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Therole of the European Council is to 'provide the Union with the necessary
impetus for its development' and to define its 'general political directions
and priorities'. Since its creation in 1975, the European Council has
exercised considerable influence over the development of the European
Union, a process enhanced by its designationas a formalinstitutionof the
Union under the Lisbon Treatyin 2009.

The European Council Oversight Unit within the European Parliamentary
Research Service (EPRS) monitors and analyses the activities, commitments
and impact of the European Council, so as to maximise parliamentary
understanding of the political dynamics within this institution.

This EPRS publication, 'Key issues in the European Council’, which is
updated every quarter to coincide with European Council meetings, seeks
to provide an overview of the institution's activities on major EU issues. It
analyses 12 broad policy areas, explaining the legal and political
background, the main priorities and orientations defined by the European
Council and the results of its involvement to date, as well as some of the
future challenges in each policy field.
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Key issuesin the European Council: State of play in March 2024

1. The European Council

Established as an informal summit meeting in 1975, the European Council became a formal
European Union institution, with a full-time President, in 2009, on the entry into force of the Treaty
of Lisbon. It consists of the Heads of State or Government of the 27 EU Member States, the President
of the European Counciland the President of the European Commission (Article 15(2) of the Treaty
on European Union, TEU). The latter twoindividuals have no votingrights. Meetings of the European
Councilare normally also attended by the High Representative of the Union for Foreign Affairsand
Security Policy. The President of the European Parliamentis 'invited tospeak’ as thefirst item onthe
European Council's agenda, followed by an exchange of views (Article 235(2) of the Treaty on the
Functioning of the EU, TFEU). At its formal meetings, normally four per year, the European Coundi
adopts 'conclusions' that are aimed at identifying policy priorities and action to be taken by the
Union as awhole.

Agenda-setting and crisis management

The European Council'sroleis to 'provide the Unionwith the necessary impetusfor its development
and define the general political directions and priorities' (Article 15(1) TEU). It cannot exercise
legislative functions. At the beginning of the 2014-2019 and the 2019-2024 institutional cycles, the
European Council adopted an agenda of strategic priorities, designed to guide the work of the
European Union over thefive-year period.

Reflecting the direction taken by the 2017 Rome Agenda set out on the occasion of the 60th
anniversaryof the Rome Treaties, the 2019-2024 strategic agenda, adopted by the Heads of Stateor
Government at their meeting in June 2019, defines migration and the protection of citizens as the
top priorities for action in the coming five years. Then, comes the development of a stronger
economic base, including the fight against unemployment, followed by climate change and social
issues. Finally, it looks to increase the EU's influence and defendiits interest in the world. The four
core priorities set out in the 2019-2024 strategicagenda broadly correspond to the concerns of EU
citizens at the time, as reflected by the 2019 standard Eurobarometer.!

A few months before the end of the current institutional cycle, the priorities set at the start of the
institutional cycle remain to a large extent relevant, even if a series of major crisis have generated
developments in areas not previously anticipated such as health, or given a new sense of urgency
to policy priorities such as defence or the energy transition. By making EU vulnerabilities apparent,
the outbreak of the coronavirus pandemicin early 2020 and Russia's unprovoked invasion of Ukraine
in February 2022, have prompted EU Heads of State or Government to concentrate on
strengthening the EU's economicresilience, reducing the EU's dependencies, notablyin the health
and energy sectors,and enhancing its capacity to act autonomously. The latter priorities are likely
toremain atthe centre of the 2024-2029 Strategic Agenda, on which the European Council, led by
its President, Charles Michel, began reflecting at the informal meeting in Granada on 5-6 October
2023. EU leaders will meet informally on 17-18 April 2024 to discuss the new Strategic Agenda in
depth, with a view to adopting the key objectivesfor the upcoming 5-year period at the 27-28 June
2024 formal meeting of the European Council.

In the context of a broader ambition aimed at achieving European strategic autonomy, particular
emphasis has been placed on the opportunities offered by the green transition and digital
transformation, which are expected to foster new forms of growth and contribute to a more

' The European Parliament carried out a public opinion survey inthe midst of the coronavirus crisis that shows a shift

in priorities on the part of the European public. This was corroborated by the April 2021 standard Eurobarometer.
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innovative and resilient EU. This dual transformation has been given a central role in the EU's
medium-to long-term action. The President of the European Council, Charles Michel, has mentioned
the concept of strategic autonomy a number of times since he made a prominent speech on the
matterin 2020, in which he stated that 'The strategicindependence of Europeis our new common
project for this century.It'sin allour common interest'. This concept was then formally endorsed by
the European Council, which presented it as 'a key objective of the Union'in its 1-2 October 2020
conclusions.

Almost four years on, boosting the EU economy and ensuring its future resilience remain key
priorities of the EU. The unprovoked invasion of Ukraine by Russia on 24 February 2022, has
strengthened the determination of EU Heads of State or Government, and accelerated efforts aimed
atenhancing the EU's strategicautonomy.

At their informal meeting in Versailles on 10-11 March 2022, EU Heads of State or Government
stressed that 'confronted with growing instability, strategic competition and security threats', the
EU needed to 'take more responsibility for our security and take further decisive steps towards
building our European sovereignty, reducing our dependencies and designing a new growth and
investment model for 2030'. To serve these aims, EU leaders have identified three areas requiring
particular attentionin order to bolster EU resilience: a) enhancing defence capabilities; b) reducing
energy dependencies; and c) strengthening the EU'seconomic base.

The Versailles declaration does not as such constitute a major shift in the European Council's
priorities. In many ways, thethreedimensions show continuity with the 2019-2024 strategic agenda
and the orientations set during the coronavirus pandemic, albeit with a greater sense of urgency
and determinationon policy issues impacted by the war in Ukraine.

While food security in the EU and its neighbourhood appears as a new issue on the agenda of EU
leaders as a result of the war in Ukraine, many of the topics mentioned in Versailles had appeared
already in oneformor anotherin European Council conclusions. The need to increase EU capabilities
in the field of defence, for instance, had already been a core priority for several years, whilst
increasing the EU's economic resilience to future shocks and the reduction of strategic
dependencies was at the centre of the debate in the context of the pandemic. Rhetorically, the most
apparent shift lies in a greater focus on energy security. Whilst in the aftermath of the Paris Climate
conferencetheaccent had been set on climate policy, since February 2022, the reduction of energy
dependence from Russia has been strongly underlined. The two aspects —energy and climate - go
handin hand however, implyinga transitionaway from fossil fuels, diversification of energy sources
and suppliers, as well as support for renewable energies. They have therefore been considered
jointly by the European Council.

As regards support for Ukraine, Heads of State or Government met as soon as 17 February - i.e.
before theinvasion of the country —to prepare theEU's responsein the event of a further escalation
of the crisis, and already discussed sanctions. They met again on the very day on which Russia
launched its full-scale military operation against Ukraine, on 24 February, condemning the
unjustified Russianaggression, calling on Russia toput an immediate end to it, and expressing their
support for Ukraine's territorial integrity. Since then, they have given the green light to successive
packages of sanctions against Russia (and Belarus), with the 13th package adopted in the Coundi
on 23 February to mark the second anniversary of the invasion of Ukraine by Russia. They have
provided support for Ukraine in various forms — macro-financial assistance (€18 billion), lethaland
non-lethal military support through the European Peace Facility (€6.1 billion) — and, moreover,
accepted, for the first time, that the EU budget could be used in support of armament production. In
addition, at the June 2023 European Council, they confirmed their readiness 'to contribute, together
with partners, to future security commitmentsto Ukraine'.
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Then, at their special meeting on 1 February 2024, EU leaders reached a major decision on the
creation of a (non-military) Ukraine Facility for the period 2024-2027. The agreement of all 27
Member States on the revision of the multiannual financial framework, which hadnotbeen possible
in December 2023 due to the veto of one Member State, will provide Ukraine with €50 billion to
financeits recovery and reconstruction.

The European Union has displayed unity and determination, but EU leaders have alsoaimed at close
coordination with its US and other NATO partners. The President of the US, Joseph Biden, even
attended the European Councilon 24 March 2022 in person as part of a trilogy of summitmeetings
in Brussels (NATO, G7 and EU) demonstrating Westernunity in support of Ukraine.

In this crisis, as well as during the coronavirus crisis, the European Council has shownits capacity to
exercise its role as crisis manager swiftly and boldly, taking unprecedented and courageous
decisions at an early stagein the process. Although this attitude contrasts with what was described
by academics as a more slow and reactive approach taken during the 2008 financialand economic
crisis, the unity it requires is notalwaysa given. The EU's disjointed initial response to thebrutal and
indiscriminate terrorist attacks across Israel on 7 October 2023, and to the war on Hamas that
followed, which has created a difficult humanitarian situation in Gaza and strongly affected the
civilian population, has highlighted greater division, at times, between EU leaders. While the
European Councilmanagedto releasea joint statement on 15 October 2023, condemning Hamas's
terrorist attacks and underlining Israel's right to defend itself in line with international law,
Charles Michel neverthelesshad tocallan extraordinary meeting of EU leadersvia video-conference
on 17 October 2023 in order to unify the messaging of the various EU actors. At both the
14-15 December 2023 and 1 February 2024 European Council meetings, EU leaders discussed the
situationin the Middle East, but did not adoptany conclusions, which tends to indicate thatno joint
positioningwas possible ondevelopmentsin the region. However, even if severely challenged by the
recent escalation of violence in the Middle East, therole of the European Council as crisis manager,
which is written nowhere in the Treaties, has—in parallel with its agenda-setting role — proven to be
the'raison d'étre'of theinstitution overthelast decade.

Specific Treaty-based role

In addition to its horizontal priority-setting role as defined in Article 15(1) TEU, the European Coundi
is also tasked with identifying the Union's strategic interests, determining the objectives of, and
defining general guidelines for common foreign and security policy (Article 26 TEU).

In its role as shaper of EU foreign policy action, the European Council asked the High
Representative/VPfour yearsago topresenta Strategic Compass, to provide a common perspective
on the security threats and challenges facing the EU, as well as an ambitious plan of action to
strengthen the EU's security and defence policy by 2030. At the request of the EU leaders, the
Strategic Compass was reviewed, adding more robust language on the threat posed by Russia to
European security in light of the war in Ukraine. The European Council endorsed it in March 2022,
and then, in June 2023, to acknowledged progress made in its implementation.

Furthermore, the European Council defines the strategic guidelines for legislative and operational
planning in the area of freedom, securityand justice (Article 68 TEFEU). For the period until 2019, the
priorities for the European Union in the area of freedom, security and justice, were to 'better manage
migration in all aspects; prevent and combat crime and terrorism; [and] improve judicial
cooperationamong EU countries'. A new set of 'strategicguidelines for legislative and operational
planning' were expected to be adopted in the course of the 2019-24 institutional cycle. However, in
the current political cycle, EU leaders have not complied with this Treaty obligation, nor has the
topicever been mentionedinthe Indicative Leaders' Agendas published in recent years.
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However, the arrival of over 8 million Ukrainian refugees fleeing the war, the strong increase in
irregular bordercrossingsinto the EU over the last three years, which, in 2023, reached their highest
level since 2016, and the then ongoing discussions onthe pacton migration andasylum,have given
increased salience to discussions in these policy areas. Indeed, migration was discussed at the
special European Council meeting on 9 February 2023 and at all meetings of EU leaders in 2023,
including the informal meeting in Granada on 5-6 October, and is again a 'rolling agenda’' topic at
European Councilmeetings.

Furthermore, the topic has clearly returned as a core divisive point within the institution, with
Hungary and Poland refusing to endorse joint conclusionsat the June 2023 summit to express their
disagreement with both the content and the procedure (QMV) for the adoption of the Councll
common position on the two above-mentioned migration files. Thus, in June, there were no
European Council conclusions on migration within the overall set of conclusions, but only
conclusions by the President of the European Council on the external dimension of migration. To
avoid repeating the |lack of consensus on the text of the conclusions, the October 2023 European
Council held a 'strategic discussion' on migration, with the conclusions just stating that such a
discussion had taken place. The same happened in December 2023, but with an additional
paragraph reiterating the European Council's commitment to pursuing a comprehensiveapproach
to migration. Thus, EU leadersdemonstrated their willingnessto put theissueon the agenda and to
develop a common EU policy, which may have opened the way to a breakthrough on five key
regulations of the Migrationand Asylum Pact on 20 December 2023.

The European Council must also 'consider each year the employment situation in the Union and
adopt conclusionsthereon,on the basis of a joint annual report by the Counciland the Commission'
(Article 148 TFEU).

