reducing 
administrative costs. The March 2007 European Council adopted a target of reducing 
administrative costs arising from EU regulation by 25% and invited Member States to set 
their own national targets of comparable ambition. Most Member States have adopted the 
Standard Cost Model as their methodology. Of this group eight Member States (AT, CZ, DE, 
DK, FR, NL, SE, UK) have actually conducted (or are currently conducting) complete 
baseline measurements; eleven Member States (BE, EE, FI, HU, IE, IT, LT, MT, PL, PT, SI) 
have undertaken or are undertaking partial baseline measurements. Twelve Member States 
have defined quantitative targets to be reached between 2010 and 2012: AT, DE, DK, ES, IT, 
NL, SE, SI (in priority fields), SK, UK: 25%; CZ and FR: 20%. CY and MT plan to set a 
target in 2008. Member States that have not yet set a target for this period (BG, EE, EL, FI, 
HU, IE, LT, LU, LV, PL, PT, RO) are invited to do so. DE has established an independent 
body for the measurement of administrative burdens. At the EU level, the Commission has 
started measuring administrative burdens using Member State data and has proposed ten fast-
track actions in areas where such actions are likely to have the greatest impact, such as 
company law. This positive momentum should be maintained at both EU and Member State 
level. 
 
Considering the impact of legislation 
There has been significant further progress across the EU in developing impact assessment 
systems, with the majority of Member States introducing obligatory assessment of regulatory 
impact, designing institutional structures and developing methodological guidance.. However, 
more can be done. Only the UK systematically carries out impact assessments covering all 
three dimensions of impact (economic, environmental and social) and make them publicly 
available, while DK and CZ have started to do so, FI has plans and EL is running a pilot 
project. MT, SE and the UK specifically measure the impact on SMEs. Ireland's competition 
authorities screen relevant legislation on effects on competition. Six Member States (BE, CZ, 
LU, NL, PL, UK) have introduced monitoring bodies in the assessment process in order to 
provide an independent evaluation. This year, at the EU level, the Impact Assessment Board 
has started operating with the aim of improving the overall quality of the Commission’s 
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impact assessments. The Council and the European Parliament have, to date, carried out less 
than ten impact assessments on amendments to Commission proposals. 
 
Simplifying legislation  
Rather than ad-hoc simplification measures – that focus on the broader regulatory burden 
rather than simply administrative costs – Member States increasingly implement 
simplification of existing legislation as part of a programme that establishes criteria for a 
systematic and continuous assessment. The presence of well defined timetables and targets in 
Member States such as BE, DK, IE, IT, LU, NL, PL, SE, SI, UK allows for subsequent 
progress monitoring and evaluation of the impact of these programmes. At the EU level 
simplification has continued in line with the three-year-rolling programme as part of the 
Better Regulation initiative launched in October 2005. Half of the programme has been 
completed so far. Simplifying legislation includes improving law accessibility for citizens. 
For example, FR has updated its law codification and actively promotes policy to improve 
law accessibility by using ICT. 
 
Competition authorities 
Besides the quality of regulation, its enforcement and compliance are important. Since the 
presentation of the National Reform Programmes in 2005 many Member States have 
strengthened their national competition authorities. However, more should be done to 
strengthen the independence of national competition authorities. This includes measures to 
intensify investigations and impose punitive sanctions. This year some Member States (EE, 
ES, NL) introduced fundamental reforms to strengthen their general competition authority 
with others (CY, DK) making smaller changes. With regard to sectoral regulators there are 
large differences between Member States and sectors which could create problems for 
businesses. 
  
Removing regulatory barriers to entrepreneurship 
The March 2006 European Council stressed the need to unlock the EU’s business potential 
and, in this context, identified a number of priority actions to be delivered by the end of 2007: 
a one-stop-shop or equivalent arrangements for setting up a company in a quick and simple 
way; reducing considerably the average time it takes to start up a business (preferably within 
one week); cutting start-up fees as much as possible and creating one public administration 
point for the recruitment of a first employee. Significant progress has been made to meet these 
targets, although some Member States need to catch up: 
 
• Many Member States have established a one-stop-shop or equivalent arrangements for 

setting up a company. Some Member states have still to do so (BG, DE, EL, PL, SK CZ, 
IE, LV, MT, NL). Some of these are nearer to completing this, needing only to expand the 
number of services provided (IE, LV, MT, NL, CZ) or extend it to all Länder (DE). Some 
of these one-stop-shops offer a diversity of other business support services such as a skills 
brokerage service in the UK. 

