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COVER NOTE 
from: Mr Joe GRICE, President of the Economic Policy Committee 
dated: 26 April 2006 
to: Mr Karl-Heinz GRASSER, President of the (ECOFIN) Council 
Subject: ECOFIN contribution on the review of the EU Sustainable Development 

Strategy 
 
 
Dear President, 

 

As you will be aware, the Presidency is consulting all relevant Council formations on the renewal of 

the EU Sustainable Development Strategy (SDS) for the next five years, which is proposed to be 

adopted by the June 2006 European Council. Accordingly, the Friends of Presidency Group on the 

Review of the EU SDS formulated a set of questions to guide the policy debates in the different 

Council formations. I am pleased to enclose, for possible endorsement by the Council (Ecofin) on 

5 May, a draft contribution to the June European Council, which has been drafted on the basis of 

these common questions.  
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The Sustainable Development Strategy may have significant effects on both growth and 

competitiveness performance in Europe. The upcoming review of the EU Emissions Trading 

Scheme is one particularly important aspect of this overall strategy. Not least because of its impact 

on energy prices, this review will have sizeable budgetary and macro-economic implications. As 

Member States are preparing their second round of national allocation plans due at the end of June 

2006, Ministers may wish to exchange views on their national experience in implementing the 

scheme.  

 

If it would be helpful to Ecofin, the Economic Policy Committee stands ready to provide a 

contribution on the review of the Emissions Trading Scheme. 

 

(Complimentary close) 

 

        (s.) Joe Grice 

 
 

________________________ 
 
 
Annex 
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ANNEX 

 

ECOFIN CONTRIBUTION ON THE REVIEW OF THE EU  

SUSTAINABLE DEVELOPMENT STRATEGY 

 

Key Messages: 

 

The EU Sustainable Development Strategy (SDS) will be reviewed by the European Council in 

June 2006. In preparation of this review, the Ecofin Council considers in particular that: 

 

1. The objectives set up in the initial Sustainable Development Strategy remain valid, within 

the framework of the three pillared approach to sustainable development (economic, social and 

environment).  

 

2. These objectives should be supported by a limited number of priority targets and 

commitments against which progress can be measured. Such targets should be drawn from 

existing indicative or mandatory targets which have been agreed at EU level or internationally. 

New EU targets, especially those that have expenditure implications, risk the dilution of 

priorities, non delivery of actions and an increase of administrative burdens on business. This 

would also be in contradiction with the EU objective to avoid over-regulation and to reduce 

decisively administrative burdens.  

 

3. From that standpoint, greater prioritisation of the objectives, targets and key actions listed 

in Annex 2 of the “SDS review package” is needed. This annex includes too many actions 

which risk pulling in different or even opposite directions. Although the SDS is primarily about 

identifying inter-linkages between all policy areas in order to minimise trade offs and promote 

synergies, the list of objectives, targets and actions in Annex 2 does not allow for an integrated 

approach. Moreover, emphasis should be put on ensuring that actions listed in the Annex 2 are 

cost-effective. In particular, one should examine whether in some sectors, alternatives to 

traditional environmental regulation, such as framework legislation, the Open Method of Co-

ordination (OMC) or voluntary agreements with industry might help to close the 

implementation gap whilst reducing compliance costs. 



 
8681/1/06 REV 1   PSJ/jmc 4 
ANNEX DG G I LIMITE  EN 

4. Policy making in the areas covered by the SDS should be further improved by :  

 

- greater use of impact assessment;  

 

- a more extensive and rigorous usage of high quality cost benefit analysis so as to facilitate 

informed decision-making, notably in a globalised context; 

 

- regular and ongoing policy evaluation;  

 

- more extensive use of market-based instruments, which contribute to linking 

environmental protection and economic growth.  