Decision-making procedures and working methods

The European Council's decisions aretakenmainly by consensus, but in certain cases, the European
Council can also decide by qualified majority. For example, the President of the European Council is
elected by qualified majority vote for a once-renewable term of 2.5 years. The President'sroleis 'to
ensure the preparation and continuity of the work of the European Councilin cooperation with the
President of the Commission', chair its meetings, 'facilitate cohesion and consensus within the
European Council',and to ensure 'theexternal representation of the Union onissues concerning its
common foreign and security policy, without prejudice to the powers of the High Representative of
the Union for Foreign Affairsand Security Policy' (Article 15(5) TEU). Thefirst twofull-time Presidents
of the European Council, HermanVan Rompuy and Donald Tusk, served 5 years each between 2009
and 2019. The third permanent President of the European Council, Charles Michel, began his
mandate at the beginning of December 2019, and was re-elected for a second mandate at the March
2022 European Council. The fourth permanent president will be elected in the context of the
appointment ofallthe EU's highest positions, after the June 2024 European elections.

While not directly accountable to the European Parliament, the President of the European Coundi
presents a report tothe Parliamentaftereach (formal) meeting of the Heads of State or Government
(Article 15(6) (d) TEU). Usually this takes the form of a declaration in person, followed by a plenary
debate. Compared with his predecessors, Charles Michel has the highestreporting ratio afterformal
European Council meetings. Furthermore, although European Council presidents only have an
obligation to report after formal meetings, Charles Michel has shown his willingness to cooperate
with Parliament by also reportingafter a number of informal meetings —and hasdone somore than
his most recent predecessor, Donald Tusk. EPRS has analysed these plenary debates, which offer a
crucial EU-level forum where the European Council's results are examined and scrutinised, and
wherethereis an attemptto hold theinstitutionto account. The analysis shows that, alongwith the
main topics of each European Council meeting, Charles Michel's statements to Parliamentfeatured
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two recurring themes:EU unity and strategicautonomy.However, in contrast todebates in previous
years, Michel has had a tendency to leave before the end of plenary meetings, renouncing the
possibility to make a closing statementand to respond to all the MEPs' questions.

Another highlyvisible and frequentinteraction between the European Parliament and the European
Council are the opening remarks of the Parliament President at European Council meetings.
Through the intervention of its President, Parliament can communicate its views on critical topics
early in the policy process and highlight topics important to the Parliament which are not on the
European Council's agenda, thus reminding EU Heads of State or Government of their salience.
While the European Parliament President is not a member of the European Council and does not
remain for the entirety of the meeting, his or her participation is significant nonetheless, and has
developed stronglyover time, as highlighted inarecent EPRS analysis.

As regards working methods, a noteworthy developmentin recent years has been the substantial
evolution in the formations of the European Council. As a result of the series of crises of the last
decade, there has been an exponentialincrease in the numberand types of meetings. Allmeetings
are indeed meetings of Heads of State or Government, but not all meetings are formal European
Council meetings.

In recent years, members of the European Councilhave met in seven different formats:

Along with 1) regular meetings of the European Council on a quarterly basis (Article 15(3) TEU),
mentioned earlier, the President can convene 2) special meetings of the European Council 'when the
situation so requires' (Article 15(3) TEU). In principle, conclusions are also adopted at these spedal
meetings. There can be exceptions, however, e.g. the special meeting of February 2020 on the MFF.

In addition, 3) informal meetings of Heads of State or Government take place traditionally twice per
year in the country holding the rotating presidency of the Council. In practice, they tend to take
place back to back with another major event, for instance the Porto meeting of EU leaders on
8 May 2021 was scheduled to coincide with the Social Summit. Recently, in thefirst half of the year,
informal meetings have taken place back to back with the meeting of the European Political
Community (EPC), on 6 and 7 October 2022 in Prague, the inaugural meeting of the EPC and, in
autumn 2023, in Granada, the third EPCsummit. As a result of, inter alia, the financial crisis, the UK's
decision to leave the Union, the Leaders' Agenda proposed by the previous President of the
European Council, Donald Tusk, in 2017, and the coronavirus pandemic, meeting formations have
evolved substantially.?

The financial crisis has led to the increase in the number of special European Council meetings as
well as to the establishment of the 4) Euro Summit, created as an informal gathering in 2008 and
formalised in 2012 with the Treaty on Stability, Coordination and Governance in the EMU. In
principle, Euro Summits include the EU Member States that have adopted the common currency,
currently 20 countries. However, more and more meetings take placein an inclusive format, i.e. with
the participation of all 27 Member States. This was the case for instance for the October 2023
Euro Summit. This broadinvolvement could be linked to the fact that the Euro Summits are not crisis
meetings anymore; theynow aim at bringing forward the reform of EMU, which is of concern for all
the Member States.

From June 2016, following the UKreferendum, EU leaders felt the needto discussa number of things
amongthe 27.Thus, a number of informal meetings of Heads of State or Government at 27 took place
without the UK to discussthe future of Europe, notablyin Bratislavain 2016, Rome in 2017 and Sibiu
in 2019.0n those occasions a series of landmark declarations were adopted, which were not formal

2 Some of the formats listed below have been discontinued.


https://www.europarl.europa.eu/thinktank/da/document/EPRS_BRI(2024)753196
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:12016M015&from=EN
https://www.consilium.europa.eu/media/21594/leaders-agenda.pdf
https://www.consilium.europa.eu/en/press/press-releases/2017/10/17/tusk-invitation-letter-euco/pdf
https://economy-finance.ec.europa.eu/euro/what-euro-area_en
https://www.consilium.europa.eu/en/meetings/euro-summit/2023/10/27/
https://www.consilium.europa.eu/en/meetings/euro-summit/2023/10/27/
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conclusions. Once the UK had triggered Article 50 and notified its intention to leave, then a new
formalformat was set up, the 5) European Council (Article 50), which adopted formal conclusions?.

As for 6) Leaders' meetings, they were set up under President Tuskin 2017 and aimed at discussing
sensitive issues in an informal way. Such discussions were based, not on draft conclusions, but on
short notes preparedby the President. The idea was tohave an open, relatively unstructured debate
on controversial but highly consequential issues, with a view to facilitating agreement at a follow-
up European Council meeting.

The process consisting of first holding an informal or inconclusive discussion on a topic and then
seeking to adopt conclusions at a subsequent meeting has been keptin the Leaders' Agenda 2020
2021, put forward by Charles Michel at the special European Council meeting of 1-2 October 2020
andthen in theindicative Leaders' Agenda 2021-22, as well as the following ones. Recent editions
ofthe Leaders' Agenda, the indicative nature of which is specified in the title, appear however to be
less detailed and less comprehensive when compared to thefirst and second editions. Moreover,
while maintaining the Leaders' Agenda framework, Michel has dropped the practice of preparing
special notes. On a number of occasions, however, he has prepared 'strategic discussions' without
conclusions on sensitive issues, such asrecently on migration atthe October 2023 European Coundi.

Since the start of the COVID-19 pandemic, video-conference meetings have become a new and now
recurrent feature formeetings of Heads of State or Government. In the context of the lockdown, this
form of meeting enabled EU leaders to take joint action to tackle the crisis. Video-conference
meetings were clearly linked to the specific context of the coronavirus crisis. However, it can be
assumed that they are now a permanent feature. Obviously video technology enables urgent
meetings to take place, and forthe EU to take action if needed between physical meetings. A recent
and striking example was the extraordinary video-meeting of Heads of State or Government on 17
October 2023 to address the escalating situation in the Middle East following the brutal and
indiscriminate terroristattacks by Hamas acrosslsraelon 7 October 2023.

Nevertheless, even if video-conferences are a good vehicle for rapid consultation, this type of
meeting has its limits. Video-conferences are inappropriate to discuss sensitive issues, such as
foreign affairs or budgetary matters,and EU leaders seem generally to dislike this type of meeting.
In such a format, they tend to be more cautious and to keep to their written statements, because
the confidentiality of discussionsis notensuredand participationis (de facto) broaderthanin formal
physical meetings. Moreover, considering the particular nature of the European Council, small
bilateral or side-meetings are crucial for achieving agreements on sensitive issues. We have
witnessed it in the context of the negotiations on MFF in July 2020, when a physical meeting was
necessary to enable politicalagreement to be reached on the MFF or, most recently on 1 February
2024, when an agreement on the MFF revision was facilitated by a breakfast meeting between a
smallgroup of EU leaders ahead of the meeting proper.

Altogether, the European Council remained active duringthe coronavirus crisis, and the institution
has taken a digitalleap. But video-meetings are unlikely to replace physical meetings fully outside
extreme situations, especially when crucial decisions are on the agenda. In the context of the new
major crisis, which has brought war back to the European continent and is profoundly altering the
European security architecture, any meetingformat other than physical meetings seems unlikely as
aregular feature. Furthermore, European Councilmembershave also expressed their preference for
meeting among peers toendorse crucial decisions such as sanctions against Russia. Video-meetings
do however provide a usefulinstrumentfor consultations in the preparation of EU leaders' summits.
Michel uses them quite intensively for his bilateral contacts with EU leaders or for meetings of

3 This format does not exist anymore since the departure of the UK from the EU, even if the European Council has been

following closely the development of EU-UK relations since Brexit.
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groups of Heads of State orGovernment tobuild consensuson a topicaheadof a European Coundi
meeting.

This instrument is also likely to be used in the process leading to the 2024-2029 Strategic Agenda.
Led by Michel, the European Council has launched the reflection process on the priorities for the
next institutional cycle, for which a new and timely consultation procedure has been chosen. In a
letter sent ahead of the June 2023 European Council, Michel proposed a process for shaping the
EU's future strategic prioritiesand suggested four (plus one) priority areas i) the EU's economic and
social base; i) the energy challenge; iii) security and defence capabilities; and iv) engagement
worldwide. Migration will also be a core topic (the 'plus one' issue). The first step in the reflection
process was the discussion at the informal meeting of EU leaders in Granada on 5-6 October 2023,
based on general questions formulated by Charles Michel: What do we want to do together? How
can we ensure we will be able to act together? How should our common ambitions be financed?
The next step involves a series of consecutive group meetings with a small number of EU leaders,
representing a mix of geographic regions in the EU, political party affiliations and diversity of
opinion. So far four meetings have taken place: on 13 November in Berlin, on 14 November in
Copenhagen, on 16 November in Zagreb, and on 28 November in Paris. Further discussions are
envisaged until the informal meeting of members of the European Council on 17-18 April 2024,
which will seek to reach consensus on the EU priorities for the next five years, due to be adopted
after the European electionsat the June 2024 regular European Council.

Vi
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2. A comprehensive migration policy

A.Background

Irregular border crossingsinto the EU have been increasing heavily over thelast three years,and in
2023 reached their highest level since 2016. The resulting pressure on frontline EU Member States
has put migration high on the agenda of the Heads of State or Government again. This topic had
dominated the agenda of the European Council from the outbreak of the migration crisis in 2015
until the eruption of the coronavirus pandemic. Absent from the agenda for a couple of years, it
reappeared in the discussion of EU leaders in the second half of 2022, and at a special European
Council on the issue in February 2023. In the past year, the central Mediterranean was the most
active migratory route intothe EU, accountingfor two out of every five irregular crossings (41 %).

Next to the growing pressureat the EU external borders,one of the many consequences of Russia's
invasion of Ukraine is that Europe is now facing the biggest refugee crisis since World War Il, with
over 8 million people having fled Ukraine (of whom 6 million have entered the EU). In comparison,
thelevel ofirreqular border crossings at the height of the migration crisisin 2015 amounted to 1.8
million.

In response to the influx of displaced persons from Ukraine, the EU has applied the temporary
protection mechanism, providing quick and effective assistance for people fleeing the war in
Ukraine.On 6 April 2022, the Council of the EU approved immediate disbursementof €3.5 billion to
EU countries welcoming refugees, giving Member States immediate access to moreinitial funding
from the fund for Recovery Assistance for Cohesion and the Territories of Europe (ReactEU). These
circumstances have also pushed the discussions on the reform of the European asylum system,
which is again at the centre of discussions, albeit in a totally new context.

Migration policy is one of the main policies in the wider area of justice and home affairs (JHA).* The
European Council has an important strategic role in JHA, including on the issues of immigration,
asylum, border protection, police and judicial cooperation, which are now discussed regularly at
meetings of Heads of State or Government.

This was not always the case. Cooperationat EU levelin the field of JHA, and migration in particular,
was not originally envisaged in the Treaty of Rome; and this policy area was one of the last in which
the EU received legislative competences. Justice and home affairs issues have only been discussed
at EUlevel since the entry into force of the Maastricht Treaty in 1993, albeit in an intergovernmental
format. The Tampere European Council of 15-16 October 1999, devoted exclusively to JHA, was
crucial for the developmentof this EU policy area, as the objectiveof creatingan EU area of freedom,
security and justice was then placed at the 'very topof the politicalagenda'. The European Council's
rolein reaching this objective was enshrinedin the Lisbon Treaty, which alsointroduced the ordinary
legislative procedure for allaspects of the JHA area.