• In 13 Member States (BE, DK, EE, FR, HU, IE, IT, LV, NL, PT, RO, SI, UK) it is now 
possible to open a business within a week. In Portugal it is possible to register a company 
within one hour (“on the spot firm”) and to register the company name as a brand within 
one hour (“on the spot brand”). In EE the fastest recorded time to register a business is 9 
minutes, 23 seconds. However, it has to be taken into account that the procedures which 
are covered by the set-up times vary widely across Member States. 

• The costs for setting up a new company have been reduced substantially. While these 
averaged € 813 in 2002 in the EU-15, they are € 485 today. 
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• To date, only around one third of Member States (BE, BG, CY, DE, DK, ES, FR, IE, LV, 
LT, MT, NL, PT, SE) have established the single contact point for hiring the first 
employee.  

 
 
Competition in services 
The services sector is the core of the EU economy, contributing 70% to its GDP. It is also this 
sector that explains a large part of the gap in productivity growth between the EU and the 
United States but also growth differences between EU Member States. With the adoption of 
the services directive and the implementation of the Financial Services Action Plan important 
steps have been taken to remove barriers for a competitive European services sector. 
Nevertheless, significant barriers still remain in the services sector as a whole, with regulation 
for professional services and retail trade often identified as particularly stringent in many 
Member States.  
 
Professional services (e.g. accounting, architecture, engineering, legal services) have 
important spillovers to other sectors. In practice, substantial differences exist between 
Member States in the intensity of regulation in these services. In many Member States 
professional services are characterised by high levels of regulation (including self-regulation 
by professional bodies). While certain regulation is justified to protect consumers and public 
interests, in some cases more competitive mechanisms could result in lower prices, increased 
quality and more innovation in these services. A limited number of Member States took steps 
to address these restrictions. Member States such as CY, CZ, DE, EE, IE and LV are 
screening professional service markets for barriers. Some countries (AT, CZ, DK, DE, EE, 
ES, LV, NL, PL, UK) have taken or are taking steps to reduce restrictions to competition in 
specific professional services. It must however be underlined that significant reforms are still 
needed on the part of many Member States. First line of action should be the most severe 
restrictions such as price regulation and unjustified barriers to entry.  
 
A positive example of a comprehensive approach to professional services reform is IT. The 
so-called liberalisation package aims at eliminating inter alia, entry barriers, minimum tariff 
requirements and advertising restrictions for professional services. Professionals are allowed 
to decide the level of their fees freely. They can advertise their specific qualifications and 
specialisations, and the characteristics and the price of their services. They are also allowed to 
establish multidisciplinary firms providing an array of professional services.  
 
With regard to regulation in the retail sector, striking differences exist between Member 
States. As an illustration: while certain Member States have strict rules on shop opening 
hours, others have very limited restrictions (e.g. in PL opening hours are not limited besides 
twelve holidays on which shops must be closed) or no restrictions at all (e.g. CZ and IE). 
Some Member States recently relaxed their rules (AT, DE, FI, IT). 
 
Competition in network industries 
Network industries such as telecommunication, postal services and energy are not only 
economically important sectors in their own right. They also provide inputs that are 
indispensable for the competitiveness of Europe. Copenhagen Economics has recently 
estimated that increased competition in network industries could achieve welfare gains of 1.3 
– 1.7% of GDP in the EU-15. This equates to €75 - €95 billion worth of additional economic 
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benefits for European businesses and consumers and an extra 140,000 to 360,000 jobs.1 
However, the timing, speed and depth of the opening process vary across sectors and by 
Member State.  
 