 

5. The Challenge of climate change should be tackled in a way that is consistent with 

competitiveness, development and energy security, through the development of adjustment 

strategies at the regional, national and international level. The evolution of the international 

climate change regime after 2012 – where all relevant emitting countries need to participate and 

share the burden of greenhouse gas reduction - is of particular importance. Careful consideration 

is needed when looking at the further development of the EU emissions trading scheme, 

including increased usage of flexible mechanisms as well as the extension of the EU emissions 

trading scheme to more sectors and countries, because its future role will also depend on how 

the international climate policy regime for the period after 2012 evolves. An EU emissions 

trading scheme should be robust, maintain the competitiveness of European firms, support 

investment in developing countries through the continuation of the Clean Development 

Mechanism and provide early certainty for industry. 

 

6. In order to enhance synergies and coherence across policies and processes,  and in light of 

the overarching nature of sustainability which also encompasses ageing and energy, long-term 

sustainable development should become an important aspect of the Member States’ National 

Reform Programmes and their implementation. The creation of new processes should be 

avoided. 

 

_________________ 
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Full contribution 

 

REVIEW OF THE SUSTAINABLE DEVELOPMENT STRATEGY 

 

1. Objectives, targets, key actions 

 

The objectives set up in the initial Sustainable Development Strategy remain valid, within the 

framework of the three pillared nature of sustainable development (economic, social and 

environment).  

 

These objectives should be supported by a limited number of priority targets and 

commitments against which progress can be measured. Such targets should be mostly drawn 

from existing indicative or mandatory targets which have been agreed at EU level or internationally. 

New EU targets, especially those that have expenditure implications, risk the dilution of priorities, 

non delivery of actions and an increase of administrative burdens on business, in contradiction with 

the EU objective to avoid over-regulation and to reduce decisively administrative burdens.  

 

Targets, objectives and key actions listed in Annex 2 of the “SDS review package” should be 

assessed against this background. Annex 2 does not seem to include new targets, but greater 

prioritisation is needed. Although the SDS is primarily about identifying inter-linkages between 

all policy areas in order to achieve policy consistency and to minimise trade offs and promote 

synergies, the list of objectives, targets and actions in Annex 2 does not allow an integrated 

approach. Moreover, emphasis should be put on ensuring that actions listed in Annex 2 are cost-

effective. In particular, one should examine whether in some sectors, alternatives to traditional 

environmental regulation, such as framework legislation, the Open Method of Co-ordination 

(OMC) or voluntary agreements with industry might help to close the implementation gap whilst 

reducing compliance costs. The Strategy should also give clear guidance on how to set targets after 

2010. 
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Policy making in the areas covered by the SDS should be further improved by:  

 

• A more extensive and rigorous usage of high quality cost benefit analysis should be a 

basic principle of the SDS 

 

Policies designed to generate benefits but which do so only at the expense of costing EU citizens, 

governments and enterprises more than the benefits to be obtained are counterproductive. For this 

reason, the European Council stressed that cost effectiveness was an essential principle for 

Sustainable Development and therefore needs to be the basic logic underlying any policy. Full and 

rigorous analysis of the costs and benefits of action or lack of action is therefore a prerequisite 

for any proposed policy development. The challenge is to develop policies that will stimulate 

growth and employment and at the same time protect the environment and social achievements. A 

more extensive use of the impact assessment tools is therefore essential. 

 

• Greater use of impact assessment 

 

Ex-ante impact assessment, so as to make better informed decision taking, will reduce the need for 

ex-post re-adjustments and compensating measures. Impact assessment is too often considered as a 

constraint imposed to the policy initiator rather as a tool for better decision making. The effective 

application of the Impact Assessment tool needs therefore to be much further extended through 

better implementation of recent guidelines1 and the use of the Impact Assessment methodology in 

other institutions and within the Member States. This should be a key element of the Sustainable 

Development Strategy. 