Migration policy is the subject of increased attention at European Council meetings both becuse
itsrole in this area has been strengthened in the Treaties, and because manyoftheissues touchon
core competences of the nation state (e.g. protecting external borders), as well as national identity,
meaning that Member States wish to deal with them at the highest level. Nevertheless, the
prominence of migration policy is mostly crisis-related.

4 The terms'justice and home affairs' (JHA) and 'area of freedom, security and justice' will be used interchangeably.


https://www.frontex.europa.eu/media-centre/news/news-release/significant-rise-in-irregular-border-crossings-in-2023-highest-since-2016-C0gGpm
https://data.unhcr.org/en/situations/ukraine
https://www.bbc.com/news/world-europe-46764500
https://www.consilium.europa.eu/en/press/press-releases/2022/04/06/ukraine-council-approves-immediate-disbursement-of-3-5-billion-to-eu-countries-welcoming-refugees/
https://commission.europa.eu/funding-tenders/find-funding/eu-funding-programmes/react-eu_en
http://www.europarl.europa.eu/summits/tam_en.htm
http://www.europarl.europa.eu/factsheets/en/sheet/150/an-area-of-freedom-security-and-justice-general-aspects
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It took the European Council a series of meetings to develop a comprehensive approach to
migration policy, which ‘combines more effective control of the EU's external borders, increased
externalactionandtheinternalaspects'.

Many measures havebeen successfully initiated orsupported by the European Council - such as the
creation of the European Borderand CoastGuard or the improved cooperation with third countries
on migration, including the EU-Turkey statement. One areawhere little progress had been noted for
some time was the reform of the common European asylum system (CEAS). Important
breakthroughs have occurred however in recent months, owing notably to the use of qualified
majority voting in the Council.

Currently, EU citizens are still strongly in favour of supporting refugees from Ukraine, in contrastto
attitudes seen during the migrationcrisis in 2015. Whether this supportcontinuesin the context of
theimminent adoption of the migration and asylum pact remainsto be seen; it will also depend on
whether economicsanctions will lead to a further increaseenergy prices in Europe.

B. Legal basis for European Council action

While the European Council 'shall not exercise legislative functions' (Article 15(1) TEU), a special
procedure can be found in Article 82(3) TFEU, Article 83(3) TFEU and Article 87(3) TFEU, which
provides the possibilityfor any Member State to request thata draft directive, in the area of criminal
justice or police cooperation respectively, be referred to the European Council. In that case, the
discussion in the EuropeanCouncilwould need tolead to a consensusrather than qualified majority
voting (QMV) in the Council.

Table 1 - Treaty articleson the role of the European Council in the area of freedom,
securityand justice

68 TEEU Area of freedom, security and

justice
82(3) TFEU Judicial cooperationin criminal
matters
83(3) TFEU The establlsh.mer\t (?fcommon
rules for certain criminal offences
European Public Prosecutor's
86(1) TFEU
W Office (EPPO)
European Public Prosecutor's
86(4) TFEU .
Office (EPPO)
87(3) TFEU Police cooperation
Solidarity clause if aMember State
222 TFEU is the object of aterrorist attack or

otherdisaster

Source: EPRS.

Define the strategic guidelines for legislative and
operational planning.

Referadraft directive to the European Council to
be decided by consensus.

Referadraft directive to the European Council to
be decided by consensus.

Refer a draft directive for establishing the EPPO to
the European Council to be decided by consensus.

Adopta decision to extend the powers of the EPPO
to include serious crime having a cross-border
dimension.

Refer draft measures to the European Council to be
decided by consensus.

The European Council shall regularly assess the

threats facing the Unionin order to enable the

Union and its Member States to take effective
action.


https://www.consilium.europa.eu/en/meetings/european-council/2018/06/28-29/
https://blogs.eui.eu/migrationpolicycentre/theres-still-strong-support-for-ukrainian-refugees-across-europe-ne
https://europa.eu/eurobarometer/surveys/detail/2694
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Article 68 TEEU, in particular, gives the European Councilan important role in the area of freedom,
security and justice, mandating it to define the strategic guidelines for legislative and operational
planning within this area.

Forthe 2019-2024 period, the European Council has not adopted'strategic guidelines forlegislative
and operational planning' within the area of freedom, security and justice, as required by
Article 68 TFEU.

The European Council was expected to adopt new 'strategic guidelines for legislative and
operational planning'within the area of freedom, security and justice in spring 2020, but at the end
of this institutional cycle, EU leaders have still not complied with this Treaty obligation. This failure
may be linked to the substantive differences of views that Member States have in this area, notably
ontheissues of migration and asylum.

C. European Council focus on migration policy

Migration has been the subject ofincreased attentionat European Council meetings, both because
its role in this area has been strengthened in the treaties, and because many of theissues touchon
core competences of the nation state (e.g. providing security for citizens, protecting external
borders), meaningthat Member States wish to deal with them at the highest level.

Figure 1 — Focus on migration as part of the European Council conclusions 2010-2023
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Source: EPRS.

Migration dominated the European Council agenda from the moment when the migration crisis
broke outin 2015 up until late 2018. Thereafter, as migrantentry numbers fell compared to the peaks
in 2015 and 2016, attention towards the issue lessened. In 2019 and 2020, migration was not
addressed at any European Council meeting for the first time since 2015 (see Figure 1). Following
events in the Mediterranean, and notably in the Spanish territory of Ceuta, where 6 000 migrants
from Morocco entered Spain illegally, EU leaders briefly addressed migration at their European
Councilmeeting of 26 May 2021, and returnedagainto the issue attheir meeting of 24-25 June 2021.
At the latter meeting, migration featured formally on the European Council's agenda for the first
time since December 2018.

In 2022, the European Council debate on refugees was linked solely to the support for people fleeing
Russia's war against Ukraine. There are currently 6 million refugees from Ukraine across Europe, of
whom over 5.2 million have registered through the EU's temporary protection or similar national
protection schemes. Over 1 million refugees have also alreadyreturnedto Ukraine.



https://eur-lex.europa.eu/legal-content/en/ALL/?uri=celex%3A12012E%2FTXT
https://data.consilium.europa.eu/doc/document/ST-5807-2020-INIT/en/pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/662635/EPRS_BRI(2021)662635_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/694201/EPRS_BRI(2021)694201_EN.pdf
https://data.unhcr.org/en/situations/ukraine
https://abcnews.go.com/International/8-million-refugees-fled-ukraine-after-year-fighting/story?id=97369869
https://home-affairs.ec.europa.eu/policies/migration-and-asylum/common-european-asylum-system/temporary-protection_en
https://visitukraine.today/blog/1697/refugees-abroad-how-many-people-return-to-ukraine-and-why-they-are-not-satisfied-with-life-in-other-countries#:%7E:text=How%20many%20Ukrainians%20are%20returning,war%20began%20returned%20to%20Ukraine.
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Frontex, the European Border and Coast Guard Agency, recorded approximately 380 000 irregular
border crossingsin 2023, the highest level since 2016 (Figure 2).

Figure 2 - Illegal border crossings 2009-2023
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Source: EPRS, based on Frontex data.

In 2023, the central Mediterranean (via Italy) was the most active migratory route into the EU,
accounting for 41 % of crossings, followed by the Western Balkans (via Serbia) with 26 %, the eastern
Mediterranean (via Greece) with 16 %, and the western Mediterranean route(i.e. via Spain) with 4 %.

Altogether, irregular bordercrossings increased by 17 % in 2023 compared with the previous year.
Given the resulting pressure at the EU's external borders, migration has returned to the centre of
attention for the European Council.

D. Strategic orientations

The most recent standard Eurobarometer (from November 2023) indicates that migration is again
the highest concern of European citizens, moving up from number three in June 2023 (six in
February 2023), and after having already rankednumberone for manyyears.

In pursuit of this strategic role, at its meeting of 20-21 June 2019, the European Council agreed on
the strategic agenda of key priorities for the next 5 years. The European Council's
2019-2024 strategic agenda focuses on four priorities, one of which is protecting citizens and
freedoms, which covers mostissues in the area of JHA.

The main strategic orientationsfor the comprehensive migration policy are:

» effective controlof the external borders;
» enhanced cooperationwith countries of origin and transit;and
» an effective asylum policy.

A clear shift of focus can be observed in the 2019-2024 strategicagenda comparedto the2014-2019
strategicagenda. Previously, migration was also associated with positive effects such as addressing
skillshortages, but since the outbreak of the migrationcrisis, the issue of migration relates mainly to
the management of migration flows and border control. The new policy issues, which have been
added under migration in the new 2019-2024 strategic agenda, include the need to 'fight human
trafficking', 'ensure effective returns', and to 'find consensus on the Dublin regulation'and to ensure
'the functioning of Schengen'. At the same time, the 'cooperation with third countries', 'fighting
irregular/illegal migration’, 'asylum policy' and 'border control' policy issues are being further
pursued.


https://frontex.europa.eu/media-centre/news/news-release/eu-s-external-borders-in-2022-number-of-irregular-border-crossings-highest-since-2016-YsAZ29
https://www.frontex.europa.eu/media-centre/news/news-release/significant-rise-in-irregular-border-crossings-in-2023-highest-since-2016-C0gGpm#:%7E:text=Significant%20rise%20in%20irregular%20border%20crossings%20in%202023%2C%20highest%20since%202016,-2024%2D01%2D26&text=The%20number%20of%20irregular%20border,to%20preliminary%20calculations%20by%20Frontex.
https://europa.eu/eurobarometer/surveys/detail/3053
https://www.europarl.europa.eu/thinktank/en/document/EPRS_BRI(2019)631755
https://www.consilium.europa.eu/en/press/press-releases/2019/06/20/a-new-strategic-agenda-2019-2024/
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E. Noteworthy commitments: Specificrequests and follow-up

Whilein 2023 all European Council meetings discussed migration, detailed conclusions on the topic
were rather limited. The special European Council of 9 February was the first meeting of EU leaders
in years to have addressed migration in a general manner — and not solely in connection with the
situation in Ukraine. The three main migration-related points in the European Council conclusions
werei) external action, ii) returns and readmissions, and iii) protection of external borders.

Recent European Council meetingson migration

In October 2023, there were three European Council meetings: the informal meeting in Granada, on
5-6 October, the extraordinary video conference of EU leaders of 17 October and the regular
European Councilon 25-26 October. Migrationfeatured in the discussions of all three meetings. The
subsequent European Council meetings in December 2023 and February 2024 also addressed
migration.

Informal leaders' meeting in Granada, 5-6 October

The informal leaders' meeting in Granada, on 5-6 October 2023 discussed European migration
policy, notably its external dimension. Expressing their disagreement with a recent vote in Council
on a migration file, Poland and Hungary again opposed the adoption of a text on migration by EU
leaders. In the end, migration had to be taken out of the Granada Declaration and Michel issued a
separate declaration on migration in his capacity as European Council President. The declaration
summarises the EU's comprehensive approach to migration, which combines: i) external action,
notably mutually beneficial comprehensive partnerships with countries of origin and transit;
i) measures to address the root causes of migration; iii) opportunities for legal migration; iv) more
effective protection of EU external borders; v) a resolute fight against organised crime, human
trafficking and smuggling, and instrumentalisation of migration as a hybrid threat; vi) a higher rate
of returns; and vii) internal aspects, in compliance with international law, EU principles and values,
andthe protection of fundamental rights.

EVU leaders' video conference of 17 October

Atits video-meeting, the European Council discussedhow the conflict in the Middle Eastcould have
an impact on migratory flows to the EU as well as to neighbouring countries, notably Egypt. In his
press conference, Michel noted that, if migration flows were not managed, this could lead toonward
migration flows to the EU.

A terrorist attack in Brussels on 16 October, which resulted in the deaths of two Swedish nationals
was also relevant for the discussion onmigration, as a radicalised migrant, living illegally in Belgium,
was responsible for the attack. Before the European Council video-conference, the Swedish Prime
Minister said he expected a continuation of the discussions on migration, notably on the need for
better control of the EU's external bordersand over people entering the EU.

Regular European Council meeting of 25-26 October

The only conclusion on migration from the 25-26 October European Council stated thatEU leaders
had held a strategicdebate. Dutch Prime Minister Mark Rutte underlined thatthe EuropeanCoundi
had been unable to adopt written conclusions, requiringconsensus, as Poland and Hungary werein
opposition. As indicated by Charles Michel, however, consensus is growing among EU leaders
towards strengthened cooperation with third countries, including through comprehensive
agreements. European Commission PresidentUrsula von der Leyenmeanwhile reported thatthere
had been strong support from EU leaders for her letter and a two-track approach: i) the legislative
track (i.e. finalising the migration and asylum pact), and ii) the operational track (i.e. acting
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immediately along the various migratory routes). She said that the Commission would propose
legislation to combat smuggling and trafficking by the end of November.