 
Telecommunications 
There has been much progress in the market opening for telecommunication. Experiences 
with the European regulatory framework adopted in 2002 have been positive. While the 
market share of the incumbent operators is still high in many Member States, it has been 
steadily falling as the number of major competitors grew in nearly all the Member States and 
competition increased. However, results vary between mobile and fixed line telephony. 
 
Competition has also been strengthened as a result of innovation and new technologies such 
as internet telephony. Enhanced competition has led to innovation and investment by both 
new entrants and incumbent operators as well as to significant price decreases. Over the past 
decade, the price for telecommunication services in the EU-15 has fallen by 40% in real 
terms. In June 2007 the EU regulation on roaming introduced a price cap on mobile phone 
charges for cross-border calls made and received within the EU. Open access to telephone 
networks is important for competition and has recently increased in CY and EL. Several 
Member States take measures to upgrade broadband networks and extend them to remote 
areas. 
 
On 13 November 2007 the European Commission will present draft legislative proposals to 
amend the regulatory framework to increase market supervision. 
 
Postal services 
As in the telecommunication sector, new technologies such as e-mail have intensified 
competitive pressure in the postal sector. Competition was also fostered by the gradual 
opening of the markets for different products, leaving only the market for letters under fifty 
grams protected. In October 2007, after twenty years of discussion, the Transport, 
Telecommunications and Energy Council reached an agreement to fully open the European 
postal market by 2011 including the market for letters under fifty grams. To ensure universal 
service, Member States can lay down uniform tariffs between rural and urban areas, sufficient 
access to post offices and minimum delivery requirements. Several countries  have been 
granted the possibility to delay market opening till 2013 (CZ, CY, EL, HU, LV, LT, LU, MT, 
PL, RO, SK). Certain Member States (FI, SE, UK) had already opened their market 
completely while others plan on doing so in 2008 (DE, NL) or 2009 (BG, EE). Under a so-
called reciprocity clause, Member States opening their markets can deny market access to 
firms from those Member States having not yet done so.  
 
Energy 
With the adoption of the second Electricity and Gas Directives in 2003, the basic framework 
for the development of a functioning internal energy market is in place. All Member States 
took steps towards the implementation of these directives which came into force in 2007. The 
March 2007 European Council reaffirmed that with the aim of increasing competition, 
ensuring effective regulation and encouraging investment to benefit consumers, the first step, 
to which it is committed, is to ensure timely and full implementation of the letter and spirit of 
existing Internal Market legislation relating to the opening up of the gas and electricity 

                                                 
1 http://www.berr.gov.uk/files/file37074.pdf 
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markets, since a truly competitive, interconnected and single Europe-wide energy market that 
will have major benefits for competitiveness and EU consumers as well as increasing security 
of supply has not yet been achieved. 
 
Taking account of the characteristics of the gas and electricity sectors and of national and 
regional markets, the European Council agreed inter alia on the need for effective separation 
of supply and production activities from network operations, based on independently run and 
adequately regulated network operation systems which guarantee equal and open access to 
transport infrastructures and independence of decisions on investment in infrastructure; and 
further harmonisation of the powers and strengthening of the independence of national energy 
regulators. In September 2007 the Commission proposed new legislation on energy policy to 
further the separation of transmission and generation activities and to integrate the European 
electricity markets by improving the regulatory framework, particularly on cross-border 
issues. 
 
All Member States have implemented at least legal unbundling of the transmission system 
operator in the electricity sector (except Malta who has a derogation). Half of the Member 
States introduced full ownership unbundling of the electricity transmission operator. In 2008, 
NL will also fully unbundle the ownership of the electricity distribution system. 21 Member 
States have adopted at least legal unbundling of the transmission system operator in the gas 
sector. Some Member States (DK, ES, NL, PT, RO, UK, HU) have introduced full ownership 
unbundling of the gas transmission system operator. 
 