 

                                                 
1 In June 2005 the Commission's internal Guidelines on Impact Assessment  of major legislative and policy-defining 
Community initiatives have been updated: 
http://europa.eu.int/comm/secretariat_general/impact/docs/SEC2005_791_IA_guidelines_main.pdf    

http://europa.eu.int/comm/secretariat_general/impact/docs/SEC2005_791_IA_guidelines_main.pdf
http://europa.eu.int/comm/secretariat_general/impact/docs/SEC2005_791_IA_guidelines_main.pdf
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• Regular and ongoing policy evaluation 

 

Whatever the initial expected costs and benefits, these need to be regularly reassessed to see 

whether experience is turning out in accordance with expectations or otherwise. ECOFIN considers 

that the list of Sustainable Development Indicators included in the Commission’s communication 

needs examination. These indicators are specifically geared towards monitoring the EU Sustainable 

Development Strategy. Although more research needs to be done in order to better assess inter-

linkages between the economic, social and environmental dimensions of sustainable development 

and therefore be able to evaluate the combined effect of policies, these indicators should be used as 

a  tool in the assessment of progress towards the objectives and targets of the SDS. These indicators 

are also important communication tools and should therefore be used in order to contribute to 

awareness of the issues raised in the Sustainable Development Strategy and their benefits for the 

public.   

 

• More extensive use of market-based instruments 

 

ECOFIN has long recognised the potential merits of market-based instruments, which contribute to 

couple environmental protection and economic growth. Market based instruments ensure that the 

market and people’s behaviour adapt in the most cost effective way, minimising thereby the 

resources and compliance cost for the society as a whole. They reduce the need for regulatory 

measures - in line with the EU’s agenda of reduction of administrative burdens - and create 

permanent incentives for innovative responses, turning environmental constraints into new market 

opportunities. Market based instruments are therefore the most appropriate instruments for 

exploiting win-win opportunities. ECOFIN is convinced that there is real scope to extend the use of 

market-based instruments to address unsustainable trends. Their suitability must, however, be 

judged against a set of criteria in particular effectiveness, efficiency, flexibility, equity, institutional 

constraints, effects on productivity, disposable income, income distribution, international trade and 

public acceptance, and they will often need to be (temporarily) complemented by command-and-

control instruments. The success lies in the optimal mix and sequencing of these instruments, which 

requires further knowledge on the full effects of the respective instruments.  
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2. Ecofin’s contribution to implementing the EU SDS 

 

Sustainable development is about reconciling the economic, social and environmental dimensions 

of human activity. The issue of sustainable development should be carefully integrated into the 

design and implementation of the Member States’ structural reform agendas in their Lisbon national 

reform programmes.  

 

ECOFIN considers that the Integrated guidelines for growth and jobs - and in particular, the Broad 

Economic Policy Guidelines - , and the Member States' implementation of national programmes, 

offer the greatest potential to improve consistency between the economic, social and environmental 

perspectives. 

 

The Integrated Guidelines for Growth and jobs 2005-2008 already aim at achieving coherence and 

synergy between Lisbon and SDS goals. Notably the Guidelines 11 and 14, which read as follows: 

 

o Integrated guideline 11: "to encourage the sustainable use of resources and strengthen the 

synergies between environmental protection and growth, MS should: (…) promote the 

development of means of internalisation of external environmental costs (…), inter alia, 

through the use of market-based instruments (…) and a reform of subsidies that have 

considerable negative effects on the environment and are incompatible with sustainable 

development, with a view to eliminating them gradually". 

 

o Integrated Guideline 14: "to create a more competitive business environment and encourage 

private initiative through better regulation, MS should: (…) improve the quality of existing 

and new regulations, while preserving their objectives,  through a systematic and rigorous 

assessment of their economic, social (including health)  and environmental impacts (…)". 
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But, such a coherence and synergy is far from being systematic. As rightly underlined in the Report 

from the High Level Group chaired by Wim Kok2: “[while] taking care of the environment should 

remain an important dimension of the [Lisbon] strategy as it can both constitute a source of 

competitive advantage in global markets and increase competitiveness, this virtuous combination of 

environmental aspects and enhanced competitiveness is not automatic; it requires the right choice 

of policy instruments and the need for governments to carefully strike the balance between 

environmental, social and economic impacts, both in the short and long term”. It is therefore 

essential to secure effective ways to exploit win-win opportunities between the two strategies. 

ECOFIN considers therefore that the issue of sustainable development needs to be e effectively 

integrated into the design and implementation of the Member States’ structural reform agendas of 

Lisbon. Long-term sustainable development should become one aspect of the MS national reform 

programmes. Good governance should provide for an effective interlinkage between the SDS and 

the Lisbon strategy.  