Regular European Council meeting of 14 December 2023

The December 2023 European Council held a 'strategic discussion on migration'. EU leaders
reiterated their comprehensive approach to migration, which combines increased external action,
including mutually beneficial comprehensive partnerships with countries of origin and transit and
initiatives to address the root causes of migration, with opportunities for legal migration, more
effective protection of EU external borders, increased returnsas well as resolutely fighting organised
crime, human trafficking and smuggling, andthe instrumentalisation of migrationas a hybrid threat.
The European Council has again strongly condemned the instrumentalisation of migrants by third
countries for political purposes, and remains determined to ensure effective control of the EU's
externalborders.

Special European Council meeting of 1 February 2024

The special European Council meeting of 1 February 2024 found a political agreement between all
27 EU leaders on the revision of the multiannual financial framework. This includes an increase of
€2 billion in funding for the policy area of 'migrationand bordermanagement'.

European border and coast guard

The European Border and Coast Guard (EBCG) is an example of how quickly an initiative can be
adopted ifit receives the backing of the EU Heads of Stateor Government. In thecontext of the long-
term development of Frontex, in June 2014, the European Council called for 'a study into the
possibilities of a European border guard'. Progress accelerated in October 2015, when EU leaders
referred to enhancing the mandate of Frontexand the development of an EBCG system. Following
the publication of the Commission's proposal on 15 December 2015, and the European Council's call
forits 'swift adoption and implementation'at its meetingin June 2016, the European Parliamentand
the Council adopted the EBCG Regulation in a record time of just nine months. Following various
requests by the European Council in 2017 to strengthen the EBCG, the Commission published its
new proposalforastrengthened EuropeanBorderand Coast Guard in September 2018. According
to President Tusk, Heads of State or Governmentagreed at the Informal European Council meeting
on 20 September 2018 in Salzburg, 'to take forward the Commission's proposal as a priority', even
though further discussions regarding issues of sovereignty and the size of Frontex were required.
Consequently, at the October 2018 European Council, EU leaders invited co-legislators to examine
the proposal swiftly. On 6 December 2018, Council reached a partial political agreement,
strengthening the role of the EBCG in supporting Member States regarding the return of irregular
migrants. However, the Council did not yetagree onthe proposal of the Commissionto increase the
staff of the EBCG to 10 000. The European Parliament's Committee on Civil Liberties, Justice and
Home Affairs adopted its report on 11 February 2019. On 1 April 2019, the Council confirmed the
informal agreement reached between representatives of the European Parliament and the
Romanian Presidency of the Council on a regulation onthe EuropeanBorderand Coast Guard, which
is designed to increase thestaff of the EBCG up to 10 000 by 2027. Parliament voted on 17 April 2019
and the Counciladopted the text on 8 November 2019.

The special European Council of 9 February 2023 affirmed its full support for the European Border
and Coast Guard Agency in delivering on its core tasks, which are to support Member States in
protecting the external borders, fighting cross-bordercrime and steppingup returns.

Reform of the common European asylum system

The reform of the common European asylum system (CEAS) has been an ongoing challenge, with
the European Council attempting to bridge the gap between the different Member States' views,


https://www.consilium.europa.eu/media/68967/europeancouncilconclusions-14-15-12-2023-en.pdf
https://www.consilium.europa.eu/media/68967/europeancouncilconclusions-14-15-12-2023-en.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2024/753202/EPRS_BRI(2024)753202_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32016R1624
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2018:0631:FIN
https://www.consilium.europa.eu/en/press/press-releases/2018/09/20/remarks-by-president-donald-tusk-after-the-salzburg-informal-summit/
https://www.europarl.europa.eu/RegData/etudes/BRIE/2018/627118/EPRS_BRI(2018)627118_EN.pdf
http://europa.eu/rapid/press-release_IP-16-2433_en.htm

Key issuesin the European Council: State of play in March 2024

with someinsisting on 'relocation’, while others propose 'effective solidarity'(i.e. showing solidarity
in ways other than taking asylum-seekers, for example by providing more financial support).
Originally, the European Council tried to put pressure on Member States, by issuing deadlines by
which Member States should agree on reform of the CEAS, such as at its meeting of 15 December
2016 and the meeting of 9 March 2017. As this did not produce the desired result, the European
Council then only asked the rotating Council presidency, 'to continue working on this issue' and/or
commititself'to return to theissue'at a later meeting. The European Council meeting of 19 October
2017 committed itselfto 'return to this matter at its meeting in December, and will seek to reach a
consensus during thefirst half of 2018'. Although EU Heads of State or Government did address the
reform of the CEAS at their Leaders' meeting in December 2017, they have not been able to reach
consensus.Oneyear later, atits meeting of 13-14 December 2018, the European Council called 'for
further efforts to concludenegotiations on all parts of the Common European Asylum System'.

Considering the stalemate on the subject, the new Commission committed to present a new
migration and asylum pact, which was put forward on 23 September 2020. This pact includes: a
proposal to introduce screening of third-country nationals at external borders; an amended
proposal on the establishment of 'Eurodac' for the comparison of biometric data for the effective
application of regulation on asylum; an amended proposal to establish a common procedure for
international protectionin the Union; a proposalon asylum and migrationmanagement (replacing
the 2016 Dublin proposal); Commission guidance on the implementation of EU rules on the
definition and prevention of the facilitation of unauthorised entry, transitand residence; a proposal
addressing situations of crisis and force majeure in the field of migration and asylum; a
recommendation on an EU mechanism for preparedness and management of crises related to
migration;and a recommendation on legal pathways to protectionin the EU.

While not discussing the internal dimension of migration themselves, at their special European
Council of 9 February 2023, EU leaders called on the co-legislators to complete the work on the
migration and asylumpact, therevised SchengenBorders Code and the Return Directive.

On 4 October 2023, Council agreed on a negotiating mandate for the regulationon crisis situations,
a big step towards completingthe Europeanmigrationand asylumreform package. The agreement
in the Council - reached by qualified majority — was however criticised by Poland and Hungary,
which againled to thefailure to agree ona common text by all EU leaders at the Granada informal
European Council (see below).

On 20 December 2023, negotiators from the European Parliament and the Council reached an
agreement on five key regulations, which are part of the reform of the common European asylum
system:

e anewasylumandmigrationmanagement regulation;

e new rules governing migration and force majeure situations;
e updateofthefingerprinting database;

e anewscreeningregulation;

e acommonasylumprocedure.

On 8 February 2024, the ambassadors of the Member States to the European Union (Coreper)
validated the agreement reached with Parliament on 20 December. Additionally, they approved
three asylum and migration laws on which the Council and Parliament had already reached
agreementin 2022:

e uniform rules on asylum applications/uniform rules on qualification for
asylum;
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e betterreception conditions;
e anewkEU resettlementframework.
Areturn border regulationwas also approved on this occasion.

The European Parliamentis expected to hold the first vote of formal approvalinits plenary session
in April 2024.

Temporary protection for war refugeesfrom Ukraine

In the declaration issued at the informal European Council of 10-11 March 2022 in Versailles, EU
leaders offered 'temporary protection to all war refugees from Ukraine'. EU home affairs ministers
had already prepared the legal details on 4 March 2022, by agreeing on the establishment of a
temporary protection mechanism in response to the influx of displaced persons from Ukraine. The
aim of this mechanism is to provide Ukrainian war refugees with immediate protection and give
them harmonised rights across the EU, including access to the labour market, housing, medical
assistance, and access to education for children. On 18 March, the Commission published
operational guidelines to help Member Statesapply the Temporary Protection Directive.

In Versailles, EU Heads of State or Government also called for funds to be made available through
swift adoption of the proposal 'Cohesion's Action for Refugees in Europe' (CARE) and through the
Recovery Assistance for Cohesion and the Territories of Europe fund (ReactEU). The former was
proposed by the European Commission on 8 March 2022 with the aim of providing emergency
support for people fleeing from Russia's invasion of Ukraine, while the latter is an instrument that
was adopted on 23 December 2020 in response to the pandemic. On 23 March 2022, the European
Commission proposed to front-load €3.4 billion of the €17 billion in cohesion funds to swiftly supply
liquidities to Member States welcoming and accommodating refugees fleeing the war in Ukraine.

At the 24-25 March 2022 European Council, EU leaders called on all Member States to step up their
efforts regarding refugees fleeing thewar in Ukraine in a continued spirit of unityand solidarity, and
invited the Commission to take any necessary initiatives tofacilitate such efforts. Theyalso called for
the urgent adoption of existing proposals relating to the mobilisation of EU funding for refugees
and their hosts andinvited the Commissionto workon additional proposals toreinforce EU support
in this regard as well as developing contingency plansto address medium-and long-term needs.

An extraordinary meeting of Justice and Home Affairs Ministers of 28 March 2022 further discussed
the EU's coordinated approach to support for people fleeing the war in Ukraine. They called on the
Commission, with the assistance of eu-LISA, to identify an IT solution that would allow for a
centralised Europe-wide approach to the registration of Ukrainian refugees. Subsequently, the
Commission presenteda '10-point plan: For stronger European coordination on welcoming people
fleeing the war from Ukraine', suggesting operational responses to the situation. On 14 October
2022, Ministers of Justice and Home Affairs prolonged the validity of the temporary protection
mechanism for displaced persons from Ukraine until March 2024. On 28 September 2023, the
Councilagreed to extend the temporary protectionuntil 4 March 2025.

Currently, 6 million refugees from Ukraine are recorded across Europe, of whom over 5.2 million
have been registered through the EU's temporary protectionor similar national protectionschemes.

F. Challenges ahead and outlook

After a couple of years of reduced attention, migration issues are again a core point of focus for EU
Heads of State or Government. With therising numbers of irregular entriesbecoming anincreased
concern for EU citizens and foreign countries attempting to instrumentalise migrants for political
purposes, migration is once again a 'rolling agenda' topic at European Council meetings, and was
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discussed at the majority of European Council meetings in 2023. The EU leaders' willingness to
dedicate an additional €2 billion to the policy area of migration and external bordermanagementin
the context of the MFF revision shows how seriously they take citizens'increased concern.

Overcoming the current migration-related challenges facing the EU requires, among other things,
strengthening the EU's external borders, resolving the issue of secondary movements, increasing
return rates and enhancing cooperation with third countries. In parallel, addressing the major
refugee crisis resulting from the war in Ukraine will also occupy the European Union for the
foreseeable future.

The discussions at the June, Octoberand December European Councils showed that disagreement
remained strong between Member States in the area of migration, notably as regards decision-
making proceduresat EU level.

In the context of the June 2024 European Parliamentary elections, migrationis being discussed more
intensively at both national and European level. It can be expected that the topic will also feature
high among the EU's priorities for the next institutional cycle. The reflections on the Strategic
Agenda 2024-2029 of the European Council are ongoing and are expected tointensify in the coming
months, with a special European Council dedicated to discussing the agenda on 17-18 April,
adoption of the agenda is due in late June 2024, still under the Belgian rotating Presidency of the
Council of the EU.
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3. Protecting citizens

A.Background

The numerous terrorist attacks across Europe since 2015, together with the growing security
concerns of EU citizens, have put protection of citizens high on the European Council agenda. The
concept of protecting citizens by and large refers to internal security policy, which itself is part of the
wider area of justice and home affairs (JHA).> As shown in the various Eurobarometer surveys,
terrorism was the number two concern for European citizens between end of 2015 and end of 2018.
In the most recent Standard Eurobarometer (from November 2023), terrorism returnedto the top 10
concerns of Europeans. In recent years, EU citizens have been less concerned about terrorism,
notably due to otherpressingproblems such as the coronavirus pandemicand theincrease in living
costs as aresult ofthewar in Ukraine. This renewed focus on the fight against terrorismis probably
linked to theterrorist attacks in France and Belgium in 2023, but also to the situation in the Middle
East.

The European Council has an important strategic role to play in JHA, i.e. regarding the issues of
immigration, asylum, border protection, police and judicial cooperation. These issues are now
discussed regularlyat the highestlevel at meetings of Heads of State or Government.

This was not always the case. JHA cooperationat EU level, and internal security in particular,was not
originally envisaged in the Treaty of Rome; and this policy area was one of the lastin which the EU
received legislative competences. Only since the entry into force of the Maastricht Treaty in 1993
have JHA issues been discussed at EU level, albeit in intergovernmental format. The Treaty of
Amsterdam, signedin 1997, was a milestone in that process, as certain competences in JHA matters
were for thefirst time transferred fromthe level of the Member States tothe EU level. At the Tampere
European Council of 15-16 October 1999, the EU Heads of State or Government put the
development of an EU area of freedom, securityand justice at the 'very top of the political agenda'.
The European Council's role in reachingthis objective was enshrined in the Lisbon Treaty, which also
introduced the ordinary legislative procedure for all aspects of the JHA area.