Lack of interconnectivity is one of the main challenges that needs to be overcome to allow for 
cross-border competition. Due to rationed imports/exports, all EU wholesale electricity and 
gas markets are still national in scope except in the Nordic countries. As a consequence they 
are not yet sufficiently developed to provide customers with a real alternative from the 
nationally established suppliers. This is mainly due to the fact that the interconnection 
capacity between many Member States is still insufficient to allow genuine integration of 
national markets and competitive pressure from imports. Several regional initiatives are in 
place to address this problem including Nord Pool, Estlink, the Iberian electricity market, the 
northwest European energy market, the Energy Community of South East Europe and the 
Single Wholesale Electricity Market for Ireland and Northern Ireland. However more has to 
be done. The March 2002 European Council set a target of a level of electricity 
interconnection equivalent to at least 10% of the installed production capacity. Several 
Member States have not yet achieved this target.  
 
4. Labour markets  
The size and age structure of the population in the EU is projected to change dramatically in 
the near future. Main causes are the low fertility rate and the continuously increasing life 
expectancy. Projections confirm that ageing populations will significantly increase the risks to 
the sustainability of public finances in many Member States. There is an overall consensus of 
the critical need to raise labour supply and the employment rate in the EU in order to face the 
budgetary and labour market pressures induced by the change in the population structure. 
 
Employment rates 
The EU raised its average employment rate from 62.2% in 2000 to 64.4% in 2006 with 
considerable differences between individual Member States both in terms of level and change. 
Benefiting from a variety of policies and improved cyclical conditions, the employment rate 
increased with a full percentage point over 2006. For 2007 another substantial increase is 
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expected. However, long-term unemployment remains high (around 45% of the unemployed) 
and further reform is necessary to consolidate the improvements. To come within reach of the 
overall employment rate target of 70% in 2010, the EU will have to continue its recent 
performance over the coming years, also if economic conditions were to weaken. 
 
With the employment rate steadily climbing, attention should also turn to raising the number 
of hours worked, as an important source for future economic growth. On average (including 
full-time and part-time work), in BE, DE, DK, FI, FR, IE, NL, SE and the UK fewer hours are 
worked per week per employee than the EU average of 37.5 hours. A reform in respect of the 
number of hours worked by modifying the tax regime on overtime work has been introduced 
in BE and FR in order to make working longer hours more attractive to both employers and 
employees. 
 
Figure 2: Employment in the EU-27 – level and change 
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Source: Eurostat, 2007. Romania: 2002-2006. 

 
The EU increased its average female employment rate from 53.7% in 2000 to 57.2% in 2006. 
It seems thus on track to meet the 60% target in 2010 provided implementation of reforms 
continues. While half of the Member States had reached the 60% target in 2006 and others are 
close to it, large differences remain and certain Member States need to do more to catch up. In 
addition to general measures to increase employment, some Member States (AT, BG, CY, 
DE, EL, ES, FI, HU, NL) took specific measures aimed at raising female labour market 
participation such as investing in childcare facilities or obliging employers to share the cost of 
childcare in order to make work more attractive for the second-wage earner who in many 
Member States work a relatively limited number of hours. In 2008 CY will extend a tax credit 
for women returning to the labour market after five years of absence to women starting their 
own business. NL will phase out the transferability of the general tax credit by 5% a year over 
a period of 20 years to encourage women to work more hours.  
 
As concluded during the 2006 EPC review, working lives need to be extended through 
additional reforms. This is not only necessary in order to reach the 50% target for older 
workers (those aged 55-64) but it is also an important element in reaching the 70% overall 
target. The employment of older workers increased from an EU average of 36.9% in 2000 to 
43.5% in 2006. This progress is considerable and a clear illustration that reforms are starting 
to pay off. Even more so since many of the reforms introduced over the past years (such as 
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the increase in the statutory retirement age in BG, DE, DK) will only show their full results in 
the medium run. The time lag between reforms and results is not only due to lengthy phasing-
in periods but also to the time it takes for the structural effect itself to materialise.  
 
 
 
 
 
Figure 3: Female employment in the EU-27 – level and change 
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Source: Eurostat. Romania: 2002-2006. 