 

3. Coherence between the EU and the international dimension  

 

In preparation of the Johannesburg Summit on Sustainable Development in 2002, the European 

Council invited the Commission to further develop the external dimension of the SDS. The 

Communication "Towards a global partnership for sustainable development" aimed at 

complementing the Gothenburg strategy so that "the external dimension would be an integral part 

of the EU sustainable Development Strategy". Many challenges to sustainability require global 

action to solve them. In particular, the Challenge of climate change should be tackled in a way 

that is consistent with competitiveness, development and energy security. The evolution of the 

international climate change regime after 2012 – where all relevant emitting countries need to 

participate and share the burden of greenhouse gas reduction - is of particular importance. Careful 

consideration is needed when looking at the further development of the EU emissions trading 

scheme, including increased usage of flexible mechanisms as well as the extension of the EU 

emissions trading scheme to more sectors and countries, because its future role will also depend on 

how the international climate policy regime for the period after 2012 evolves. An EU emissions 

trade scheme should be robust, maintain the competitiveness of European firms, support investment 

in developing countries through the continuation of the Clean Development Mechanism and provide 

early certainty for industry.  

                                                 
2 Facing the Challenge, The Lisbon Strategy for growth and employment, Report from the High Level Group chaired by 
Wim Kok, November 2004 
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Issues such as whether to enable Member States to sell or grandfather emissions rights need to be 

considered with caution, including the issue of possible windfall profits. 

 

Clean development mechanisms (CDM) under the Kyoto Protocol represent a way, drawing on 

market-based instruments, to encourage investment in low-emission or more efficient technologies 

in developing countries. Several options to strengthen the CDM post-2012 should therefore be 

explored.  

 

4. Coherence across policies and processes  

 

The Ecofin Council considers that it is particularly important to increase synergy and coherence 

in two particular policy areas, by i) securing the sustainability of pension systems and other social 

security schemes in an ageing society; (ii) moving towards an efficient and integrated EU energy 

policy against the challenge of climate change and security of supplies.  

 

• Social and economic sustainability: focus on ageing populations  

 

Since ageing and social exclusion are well covered in the Lisbon strategy, supporting priority 

actions in these areas within the SDS should avoid any inconsistency. Taking into account the 

ageing populations in all European countries, the sustainability and adequacy of pensions 

will remain an important issue for the next decades.   The ECOFIN devotes extensive work to 

this matter and, thanks to commonly agreed indicators and sets of budgetary projections, usefully 

contributes to the debate on necessary structural reforms. The recent EPC report on ageing shows 

that demographic developments would significantly raise ageing-related public expenditure in the 

EU and reduce the average annual potential growth rate for the EU. It highlights both the 

considerable progress reached and the challenges ahead. The sources of growth of the EU need to 

diversify further.  

 

• Economic and fiscal aspects of climate change: energy and transport policies  

 

Similarly, any inconsistency and overlap should be avoided between the SDS recommendations in 

the field of energy and those formulated in the context of the new European Strategy for 

sustainable, competitive and secure energy. 
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Delivering the right response to the challenge of climate change and security of energy supplies 

becomes increasingly urgent. Energy policies should strike a balance between the goals of 

competitiveness, environmental protection, and security of supply. To that end, the energy intensity 

of economic activities should be reduced, the share of energy supply from renewable sources be 

increased and sources or energy be diversified, in a way that does not damage competitiveness. 

Instruments to deal with both climate change and other energy related issues should be market 

based, to ensure clear and consistent price signals, cost effective and placed in a medium term 

framework. 

 

Energy and transport largely depend on fossil fuels, the burning of which is the main cause of 

environmental pollution and the build up of greenhouse gases in the atmosphere leading to 

potentially dangerous climate change. Although low-carbon alternatives exist, in many cases they 

are not competitive with fossil fuels, even after taking account of environmental externalities. 

Increasing the penetration of secure, low-carbon energy sources in the energy mix requires policies 

that reduce their costs relative to those of fossil fuels so as to mitigate the trade-off between 

competitiveness and environmental protection that currently exists in energy and transport policies. 

 

__________________________ 
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