Internal security issues are subject to significant attention at meetings of Heads of State or
Government both because the European Council’s role in this area has been strengthened in the
treaties, and because many of the issues touch on core competences of the nation state (e.g.
providing security for citizens, protecting external borders), meaning that Member States wish to
deal with them at the highest level.

However, foremost the prominence of internal security is crisis-related. Following major terrorist
attacks in Europe, the EuropeanCouncil often either held an extraordinary meeting on the topic or
devoted significant time to the issue at a previously planned meeting. After the Charlie Hebdo
attacks, for example, following which millions of people had expressed their solidarity with the
victims (throughthe 'Je suis Charlie' movement), an informal European Council meeting was held on
12 February 2015. At that meeting, Heads of State or Government adopted a statement on anti-
terrorism measures, vowing to take stronger measures against terrorist threats. Subsequently,
following the terrorist attacksin Paris on 13 November 2015, security, although previously not
included in the agenda, became one of the main discussion points at the 17-18 December 2015
European Councilmeeting.

In the context of Russia's war of aggression against Ukraine, the EU has taken various measures in
the area of justice and home affairs, notably concerning crisis management, internal security and
border control. It has activated both the integrated political crisis response (IPCR) mechanism and

5 The terms'justice and home affairs' (JHA) and 'area of freedom, security and justice' will be used interchangeably.
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its civil protection mechanism, and increased its activities to fighting Russia's disinformation
campaigns concerning the war in the Ukraine. On 2 March 2022 the Council imposed sanctions on
Russian state-owned outlets RT/Russia Today and Sputnik's broadcasting in the EU, on account of
Russia's 'systematic, international campaign of disinformation, information manipulation and
distortion of facts'.

In 2022 and 2023, there was also a greater focuson the Schengen area, with the creation of a specific
Schengen Council, the decision on granting Croatia full Schengen membership and the prospect,
given at the December European Council, for a positive decision on the membership of Romania
and Bulgariain 2023.0n 30 December 2023, the Council agreed tolift the air and seainternal border
controls with Bulgaria and Romania; a furtherdecision to lift land border controls is due later.

B. Legal basis for European Council action

While the European Council 'shall not exercise legislative functions' (Article 15(1) TEU), a special
procedure can be found in Article 82(3) TFEU, Article 83(3) TFEU and Article 87(3) TFEU, which
provides the possibilityfor any Member State to request thata draft directive, in the area of criminal
justice or police cooperation respectively, be referred to the European Council. In that case, the
discussion in the European Councilwould need tolead to a consensusrather than qualified majority
voting (QMV) in the Council.

Table 2 — Treaty articles on the role of the European Council inthe area of freedom, security
and justice

Area of freedom, security and

Define the strategic guidelines for legislative and

68 TFEU L. . g
justice operational planning.
Judicial cooperation in criminal Refera draft directive to the European Council to
82(3) TFEU .
matters be decided by consensus.
the establishment of common Refera draft directive to the European Council to
83(3) TFEU . L. .
rulesfor certain criminal offences  be decided by consensus.
European Public Prosecutor's Refer a draft directive for establishing the EPPO to
86(1) TFEU . . .
Office (EPPO) the European Council to be decided by consensus.
. . Adopta decision to extend the powers of the EPPO
European Public Prosecutor's . . - .
86(4) TFEU . to include serious crime having a cross-border
Office (EPPO) . .
dimension.
87(3) TFEU Police cooperation Refgr draft measures to the European Council to be
decided by consensus.
222 TFEU is the object of aterrorist attack or 9

otherdisaster

Source: EPRS.

Union and its Member States to take effective
action.

Article 68 TFEU gives the European Council an important role in the area of freedom, security and
justice, mandating it to define the strategic guidelines for legislative and operational planning
within this area. However, the European Council failed to define such strategic guidelines for the
2019-2024 institutional cycle. The European Council was expected to adopt new 'strategic
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guidelines for legislative and operational planning' within the area of freedom, security and justice
in spring 2020, but at the end of this institutional cycle, EU leaders have still not complied with this
Treaty obligation. The failure to do so may be linked with the substantive differences between
Member States in this area.

C. European Council focus on internal security

Between June 2014 and October 2018, the European Council discussed internal security and/or
terrorism at 13 out of the 29 meetings, and the topic was mentioned in the conclusions and/or in
statements thereafter. At eight of these meetings, internal security and/or terrorism featured
prominently in the discussions, leading to a spike in attention paid to the issues in the European
Council conclusions (see Figure 3).

Figure 3 — Attention paid to protecting citizens as a proportion of European Council
conclusions 2014-2019

Source: EPRS.

EU Heads of State or Government increased the attention they paid to internal security and/or
terrorism, mainly following major terrorist attacksin Europe. Then, the European Council either held
an extraordinary meeting on the topic or devoted significant time to the issue at a previously
planned meeting.

At the informal European Council meeting of 12 February 2015, Heads of State or Government
adopted a statementon anti-terrorism measures, vowingto take stronger measures against terrorist
threats in the coming months. As mentioned previously, the meeting of 17-18 December 2015,
following the terrorist attacks in Paris in November 2015, constitutes a clear example of a major
agenda change, with the European Council dedicating significant time to internal security and/or
terrorism,although theissues had notoriginally been foreseen on the agenda.

In the absence of major terrorist attacks across the EU, EU leaders' attention to traditional areas of
internal security, such as terrorism, has reduced in recent years (end of 2018 to end of 2020). In late
2018 and early 2019 EU Heads of State or Government devoted substantial attention to new internal
security issues suchas disinformation and hybrid threats (see Figure 3).

The fight against terrorism returned to the European Council agenda in November and
December 2020 however following a series of terrorist attacks across Europe, notably in Paris, Nice
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andVienna, in theautumn of 2020. In this context EU leaders expressed their solidarity with France
and Austria and stated that they would 'never shy away from defending our valuesand promoting
our freedoms'.

Internal security was not discussed at European Council level as a specificagenda point in 2021, 2022
and 2023. The only time internal security was raised in 2023, was at the 26-27 October European
Council, following the terrorist attacks in Belgium and France that month. EU leaders then
condemned the attacks and called on EU institutions and Member States to mobilise all relevant
instruments to enhance internal security. This includes strengtheninglaw enforcementand judicial
cooperation, information exchange through thefulluse and interoperability of relevant databases,
protection of the external borders, the fight against people smugglers and close cooperation with
third countries.

D. Strategic orientations

In the context of terrorist attacks and of the need to provide a response to the fears expressed by
Europeans, most of the strategic documents adopted by the European Council over the last years
haveincluded important elementson internal security. In the Rome Declaration, EU leaders pledged
towork towards 'a safe and secure Europe[...] determined to fight terrorismand organised crime'.
Subsequently,in Sibiu, they committed to protecting [their] citizensand keep them safe.

This focus on 'protecting citizens' was then cemented in the 2019-2024 strategic agenda, with the
priority' protecting citizens and freedoms', which covers mostissues in the area of JHA, featuring as
first priority for the next five years.

> Themain strategicorientationsin the 2019-2024 strategicagendafor protecting
citizens are:

> Fightagainstterrorismand cross-bordercrime;
¥ Resilienceagainst naturaland man-made disasters;

> Fightagainstcyber-crimeand hybrid threats.

In the 2019-2024 strategic agenda, the area of internal security policy also saw a number of new
additions, namely 'resilience to naturaland man-made disasters’,'malicious cyber activities', 'hybrid
threats and disinformation'. The 'fight againstterrorismand crossborder crime'was continued as a
policy issue from the 2014-2019 strategicagenda.

These strategic orientations were supposed to be further detailed as part of the new 'strategic
guidelines for legislative and operational planning' within the area of freedom, security and justice,
which have not been adopted to date (as explained above).

Although the JHA Council did not adopt a new EU internal security strategy for the years 2021 to
2024 to follow up upon the last two Council internal security strategies for the 2010-2014 and
2015-2020 periods, it did adopt conclusionson internal security and European police partnership on
14 December 2020. These reiterated a number of political priorities to be achieved between now
and 2025, including:

> strengthening Europeanlaw enforcementcooperation;
shaping the future and keeping pace with technological progress;
globalchallenges and international cooperationin the area of security;

fighting transnational organised crime;

L T T

preventing and combatting terrorismand violent extremism.
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Regarding European law enforcement cooperation in particular, they stressed the need to:
> makefulluse of thetools available for EU-wide alerts for criminal acts;
¥ implementtheinteroperability of EUinformation systems;
> establishanupgradedacquison cross-border police cooperation;
>

ensure that law enforcement authorities can use artificial intelligence
technologies in their daily work, subject to clear safeguards;

> improvethe capacity of law enforcement agencies to work with third countries
and public and private partners worldwide;

> strengthenEUagencies such as Europoland Frontex.

The European Council has drawn attention to some of these priorities on numerous occasions in
recentyears, one such priority being to:

> ensure the interoperability of EU information systems (December 2015,
December 2016, October 2018)

> strengthenEUagencies such as Europoland Frontex(June 2018, October 2018)

Back in July 2020, the European Commission presentedthe new 'security union strategy' for the 2020
to 2025 period, replacing the previousinternal security strategies. It is based on four strategic priority
actions: 1) building a future-proof security environment; 2) tackling evolving threats; 3) protecting
Europeans from terrorism and organised crime; and 4) developing a strong European security
ecosystem. Several strategiesand action plans concerningspecific crime areas have been published
since then, and the Commission is keeping track of the security strategy's progress.

E. Noteworthy commitments: Specific requests and follow-up

As from 2015, the majority of commitments and meetings in the field of internal security were
related to the fight against terrorism. Many European Council meetings discussed this matter and
issued commitments bothat a generalleveland regarding specificissues.In recent years, however,
in the context of the COVID-pandemic, new noteworthy commitments were made in the area of
protecting citizens, relating to the fight against disinformation and to internal and external border
management. Both of these aspects have also been discussed by EU Heads of State or Government
in the context of the Russian war on Ukraine.

Furthermore, the other institutions followed up on or completed many previous commitments of
the EU Heads of State or Government in this area. An important more recent commitment of the
European Council, relevant to various areas of internal security, is the call to strengthen Europol's
mandate, which was subsequently adopted in June 2022. The related issues of fighting organised
crime and police cooperation have also been discussed by the other EU institutions, with a view to
exploring where further progress can be made. The Commission recently published an EU roadmap
to fight drug trafficking and organised crime and is following up on progress in implementing the
EU security strategy, with a view to steering future initiatives. A regulation on automated data
exchange for police cooperation (Priim Il) - part of the legislative package on the EU 'Police
Cooperation Code'-has just beenadopted by theco-legislators; several legislative initiatives aimed
at tracking criminals' money have been tabled orare close toadoption, andthe Commission recently
proposed a regulation to reinforce Europol's role in the fight against migrant smuggling and
trafficking in human beings.
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Fight against disinformation

Mentioned for the first time by the European Council in 2015 in relation to Russian activities, the
fight against disinformation has become an importantissue for Heads of State or Government in the
area of protecting citizens since the June 2018 European Council. From that date, four formal
European Council meetings (October 2018, December 2018, March 2019 and June 2019) have
addressed theissuein the context of internal securityand stressedthe need to 'protect the Union's
democratic systems and combat disinformation'.

Fighting disinformation has also become an important issue in the context of Russia's war on
Ukraine. In their conclusions of the special European Councilof 30-31 May 2022, EU Heads of State
or Governmentstressed that the European Unionand its Member States would 'step up their efforts
to reach out to third countries in order to support Ukraine in all these dimensions (relating to
military, economic, political support), counter the false Russian narrative and manipulation of
information, and prevent sanctions evasion and circumvention'.On 26-27 October 2023, in the
context of the conflict in the Middle East, the European Council stressed the need to fight
dissemination of disinformation and illegal content, highlighting the legal responsibility of online
platforms in that respect. The JHA Council of 5 December followed up on these issues and
exchanged views on EU-level actions to counter dissemination of illegal and borderline content
online.

Schengen area
Temporary internal border controls

In May 2023, five Member States (Austria, Denmark, France, Germanyand Sweden) were still carrying
out long-term temporary internal border controls, and in February 2024 there were eight (Austria,
Denmark, France, Germany, Italy,Poland, Sloveniaand Sweden). While in 2020 and 2021 these were
justified by the coronavirus pandemic, temporary internal border controls were subsequently
carried out on some or all of the following grounds: secondary migration movements, smuggling
and human trafficking, increase in irregular migration flows, the situation at the EU's external
borders, risks relating to terrorism and organised crime, and more recently the war in Ukraine and
the conflictin the Middle East.

The Commission reported that Member States had introduced or extended internal border control
measures on 28 occasions in 2022, including 19 times in the case of the extension of long-term
internalborder controlsin force since 2015. Since October 2022, the Commission has been in close
dialogue with Austria, Denmark, France, Germany, Norwayand Sweden, as well as with the Member
States affected by these controls, to remove these measures as soon as possible. However, Austria,
Denmark, France, Germany, Norway and Sweden continue to notify the Commission of the
prolongation of internal border controls foran additional period of 6 months, and others have joined
thegroup.