 
It is clear however that more has to be done to reach the 50% target set for 2010. A target that, 
as concluded during last year’s EPC review, will not be sufficient to raise the effective 
retirement age in line with the increase of life expectancy, which is indispensable to assure 
financial sustainability and adequacy in the long run. Large differences remain between 
Member States with many countries having to step up their efforts. In 2007, in contrast to the 
past years, only limited major reforms were introduced in this area. BE, ES, FR, MT and PT 
tightened the eligibility conditions for early retirement. Other measures to extend working 
lives include reducing retirement benefits, and increasing financial incentives to work longer 
(BE, BG, ES, HU, MT, SE). PT has brought tax rates on pensions in line with the tax rates on 
labour income. 
 
Figure 4: Employment of older workers (age 55-64) in the EU-27 
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The combination of flexibility in working arrangements and security, in order to increase the 
adaptability of the labour market is high on the European policy agenda. The European 
Commission recently published its communication ‘Towards Common Principles of 
Flexicurity: more and better jobs through flexibility and security’. In 2007, some Member 
States implemented measures in the area of flexibility varying from lengthening the allowed 
duration of fixed-term contracts (LV) to increasing the contractual freedom in labour-law 
relations (CZ). AT and FI introduced mobility premiums to employed persons or those 
threatened by unemployment to travel or move for an employment opportunity. Some 
Member States (BG, EE, FR, NL, PT) announced or are working on new plans for 
employment legislation reforms. In 2007 however, all in all, only limited progress was 
achieved with respect to EPL to make the EU labour market more flexible and address 
insider-outsider problems. 
 
Tax and benefit reforms 
The overall impression is that many of the labour market policies adopted in the Member 
States in 2007 have addressed mainly tax burden and social security and less on the benefit 
side, where reforms are even more difficult to implement. As last year, the number and scope 
of structural reforms at the benefit side remained limited. While cutting high and persistent 
unemployment is still an important unfinished task in some countries, removing barriers to 
labour participation, particularly from amongst the most disadvantaged groups and 
geographical areas, has become a key priority. Furthermore consolidation of tax-benefit 
reforms undertaken in the past is crucial.  
 
Tax reforms 
In 2007, many Member States implemented further reforms in order to reduce the tax wedge. 
Policies involving a direct reduction of the tax burden on low-income labour include the 
decrease of lower income tax rates (DK, ES, IT, NL, PL, SI), the extension of the tax-free 
range of income (BG, CY, EL, LT, LV, MT, PL), the introduction/extension of tax credits for 
low wage labour (IE, FR, LV, NL, SE, UK), the introduction of tax rebates (BG) the 
reduction of the number of tax brackets (CY, FI, MT, PL, SI, UK) and the broadening of 
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lower brackets in the tax scale (BE, MT). FR reduced the cap on taxation for the highest 
income earners from 60% to 50%. The most notable tax reforms were implemented by CZ, 
which introduced a flat personal income tax rate, an extension of the tax base, new tax 
deductions and a shift in the tax burden from direct to indirect. 
 
Social security contributions 
To stimulate labour demand and supply, several Member States reduced the social security 
contributions paid by either employers (AT, BE, BG, DE, ES, FI, FR, NL, PL, RO, SE, SI) or 
employees (BE, BG, DE, FR, IE, NL, PL). In BG and IT, the contribution share was 
redistributed, decreasing the employer’s share to reduce labour costs. In MT, the state will 
pay social security contributions for long-term unemployed persons starting out as self-
employed and for unemployed taking up temporary work. In CY the minimum social security 
contribution was replaced with a pro-rate contribution, making part-time employment more 
attractive. Some countries took measures to improve the unemployment insurance coverage of 
self-employed workers (AT, ES). A field that could be given further attention in the future, 
due to its positive effects in encouraging entrepreneurship. 
 