Schengen border controls

The experience with the reintroduction of internal border controls during the pandemic has further
highlighted the limitations of the current rules governing the Schengen area.®

Atthe European Councilof 10-11 December 2020, EU Heads of State or Governmentreiterated that
'to ensure the proper functioning of the Schengen area, agreed measures should be fully
implemented, and police and judicial cooperation and coordination strengthened'.

6 For a critical assessment see An Assessment of the State of the EU Schengen Area and its External Borders, IPOL,

European Parliament 2023.
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With a view to reducing the need for temporary border controls,on 2 June 2021, the Commission
put forward its new strategy for the Schengen area communication A strategy towards a fully
functioning andresilient Schengen area. This strategy focuses on i) ensuring effective and modern
managementofthe EU's external borders;ii) reinforcing the Schengen areainternally; iii) improving
governance and crisis preparedness; and iv) completing the enlargement of the Schengenarea.

At the same time, the Commission proposed an amendment of the regulation establishing the
Schengen evaluation mechanism. Attheir informal meeting of 15 July 2021, ministers of the interior
formulated common guidelines onthe proposal forupdating theSchengenborders code. The long-
awaited proposal for a revision of the Schengen borders code, originally planned for the second
quarter of 2021, was published on 14 December 2021. On 10 June 2022, the Council adopted its
generalapproach on thereform of the Schengen borders code. On 6 February 2024, the European
Parliament and Council negotiators reached a provisional agreementon updating the rules for the
functioning ofthe Schengen area bothat externaland internal borders. The preliminary agreement
now needs to be formally adopted by both institutions.

Challenges and priorities forthe Schengen area

Based on anidea of the President of France, Emmanuel Macron, the EU home affairs ministers agreed
at theirinformal meetingof 2-3 February 2022 to create a 'Schengen Council’, which is composed to
date of the 27 countries.” The objective is to hold political discussions on the effective
implementation of the Schengen acquis and properfunctioning of the area without internal border
controls. Other new initiatives in this context could include a scoreboard on the situation at the
borders, a Schengen coordinator (i.e. an official to prepare and follow up on the work of the
Schengen Council) and a 'solidarity platform’, to be coordinated by Frontexin the event of crises at
the external border. The first meeting of the Schengen Council took place on 3 March 2022, with
ministers following up on the idea of a 'scoreboard on the situation at the borders' and adopting a
general approach on an enhanced evaluation mechanism for the Schengen area. This mechanism
aims at providing objective and impartial evaluations to identify deficiencies in the application of
Schengen rules quickly and ensure they are addressed swiftly. The Schengen Council met again on
8 June 2023 and 19 October.

On 24 May 2022, the Commission presented the first annual State of Schengen Report, which
identifies current challenges and recommends priority actions for the way forward as a starting point
of the'Schengen cycle'. This cycle was established with the 2021 Schengen strategy. It envisages a
regular 'health check'on the state of Schengen, so as toidentify problemsearly on,ensure common
responsibility and take appropriate measures.

On 16 May 2023, the Commission published its 2023 State of Schengen report. The Commission
indicated that a series of Schengen Councils would take placein 2023 and 2024 as part of the 2023-
2024 'Schengen cycle'. Priority actions in this period would be to: consolidate the governance
framework, accelerate operational measures on migration and border management, enhance the
internal security of the Schengen area to combat organised crime, fully operationalise the police
cooperation recommendation, phase out all long lasting internal border controls, continue to
enlarge the Schengen area and makebetter useof existing tools underthe EU visa policy.

Schengen membership

On 8 December 2022, JHA ministers adopted a decision on the full application of the Schengen
acquis in Croatia. At the same time, they gave a negative decision on the full Schengen membership
of Romania and Bulgaria. At the subsequent European Council of 9 December 2023, EU leaders

7 23 Member States (and |celand, Liechtenstein, Norway, and Switzerland) that make up the Schengen area.
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welcomed Croatia's entryinto the Schengen area as of 1 January 2023. European Council President
Charles Michel reported on a political debate among the EU leaders on Romania and Bulgaria's
accession to the Schengen area, and expressed optimism that a positive decision on that matter
could be taken in the course of 2023. In that context, European Parliament President, Roberta
Metsola, spoke of a'broken promise'and stressed thatthere was 'nojustifiable reason'not to admit
Bulgariaand Romania to the Schengenarea.

On 30 December 2023, the Council agreed to lift the air and sea internal border controls with
Bulgaria and Romania; a decision to lift land border controls is due to follow later. Consequently,
from 31 March 2024, there will no longer be checks on persons at EU internal air and maritime
borders between Bulgariaand Romaniaand the othercountries in the Schengen area.

F. Challenges ahead and outlook

Russia's invasion of Ukraine hashad multiple consequences for the European Union, andthis across
different policy areas, including justice and home affairs. Activitiesin this context have included, for
example, activation of the IPCR mechanism and the civil protection mechanism. Moreover,
disinformation concerning the war in Ukraine and the potential exploitation of the situation at the
EU borders by criminals, including via human trafficking remains an important concern. lllicit arms
trafficking has become a serious concern in this context.

While EU Heads of State or Government may not have addressed terrorism in detail, the Council
passed conclusions on 'Protecting Europeans from terrorism' in 2022. They state that there is 'a
persistent high level of terrorist threat, fostered by an unstable international environment.
Consequently,they callon the EU institutions and Member States to continue their actionsto better
coordinate internal security between the Member States and make full use of the instruments
availableatEU level.

Just like Russia's invasion of Ukraine, the conflict in the Middle East is likely to have substantial
implications for the EU'sinternal security. The increase in radicalisation, hatecrimes and polarisation
was already discussed by JHA ministers on 19 October and 5 December, and is expected to remain
on theagenda for the foreseeable future. In the context of the Middle East crisis, another important
challengeis a new wave of anti-Semitismacross Europe.The European Council of 15 December 2023
expressed its seriousconcern and reiterated 'itscondemnation in the strongest possible terms of all
forms of antisemitismand hate,intolerance, racismand xenophobia, including anti-Muslim hatred'.

An increasingly important topic in the area of JHA is the protection of critical infrastructure. A
directive on theresilience of critical entities covering 11 sectors (energy, transport, banking, financial
market infrastructures, health, drinking water, wastewater, digital infrastructure, public
administration, space, and food) entered into force in January 2023. Following numerous instances
of damage to critical infrastructure (e.g. pipelines and telecom cables) in the Baltic Sea caused by
externalactivity, the European Council, at its 26-27 October 2023 meeting, stressed 'theimportance
of a comprehensive and coordinated approach to the preparedness and crisis response of the EU
ensuring thatall sectors contribute to an all-hazards approach’.

Just like the European Council's Strategic Agenda 2019-2024, the Belgian Presidency of the Council
of the EU added 'protecting European citizens'as one of its priorities. The Presidency will focus on
intensifying the EU's efforts to combat organised crime, terrorism and violent extremism, as they
pose athreat to our societies and democracies.

The 'safety of EU citizens'is also expected to be an important priorityin the Strategic Agenda 2024-
2029. The reflections on the next Strategic Agenda are ongoing and expected to intensify in the
coming months, with a special European Council dedicated to discussion of the agendaon 17-18
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April;adoption of theagendais duein late June 2024, still under the Belgian rotating Presidency of
the Council of the EU.
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4. A new push for European democracy

A.Background

"The Unionis founded on thevalues of respect for humandignity, freedom,democracy, equality, the
rule of law and respect for human rights' (Article 2 TEU).

In times of 'fake news', alternative facts and emerging threats to our democratic system, it is of critical
importanceto strengthen support for EU values and the rule of law. This is not only valid for forces
externalto the EU, but also within.

In the Sibiu Declaration from May 2019, EU Heads of State or Government pledged to 'uphold our
shared values and principles enshrined in the Treaties'. They reiterated this pledge in the strategic
agenda 2019-2024, which states that 'the EU shall defend the fundamental rights and freedoms of
its citizens, as recognised in the Treaties, and protect them against existing and emerging threats'.
In the Granada declaration of 6 October 2023, EU leaders stressedthe importance of the EU's values
and principles, fundamental rights,democracy, and the rule of law to guide the European project.

In recent years however, the EU has had to face increasing challenges to the rule of law. Some
Member States' changes to their national legal and political system, notably Poland and Hungary,
have been deemed a clear risk of a serious breach of EU values by the European Commission and
the European Parliament. Existing tools, such as the Article 7 of the Treaty on the European Union
procedures, have been activated, and new ones, notably rule of law conditionality, have been
created. Following the European Court of Justice dismissal of the actions brought by Hungary and
Poland challenging the legality of the Rule of Law Conditionality Regulation, the European
Commission activated the new mechanism against Hungary on 27 April 2022.

These issues have also been addressed at the level of Heads of State or Government on several
occasions since 2020, which is a novelty since these topics had until then been absent from
European Councildebates previously and were never subject to conclusions.

Defending EU values and democracy goeshand in hand with improvedawarenessand involvement
of EU citizens in EU policy-making.

Going back as far as the Maastricht Treaty, when the EU citizenship was established, EU institutions
have attempted to increase the citizen's engagement. However, EU citizens continued to have the
feeling that their voice did notcountsufficiently in Europe, a feeling which was further strengthened
during theyears of the economicand financial crisis. As part of their reflection period following the
Brexit referendum, EU Heads of State or Government concludedin their 2016 Bratislava Declaration
that they 'need to improve communication with citizens'. This message was reiterated in the 2017
Rome Declaration, in which EU leaders pledged 'to listen and respond to the concerns expressed by
our citizens and will engage with our national parliaments'.

The end of 2016 saw a turning point in public opinion: from then on, polls show that citizens' positive
views as to whether their voices count in Europe have steadily increased, reaching a high pointin
June 2019 with 56 % of EU citizens having the feeling that their voice counted in Europe.

The Conference on the Future of Europe, which was officially launchedon 9 May 2021, was designed
to take another step towards greater citizens' engagement and work on the issues that are of
concern to its people. It delivered its final report to the presidents of the EU institutions on 9 May
2022. However, the follow-up, or rather lack of, by the European Council - despite support for by
many individual Member States to act upon the final report - strikes with the strong commitment
shown by the European Parliament and the European Commission, which both supported the
establishmentofa Convention for the revision of the treaties.
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B. Legal basis for European Council action

Article 2 TEU: the Union is founded on the values of respect for humandignity, freedom, democracy,
equality, the rule of law and respect for human rights, including the rights of persons belongingto
minorities. These values are common to the Member States in a society in which pluralism, non-
discrimination, tolerance, justice, solidarity and equality between women and men prevail.

Article 3(1) TEU states that 'the Union's aim is to promote peace, its values and the well-being of its
peoples'. Article 3(2) TEU further specifies this and indicates that'the Unionshall offer its citizens an
area of freedom, security and justice without internal frontiers'.

Article 7 TEU outlines two specific procedures to safeguard the values of Article 2 TEU: one
preventive (Article 7(1) TEU) and one sanctions (Article 7(2) and (3) TEU. The European Council has
animportantrole underthe sanctions procedure, asit 'maydetermine the existence of a serious and
persistent breach by a Member State of the EU's values'. So far the European Council has never
declared the existence of such a breach of EU values, and the sanctions procedure under Article 7(2)
and (3) TEU has never been triggered.

Article 10 TEU: Member States and citizens are the two sources of the EU's legitimacy. Whilst in
accordance with Article 10(2) TEU citizens are 'directly represented at Union level in the European
Parliament' and 'have aright to participate in the democratic life of the Union (Article 10(3) TEU, the
Member States are represented by their Heads of State or Governmentin the European Council, who
are'democratically accountable eitherto theirnational Parliaments, orto theircitizens' (Article 10(2)
TEU. This provision gives the European Council an indirect legitimacy but a specific role in the
institutional framework.

Article 11 TEU: the institutions shall, by appropriate means, give citizens and representative
associations the opportunity to make known their views in all areas of Union action. The European
Councilis amongst theinstitutions concerned by this provision.

Article 68 TFEU gives the European Council an important role in the area of freedom, security and
justice, mandating it to define the strategic guidelines for legislative and operational planning
within this area. One outstanding task for the European Council is to define the strategic guidelines
for legislative and operational planning within the area of freedom, security and justice, as required
by Article 68 TFEU. The European Councilhad been expected to adopt new 'strategic guidelines for
legislative and operational planning'within the area of freedom, security and justice in spring 2020,
morethan ayear later, EU leaders have stillnot complied with this Treaty obligation.

C. European Council focus on EU valuesand democracy

While the European Council has addressed issues relating to EU values and democracy in its main
strategic documents (see below in Section D) until recently (see below in Section E) it has hardly
addressed them at all as part of its regular meetings and these topics did not appear in their
conclusions. The one noteworthy exceptionwas the areaof disinformation, which hasreceived a fair
amount of attention overrecent years (see belowin Section E).