Benefit reforms 
As in previous years, structural reforms in the area of unemployment and welfare-related 
benefit systems in 2007 were limited. Positive exceptions are CZ and SE, which introduced 
major unemployment insurance reforms. SE reduced the duration of unemployment benefits 
and lowered the compensation rate, abolished the possibility for an extension of the benefit 
period and reinforced the availability criteria. The reforms in CZ provide for stronger 
conditionality, lower level of benefits and stricter sanction mechanisms. LT and LV have 
plans for major unemployment insurance reforms. Other Member States took measures to 
tighten the eligibility criteria for unemployment benefits (LV, PT) or the availability criteria 
that have to be satisfied by unemployed workers in order to receive the allowance (EL, NL, 
PT, SE). Tighter work-availability criteria have often gone hand-in-hand with increased and 
more systematic and effective application of sanctions for the refusal of suitable job offers 
(BE, CZ, SI). The UK is extending its work-focused benefit regime to key inactive groups in 
which women and older people predominate. 
 
The sickness system was largely reformed in CZ and SE to reduce sickness absence. Also BG 
took measures in this respect. A partial sickness allowance was introduced in FI, to encourage 
employees to return to working life. In HU a new, stricter disability benefit system will come 
in effect in 2008. It is expected to play an important role in decreasing what is effectively 
early retirement. 
 
Over the past years, many Member States introduced reforms in the field of in-work benefits. 
This year measures were limited. BE, FR and the UK extended existing schemes. FR is 
testing a new scheme for financial support for low income workers to ensure that their income 
is higher than the minimum income. Some countries increased unemployment benefits to 
active job seekers by introducing job seeking and training allowances (CY, DE, EL, FI, UK). 
These reforms are important to reducing levels of inactivity and benefit dependency, which is 
a key cause of poverty. 
 
 
 



   
Structural Indicators 

Headline Energy Labour Markets 

Real GDP 
Growth 

Market Share of 
the largest 

energy 
generator in the 

electricity 
market Energy Intensityi 

Labour 
Productivity per 

person 
employedii 

Total Employment 
Rateiii 

Total Employment 
Rate - femaleiv 

Employment Rate - 
older workersv 

Long Term 
Unemployment 

Ratevi 
 2000 2006 2000 2005 2000 2005 2000 2006 2000 2006 2000 2006 2000 2006 2000 2006 

European Union (25 countries) 3,9 3,0 N/A N/A 208,8 N/A 105,4 103,9 62,4 64.7 (p) 53,6 57.4 (p) 36,6 43.6 (p) 3,9 3.6 (p) 
European Union (15 countries) 3,8 2,8 N/A N/A 190,5 184,9 113,9 110,4 63,4 66 (p) 54,1 58.6 (p) 37,8 45.3 (p) 3,4 3.1 (p) 

Euro area 3,8 2,8 N/A N/A 184,2 183,4 115,4 110,5 61,5 64.6 (p) 51,4 56.7 (p) 34,3 41.7 (p) 3,9 3.6 (p) 
Belgium 3,7 3,2 91,1 85,0 236,1 205,7 137,7 134,5 60,5 61,0 51,5 54,0 26,3 32,0 3,7 4,2 
Bulgaria 5,4 6,1 N/A N/A 1931,1 1582,4 30,6 35,3 50,4 58,6 46,3 54,6 20,8 39,6 9,4 5,0 

Czech Republic 3,6 6,4 69,2 72,0 888,4 823,4 62,2 71,2 65,0 65,3 56,9 56,8 36,3 45,2 4,2 3,9 
Denmark 3,5 3,5 36,0 33,0 125,0 114,1 111,0 108,4 76,3 77,4 71,6 73,4 55,7 60,7 0,9 0,8 
Germany 3,2 2,9 34,0 N/A 159,7 157,0 108,6 106,4 65,6 67.5 (p) 58,1 62.2 (p) 37,6 48.4 (p) 3,7 4.7 (p) 
Estonia 10,8 11,2 91,0 92,0 1214,8 966,9 46,7 63,7 60,4 68,1 56,9 65,3 46,3 58,5 5,9 2,8 
Ireland 9,0 5,7 97,0 71,0 175,1 143,9 127,8 132,1 65,2 68,6 53,9 59,3 45,3 53,1 1,6 1,4 
Greece 4,5 4,3 97,0 97,0 263,6 236,5 105,8 116,9 56,5 61,0 41,7 47,4 39,0 42,3 6,1 4,8 
Spain 5,0 3,9 42,4 35,0 227,0 219,2 104,3 100,3 56,3 64,8 41,3 53,2 37,0 44,1 4,6 1,8 

France 3,9 2,0 90,2 89,1 186,6 185,5 125,8 125,3 62,1 63 (p) 55,2 57.7 (p) 29,9 37.6 (p) 3,5 4.0 (p) 
Italy 3,6 1,9 46,7 38,6 186,9 190,7 126,7 109,5 53,7 58,4 39,6 46,3 27,7 32,5 6,3 3,4 

Cyprus 5,0 3,8 99,6 100,0 282,3 246,9 85,4 85,6 65,7 69,6 53,5 60,3 49,4 53,6 1,2 0,9 
Latvia 6,9 11,9 95,8 92,7 756,0 644,8 40,3 52,9 57,5 66,3 53,8 62,4 36,0 53,3 7,9 2,5 

Lithuania 4,1 7,7 72,8 70,3 1208,4 949,1 42,9 58,6 59,1 63,6 57,7 61,0 40,4 49,6 8,0 2,5 
Luxembourg (Grand-Duché) 8,4 6,1 N/A N/A 186,6 189,9 176,9 183,3 62,7 63,6 50,1 54,6 26,7 33,2 0,6 1,4 

Hungary 5,2 3,9 41,3 38,7 600,5 543,6 65,0 74,8 56,3 57,3 49,7 51,1 22,2 33,6 3,1 3,4 
Malta 6,4 3,2 100,0 100,0 303,2 269,9 97,3 88,2 54,2 54,8 33,1 34,9 28,5 30,0 4,4 2,9 

Netherlands 3,9 3,0 N/A N/A 198,5 195,6 115,0 114,4 72,9 74,3 63,5 67,7 38,2 47,7 0,8 1,7 
Austria 3,4 3,3 32,6 N/A 134,4 149,3 123,7 122,0 68,5 70,2 59,6 63,5 28,8 35,5 1,0 1,3 
Poland 4,3 6,1 19,5 18,5 680,2 584,7 55,5 61,5 55,0 54,5 48,9 48,2 28,4 28,1 7,4 7,8 

Portugal 3,9 1,3 58,5 53,9 241,5 241,4 70,8 67,9 68,4 67,9 60,5 62,0 50,7 50,1 1,7 3,8 
Romania 2,1 7,7 N/A 36,4 1457,2 1164,9 28,0 38,3 63,0 58,8 57,5 53,0 49,5 41,7 3,7 4,2 
Slovenia 4,1 5,7 N/A 50,1 341,7 320,5 75,5 84,7 62,8 66,6 58,4 61,8 22,7 32,6 4,1 2,9 
Slovakia 0,7 8,3 85,1 83,6 955,9 868,6 58,5 70,4 56,8 59,4 51,5 51,9 21,3 33,1 10,3 10,2 
Finland 5,0 5,0 23,3 23,0 260,1 241,5 115,4 111,5 67,2 69,3 64,2 67,3 41,6 54,5 2,8 1,9 
Sweden 4,3 4,2 49,5 47,0 215,0 204,3 113,5 110,1 73,0 73,1 70,9 70,7 64,9 69,6 1,4 1,1 

United Kingdom 3,8 2,8 20,6 20,5 227,3 202,6 109,4 110,6 71.2 (b) 71,5 64.7 (b) 65,8 50.7 (b) 57,4 1.4 (b) 1,2 
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Innovation 

Gross Domestic Expenditure on 
Research and Developmentvii 

GERD by industry (% of total 
GERD) Patents per 1m inhabitantsviii 

Science and technology graduates - 
totalix 

  2000 2005 2000 2004 2000 2003 2000 2005 
European Union (25 countries) 1.86 (s) N/A 56,3 54,9 135,309 136,114 10,6 13,2 
European Union (15 countries) 1.91(s) N/A 56,6 55,2 160,59 160,65 11 N/A 