Contrary to thegeneral absence of these topics in the regular European Council meetings, EU Heads
of State or Government addressed EU values and democracy at great length during the series of
Future of Europe debates in the Parliament's plenary sessions between January 2018 and April 2019.
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Figure 4 — References to different topics related to EU values and democracy raised by EU
Heads of State or Government during their Future of Europe debates in the EP, 2018-2019
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Source: EPRS.

All of the 20 speakers referred to EU citizens, while some also addressed issues such as the rule of
law, subsidiarity or Treatyrevision (see Figure 4).

Of the six overall messages all speakers addressed in common within the framework of the Future
of Europe debates, two referredto EU values and democracy:

> theimportance of European values and the need to defend them, both within
the EU and externally;

> theneedtoinvolvecitizens moreactively in the EU processand decision-making and to
highlight to citizens the benefits of the EU and to deliver on their priorities.

Since 2022, individual EU leaders have discuss theirvisionsfor the future of the European Unionina
series of debates with Parliament as part of the 'This is Europe' initiative, proposed by the President
of the European Parliament, Roberta Metsola. Many of the EU leaders have in that context stressed
theimportance of democracyand the rule of law, notably Xavier Bettel in April 2023.

D. Strategic orientations

In the 2017 Rome Declaration, the EU-27 Heads of State or Government, the European Parliament
and the European Commission stressed that the European Union is founded on 'common
institutions and strong values, a community of peace, freedom, democracy, human rights and the
rule of law, a major economic power with unparalleled levels of social protection and welfare'.In the
subsequent 2019 Sibiu Declaration, EU leaders pledged to'protect our way of life, democracy and
the rule of law' and 'uphold our shared valuesand principles enshrined in the Treaties'.

In the strategicagenda 2019-2024, EU leaders have elevated the priority of 'protecting citizens and
freedoms' to the top position amongst the four key priorities for the five year period. Within that
overall priority, Respecting EU values and democracies, is one of the strategic orientations, which
includes the following objectives:

> upholdingtherule of law;
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> citizens and EU decision-making;
> fightingdisinformation.

EU leaders committed to delivering on these priorities stating that 'our Institutions will work in
accordance with the spirit and the letter of the Treaties. They will respect the principles of
democracy, rule of law, transparency and equality between citizens and between Member States.'

In the Granada declaration of October 2023, EU leaders reiterated 'the original promise of the
European project to ensure peace, stability and prosperity for our citizens, guided by our values and
principles, fundamental rights, democracy, and the rule of law'.

E. Noteworthy commitments: Specificrequests and follow-up

Fighting disinformation

The European Council mentioned the need to fight disinformation for the first time in March 2015,
in the context of Russian disinformation campaigns. Since then, EU Heads of State or Government
have widened the focus, seeing it as an integral part of its objective of protecting the Union's
democratic systems. It addressed disinformation, in one way or another, at all formal European
Council meetings between June 2018 and June 2019. This topic provides a typical example of the
European Council's involvement in the policy cycle.

Disinformation is also a central
Figure 5 - European Council role inthe EU policycycle  feature of Russia’'s war of
aggression in  Ukraine. On
2 March 2022, the Council
imposed sanctions on  Russian
state-owned outlets RT/Russia
Today and Sputnik's broadcasting
in the EU, owing to Russia's
'systematic, international
campaign of  disinformation,
information manipulation and
EUR’(’)PEAN distortion of facts'. In December
COUNCIL : 2023, the European Council stated
that the 'European Union will
continue its intensive work with
partners to counter false Russian
narratives and disinformation
aboutthewar'.

SCRUTINY

In the context of the conflict in the
Middle East, the European Coundi
stressed, at its meeting of 26-27
Source: EPRS. October 2023, the need to fight
dissemination of disinformation
and illegal content, highlighting

thelegal responsibility of online platformsin this context.

Disinformation and foreign influence on voters' behaviour ahead of elections was also one of the
main topics discussed between EU leaders and the President of the European Parliament after the
latter's speech to the February 2024 European Council.
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On 12 December 2023, the European Commission adopted its 'defence of democracy' package,
which aims to tackle the threat of covert foreign influence in the EU's democratic life and reinforce
actions ahead of the elections to the European Parliament. It includes a proposalfor a Directive on
Transparency of Interest Representation onbehalf of Third Countries, which establishes harmonised
requirements in the internal market on transparency and democratic accountability of interest
representation carried out on behalf of third countries.

Conference on the Future of Europe

Atits 12-13 December 2019 meeting, the European Council consideredthe idea of a Conference on
the Future of Europe starting in 2020 and ending in 2022. The idea was first suggested by the French
President, Emmanuel Macron, in March 2019, and was subsequently supported by the new
Commission President, Ursulavon der Leyen, before her election by the Parliament. It recalled 'that
priority should be given to implementing the strategic agenda agreed in June [2019], and to
delivering concrete results for the benefit of our citizens'. The conference should contribute to the
development of policies in the medium and long-term so that the EU can better tackle current and
future challenges. It should build on the citizens' dialogues over the past 2 years and provide for
broad consultation of citizens. It added that it needed to be 'aninclusive process, with all Member
States involved equally'. The European Council stressedthat the process should 'involvethe Council,
the European Parliament and the Commission, in full respect of the interinstitutional balance and
their respectiveroles as defined in the Treaties'.

On 10 March 2021, the presidents of the three EU institutions signed a joint declaration on the
Conference on the Future of Europe (CoFoE), which was then officially launched on 9 May 2021. The
final report was delivered to the presidentsof the EU institutions on 9 May 2022.

EU leaders were supposedto discuss thefollow-up to the Conference on the Future of Europe at the
June 2022 formal European Council in greater depth, and examine inter alia whether their views
align with the CoFoE proposals.

The European Council however merely 'took note' of the CoFoE proposals. While calling for 'an
effective follow-up', EU leaders did not provide specific guidelines in this respect; instead, they
simply stated that each EU institution should ensure this follow-up 'within their own sphere of
competences', rather than jointly among EU institutions. EU Heads of State or Government also
noted the importance of ensuring that citizens were informed of the follow-up to the proposals
madeinthereport.The President of France, Emmanuel Macron, indicated that the European Coundi
would continue with its debate on this issue. This however hasnot been the case to date.

EPRS research (see'The Conference on the Future of Europe and the European Council') has shown
that there is significant convergence between the results of the CoFoE and the priorities of the
European Council as expressed in its strategic agenda 2019-2024 and in its conclusions over the
past 3years.

Atthe General affairs Council of 10 July 2023, the Spanish Presidency of the Council indicated that
continuing with the follow-up to the Conference on the Future of Europe, including discussionson
the extension of qualified majority voting, and preparing the EU for future enlargement, would be
oneofits priorities during their Presidency. Theresults of the discussions are expected to feed into
an analysis of the current 'strategicagenda’ beforethe next will be adopted in 2024.

On 22 November 2023, Parliament adopted a resolution asking the European Council to call a
convention for therevision of the Treaties, with a view to giving citizens a strongersay and creating
a more effective European Union. During the plenary debate on the resolution, the representative
of the Spanish Council Presidency had indicated that the Presidency would submit the document to
the General Affairs Council (GAC) so that it could be submitted, in turn, to the European Council.
However, the topicwas not added in time to the agendaofthe 12 December GACto beincluded on
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the agenda of the European Council meeting of 14-15 December. Adopted at the 18 December
Environment Council meeting without discussion, the document could now, in principle, be
forwarded to EU leaders. However, the topic was again missing from the agenda of the 1 February
2024 European Council.

At the GAC of 12 December, the Council Presidency informed ministers about the Council
secretariat'sassessment of the follow-up to the Conference on the Future of Europe. It argues that
'a year and a half after the end of the conference, the overwhelming majority of the conference
proposals and measures have beenimplemented or are in the process of being implemented'.

The future of the European Union: Strategicagenda 2024-2029

At the informal European Council meeting in Granada on 5-6 October 2023, EU leaders started a
reflection process on the EU's future priorities, the results of which would feed into the strategic
agenda 2024-2029 to be adopted in June 2024. The discussion was based on general questions
formulated by the President of the European Council: Whatdo we want to do together? How can we
ensure we will be able to act together? How should our common ambitions be financed?

The topics identified for the discussion in Granada andthen forthe reflection process are: i) security,
defence and cyber-resilience; ii) long-term competitiveness and the EU single market; iii) crisis-
preparedness; iv) the green and digital transitions; v) multilateralism and global partnerships;
vi) migration; and vii) enlargement and absorption capacity.

Some EU institutions and Member States have begun offering inputfor the future strategic priorities
and potential Treaty reform in the context of EU enlargement. The Spanish Presidency put forward
its own paper, Resilient EU2030. The Commission contributed to the future priority policy objectives
by outlining ways of increasing EU resilience, competitiveness and sustainability. A reflection paper
on the future of the EU produced by a Franco-German working group set up by the French and
German governments, suggests an EU made up of four distinct tiers: i) the inner circle, ii) the EU,
iii) associated members, and iv) the EPC, each with different competences and obligations.

Following the first discussions by EU leaders in Granada, the General Affairs Council of
24 October 2023, held a working lunch on the future of Europe and preparationfor enlargement.

On 8November 2023, the European Council Presidentoutlined his plans for the next steps, involving
a series of consecutive group meetings with a small number of EU leaders, representing a mix of
geographicregionsinthe EU, political party affiliationsand diversity of opinions.

Sofar three meetings have takingplace:

> 13 November in Berlin (attending Member States: Belgium, Germany, Greece,
Cyprus, Hungary, Austria and Lithuania;

> 14 November Copenhagen (attending Member States: Bulgaria, Denmark,
Ireland, Latvia, Sweden and Finland);

> 16 November in Zagreb (attending Member States: Croatia, Italy, Malta and
Poland);

> 28 November in Paris (attending Member States: Estonia, France, Luxembourg,
Portugaland The Netherlands).

Atotal of 23 Member States' leaders have participated in the process todate. Charles Michel and the
Secretary General of the Council, Thérese Blanchet, attended all of these meetings, but the
Commission President, also a member of the European Council, has notbeen involved so far.
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A second round of small group meetings of EU Heads of State or Government will take place in April
2024. First draft texts are expected to be put forward in spring 2024.

Presentation of a European Council declaration, similar to the Sibiu Declaration that preceded the
adoption of the strategic agenda 2019-2024, is expected in March or April 2024, at an informal
European Councilevent underthe Belgian Council Presidency.

The adoption of the strategicagenda 2024-2029is scheduled for June 2024.

EU values and the Member States

Overrecentyears, EUvalues and therule of law have been discussed more and more between the
EU institutions and the Member States. While some aspects such as the rule of law dialogue or the
Article 7(1) TEU procedures have so far not reached the level of EU Heads of State or Government,
others, such as therule of law conditionality, EU fundamental value of LGBTQI+ non-discrimination
andindependence of the judiciary, have been strongly debated in the European Council.

Rule of law dialogue

As indicated above, the rule of law has been mentioned more often in the European Council in
recentyears than previously. However,the main forumfor Member States to discuss the rule of law
remains the Council of the EU.

Theidea for a peer review mechanismon the rule of law between the Member States was mentioned
as early as 2018 by the then Prime Minister of Belgium and current European Council President,
Charles Michel, as part of the Future of Europe dialogues between the European Parliament and EU
leaders.

By now, the European Commission has published four annual rule of law reports (2020, 2021, 2022
and 2023). The 2022 report included, for the first time, specific recommendations to individual
Member States. In doing so, it follows Parliament's resolution of 24 June 2021 on the Commission's
2020 rule of law report, which called for country-specificrecommendations.

On 30 March 2023, the European Parliament adopted its resolution on the Commission's 2022 rule
of law report. The resolution highlights improvements to the Commission'sannual report, but calls
for the scope of the analysis 'to be widened tocover all EU values (Article 2 of the Treaty)' andfor the
report to make a more direct link with the activation of tools to protect EU valuesandthe EU budget.
Theresolution also refers to theworrying situation of pressfreedom and pluralism in some Member
States.

On 28 February 2024, the European Parliamentadoptedits views on the Commission's 2023 rule of
law report.Inits resolution, Parliament warned aboutdemocratic backsliding across many Member
States and criticised the Commission's inactionin safeguarding EU values.

The General Affairs Council regularly holds country-specific discussions on the rule of law. The
December 2023 General Affairs Council evaluated the Council's rule of law dialogue. Due to the lack
of consensus on the topic, Presidency conclusions were issued instead of regular Council
conclusions, with 25 Member States supporting — or not objecting to them - on the day, and one
more, Poland, supporting them subsequently. In its conclusions, the Presidency assessed the
Council'sannualrule of law dialogue as a valuable preventive toolin the EU's rule of law toolbox. It
suggested furtherimproving this dialogue by setting out a faster cycle, covering more Member
States per year, and encouraging more frequent exchanges within the Council, and with external
stakeholders.
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Most recently, on 29 January 2024, the General Affairs Council held a country-specific discussionon
the rule of law. The exchange of views focused on key developments in Spain, France, Croatia and
Italy.