Euro area 1.85 (s,q)  N/A 57,4 56,4 158,083 162,505 10,2 13 
Belgium 1,97 1.82 (p) 62,4 N/A 145,561 144,49 9,7 10,9 
Bulgaria 0,52 0,5 24,4 28,2 2,8 4,306 6,6 8,6 

Czech Republic 1,21 1,42 51,2 52,8 10,421 15,947 5,5 8,2 
Denmark 2,24 2.44 (p) N/A N/A 224,464 235,815 11,7 14,7 
Germany 2,45 2.51 (e) 66 66,8 306,963 311,714 8,2 9,7 
Estonia 0,61 0.94 (p) 24,2 36,5 10,626 15,538 7 12,1 
Ireland 1.23 (e) 1.25 (e,p) 66,7 57,2 76,146 77,287 24,2 24,5 
Greece N/A 0.61 (p) N/A N/A 6,773 11,179 N/A 10,1 
Spain 0,91 1.12 (e,p) 49,7 48 26,408 30,58 9,9 11,8 

France 2.15 (b) 2.13 (p) 52,5 51,7 139,465 149,061 19,6 22,5 
Italy 1,05 1.1* N/A N/A 78,925 87,266 5,7 9,7 

Cyprus 0,24 0.4 (p) 17,5 18,9 15,496 16,361 3,4 3,6 
Latvia 0,44 0,57 29,4 46,3 6,705 5,876 7,4 9,8 

Lithuania 0,59 0,76 31,6 19,9 2,474 5,805 13,5 18,9 
Luxembourg (Grand-Duché) 1,65 1.56 (p) 90,7 N/A 234,156 200,468 N/A N/A 

Hungary 0,78 0,94 37,8 37,1 20,219 18,892 4,5 5,1 
Malta N/A 0.61 (p) N/A N/A 11,836 8,81 3,4 3,4 

Netherlands 1,82 1.78*(p) 51,4 N/A 246,297 244,308 5,8 8,6 
Austria 1.91 (e) 2.36 (e,p) 41,8 47,2 174,124 195,107 7,2 9,8 
Poland 0,64 0,57 29,5 26,9 3,136 4,193 6,6 11,1 

Portugal 0.76 (e) 0.81 (p) 27 N/A 5,751 7,497 6,3 12 
Romania 0,37 0.39* 49 44 0,848 1,172 4,9 10,3 
Slovenia 1,43 1,22 53,3 58,5 36,081 50,43 8,9 9,8 
Slovakia 0,65 0,51 54,4 38,3 7,206 8,137 5,3 10,2 
Finland 3,34 3,48 70,2 69,3 350,784 305,603 16 17,7 
Sweden N/A 3,86 N/A N/A 368,955 284,923 11,6 14,4 

United Kingdom 1,86 1.73* 48,3 44,2 132,152 121,424 18,5 18,4 
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Notes: (b) Break in series; (s) Eurostat estimate; (p) Provisional value; (e) Estimated value; (m) EU27 (q) Euro Area 12. 
 

Source: Eurostat 
 
N.B. Eurostat data collected via ‘Ecowin’ includes Labour Productivity, Science and Technology Graduates, Venture Capital Investments & Gross Domestic expenditure on R&D. ‘Ecowin’ did not 
provide any symbol to mark estimated or provisional values or a break in the series. 

 
i Gross inland consumption of energy divided by GDP - at constant prices, 1995 - kilogram of oil equivalent per 1000€ 
ii GDP in Purchasing Power Standards - PPS - per person employed relative to EU-25; EU-25 = 100 
iii Number of persons aged 15 to 64 in employment by the total population of the same age group; % 
iv Number of women aged 15 to 64 in employment by the female population of the same age group; % 
v Number of persons aged 55 to 64 in employment by the total population of the same age group; % 
vi Persons aged at least 15 who have been unemployed for 12 months or more divided by the total labour force (employed and unemployed persons); % 
vii % of GDP 
viii Number of patent applications to the European Patent Office (EPO) per million inhabitants 
ix Tertiary graduates in science and technology per 1 000 of population aged 20-29 years 
x Exports of high technology products as a share of total exports 
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