Article 7(1) TEU procedures

Regarding therule of law, on 17 September 2020, the European Parliamentcalled on the Council to
'resume the formal hearings' concerning theon-going Article 7(1) TEU procedure against Polandand
to extend the scope of the procedurein order to include several deficiencies as regards the respect
for fundamental rights and the democratic principle. Similarly, the Parliament called on the
Commission 'to address a clear risk of a serious breach by Poland of the values on which the Union
is founded', through expedited infringement procedures andinterim measures beforethe European
Court of Justice. Parliament reiterated this in its resolution of 24 June 2021 on the Commission's
2020 rule of law report, its resolution on ongoing hearingsunder Article 7(1) TEU regarding Poland
and Hungary of 5 May 2022, and theresolution of 14 September 2022 on the proposalfor a Coundi
decision determining, pursuantto Article 7(1) TEU, the existence of a clear risk of a serious breach by
Hungary of the values on which the Union is founded.

On 30 May 2023, the General Affairs Council held two hearings as part of the Article 7(1) TEU
procedure concerning rule oflawin Poland and respect for EU values in Hungary.This was the sixth
hearing for both Member States,coveringalltheissues raisedin the respective reasoned proposals,
which triggered the procedure.

The General Affairs Council of 20 February 2024 took stock of developments regarding the Article
7(1) TEU procedure concerning Poland. ThePolish justice minister, Adam Bodnar, briefed the Coundi
on thereforms the Polish governmenthas undertaken and/oris planning to undertake, to address
the issues raised under the Article 7 procedure. The aim of the new governmentis to take the
necessary stepsto allow this procedure to be closed.

Rule of law conditionality

As part of the European Council's politicalagreement on the MFF of 21 July 2020, EU Heads of State
or Government agreed to introduce 'a general regime of conditionality' in order 'to tackle manifest
generalised deficiencies in the good governance of Member State authoritiesas regards respect for
the rule of law when necessary to protect the sound implementation of the EU budget, including
NGEU, and thefinancial interests of the Union'.

On 16 February 2022, the European Court of Justice ruled to dismiss the actions for annulment
brought by Hungary and Poland against the conditionality mechanism.

On 27 April 2022, the European Commission senta notification letterto the Hungariangovernment
under the General Conditionality Regulation concerning rule of law breaches, which endanger the
European budget, thereby triggering the procedure that could allow for the suspension or
withdrawal of EU funding from Hungary. The Commission notably highlighted systemic conflict of
interest issues, problems with public procurement, lack of trust performing public functions, and
deficient anti-graft efforts After getting a final extension to reply to the Commissions notification,
the Hungarian governmentresponded on 23 August 2022, outlining numerous measuresaimed at
addressing all of the Commission's concerns. On 15 December 2022, the Council adopted an
implementing decision suspending 55 % of the budgetary commitments for Hungary under
cohesion policy.

On 17 May 2023, a delegation of the European Parliament's Budgetary Control Committee carried
out a 'fact-finding mission' to Budapest in order to assess the ongoing process for the
implementation of the 27 'super milestones'for Hungary to unblock paymentsunder the Recovery
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and Resilience Facility (RRF). The delegation identified a number of shortcomings regarding the
effectiveness of the State Audit Office.

On 13 December 2023, the European Commission concluded that 'the risk to the Union budget
remains unchanged regarding Hungary and that restrictive measures should not be lifted. At the
sametime, the Commissionconsidered thatHungary had 'takenthe measures it committed to take
concerning the horizontal enabling conditionon the EU Charter of Fundamental Rights is fulfilled in
what concerns judicial independence’ and unblocked up to €10.2 billion in cohesion money that
had previously been withheld. However,on 18 January Parliament adopted a resolutionon the rule
of law situationin Hungary and frozen EU funds, in which it considered the possibility of launching
a procedure to annul the Commission's decision. The 2024 report of the Court of Auditors on the
rule of law also criticises the Commission'sincoherent approach.

EU fundamental value of LGBTQI+ non-discrimination

At the regular European Council meeting of 24-25 June 2021, EU leaders had an impromptu and
extensive discussion on the rule of law and European values. It took place in the context of
amendmentsto Hungarian child protection legislation including measures banning the portrayal of
homosexuality tominors; this provision was considered by many as discriminatory againstLGBTQH
people. According to PresidentMichel and President von der Leyen, the debate by EU leaders was
an 'emotional, personal as well as necessary discussion'. In joint reactions ahead of the European
Council, 17 EU leaders and Member States condemned developmentsin Hungaryand called on the
European Commission to 'use allthe tools at its disposal to ensure full respect for EU law, including
by referring the matter to the ECJ'. The Commission President referred to the Hungarian bill as a
'shame’, as it 'clearly discriminates against people based on their sexual orientation' and promised
to use all the legal powers of the Commission to 'ensure that the rights of all EU citizens are
guaranteed'. Charles Michel stressed 'the primacy of EU law and the primacy of European values',
expressing the hope thatthe Conference on the Future of Europe would provide the opportunity to
take Europeanbeliefs and fundamental rightsforward. However, the debate and views expressed at
the European Council meeting are not reflected in the text of the conclusions adopted, as the
inclusion of any paragraph requires consensus between EU leaders.

In its resolution of 8 July 2021, Parliament condemned in the strongest possible terms the recent
anti-LGBTIQ legislation and denounced the dismantling of democracy and the rule of law in
Hungary.On 15 July 2021, the EU Commission opened infringement procedures by sending a letter
of formal notice to both the Hungarian and the Polish governments, to the latter for failing to fully
and appropriately respond to the Commission's inquiry regarding the nature and impact of the
'LGBT-ideology free zones'.In the Hungarian case, this was followed up by a reasoned opinion on
2 December 2021.

Rule of law in Poland

Theissue of rule oflaw developments in Poland wasadded tothe agenda of the 21-22 October 2021
European Council at the last moment. EU leaders discussed the recent ruling of Poland's
Constitutional Tribunal, which states that some parts of the EU Treaties are incompatible with the
Polish Constitution, and alsoraised theissue of judicialindependence in the country more broadly.

During Parliament's 20 October debate on the preparation of the October European Council, many
MEPs expressed concern about the European Council'sreluctance to perform its role as outlined in
Article 15 TEU, namely to provide the general political direction for the EU, and called on the
European Council to act in this respect. Considering its broad character, Article 15 TEU covers not
only all policy areas that the Heads of State or Governmentmay wish to raise but alsoissuesrelated
to values and the rule of law. While no concrete decisions were made at the October European
Council, someEU leaders, such asthe Prime Minister of Belgium, Alexander De Croo, stressed thatin
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the past, discussions on therule of law did not take place in the European Council; the fact that a
discussion on the matterhad actually taken place was therefore significant in itself. Reports indicate
that many EU leaders had expressed concern about the situation in Poland and underlined the
importance of dialogue with the country.

On 27 October, the European Court of Justiceimposed a €1 million daily penalty on Poland for not
implementing its decision of 14 July 2021. In this decision, the Court ordered Poland to temporarily
suspend the application of certain provisions of the law installing a new disciplinary regime for
judges untilits adoption of a final decision onthe compatibility of thatregime with EU law, i.e. mainly
with the requirements of independence and impartialityimposed by EU law on nationaljudges. On
22 December 2021, the European Commissionlaunchedan infringement procedure against Poland
because of serious concerns with respect to the Polish Constitutional Tribunal and its recent case
law. So far, no judges have beenreinstatedto work, despite the Court'sruling.

On 1 June 2022, the European Commission approved Poland'srecoveryand resilience plan, which it
had previously delayed in connection with the rule of law concerns in the country. However, the
Commission will only authorise the disbursement of funds if the Polish government fulfils the
milestones agreed on, including those aiming to protect the EU's financial interestsand strengthen
the independence and impartiality of courts. On 27 February 2024, the Commission adopted two
legal acts that will pave the way for Poland to access up to €137 billion from the NextGenerationEU
(€59.8 billion) and Cohesion funds (€76.5 billion) as a direct consequence of the reforms the new
Polish government has launched since coming to office. While the new government has a very
strong commitment to EU values, especially the rule of law, rapid reforms might be challenging to
undertake considering the possibility given in the Polish Constitutionto the Polish President to veto
some of them.

On 15 July 2022, the Commission took the next step in the infringement procedure regarding the
judgment of the Polish Constitutional Tribunal, as the Polish government's reply did not address the
Commission's concerns over the breach of the primacy of EU law and the lack of independence of
the Constitutional Tribunal. On 23 February 2023, the Commission referred Poland to the Court of
Justice of the European Union for violations of EU law by its Constitutional Tribunal.

Strengthening the European Parliament's integrity, independence and
accountability

On 9 December, news broke that Belgian authorities were carrying out an investigations into
'criminal organization, corruption and moneylaundering' involving a small number of Members and
staff of the European Parliament.

As outlined above, Article 15 TEU stipulates that the European Council's roleis to 'provide the Union
with the necessary impetus for its development and define the general political directions and
priorities'. In additionto coveringall policy areas that the EU Heads of State or Government may wish
to raise, it also deals with issues related to values and the rule of law. Consequently, during the
European Council of 9 December 2022, a particularly long exchange of views took place between
the European Parliamentpresident and many EU leaders, the substance of which was largely linked
to the criminal proceedings involving the Parliament. The EU Heads of State or Government
expressed their support to the president of the Parliament and to way the Parliament was handling
the matter. President Metsola used the opportunity to announce a wide-ranging reform package,
which would be ready in 2023, underlining that she would personally lead theworkon it. This reform
package was endorsed on 8 February by the European Parliamentgroup leaders.

On 15 December 2022, the Parliament adopted a resolution on suspicions of corruptionfrom Qatar
and the broader need for transparency and accountability in the European institutions, with an
overwhelming majority (541 votes in favour, two against, and three abstentions). Subsequently,
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President Metsola proposed a reform plan to strengthen the Parliament's integrity, independence
and accountability. This package was agreed on by Parliament's Conference of Presidents on
8 February 2023. More particularly, the proposed changes include a cooling off period for MEPs who
wish to lobby Parliament, mandatoryregistration in the Transparency Register, a ban on friendship
groups with third countries, and a reviseddeclaration formon financial interests of MEPs.

In that context, the discussions between the EU institutions on the possible establishment of a
European ethics body have gained new momentum. On 13 February, the European Commission
Vice- President, Véra Jourova, announced that the Commission would 'in the next weeks table a
proposal for a joint agreement between the institutions to establish an inter-institutional ethics
body'.On 16 February, MEPs adopted by a large majority (388 votes in favour, 72 against and
76 abstentions) a resolution on establishing an inter-institutional EU ethics body, urging the
European Commissionto establish this body'beforethe end of March 2023'.

On 13 April, the Conference of Presidents of the European Parliament's political groups (CoP)
endorsed the proposals made by Parliament's President Roberta Metsola to streamline relations
between MEPs and their staff, and representatives of certain third countries. From the beginning of
May, MEPs whose term of office has ended will not be allowed to lobby the European Parliament for
a 'cooling-off period' of 6 months. At the end of this period, they will have to register with the EU
Transparency Register if they intend to carryout new lobbying activities.

On 13 September 2023, the European Parliament revised its internal rules on the basis of the
President's reform plan. The changes include a reinforced ban on all MEP activities that would
constitute lobbying, an obligation on MEPs to annex information about input from external actors
toall reports and opinions, and harsher penalties for breaches of the code of conduct.

F. Challenges ahead and outlook

Differing from the European Council, the European Commission, in its political guidelines for
2019-2024, places great emphasis on EU values and democracy by dedicating one of its main
priorities, 'a new push for European democracy' to this area. The Commission outlined numerous
projects in this area. While some projects, notably the budget conditionality mechanism and the
annual rule of law report, have already been set up, others, such as: a right of initiative for the
European Parliament, the improvement of the lead candidate system for the election of the
Commission President, and the review of the appointment and/or election process for the
presidents of theinstitutions, and the creation of transnational lists,are still pending. Many of these
topics have been discussed as part of the Conference on the Future of Europe.

With the debates at the European Council meetingsof 10-11 December 2020, 24-25 June 2021 and
21-22 October 2021, the issue of EU values has finally arrived at the level of EU Heads of State or
Government.Recent developments, including court rulings at both EU and Member State levels
alluding to therule of law, indicate that deep divisions persistin the EU regarding the understanding
of democracy and European values; observers argue that the EU's rule of law crisis is still far from
being resolved. EU leaders' various discussions have not led to a solution on the issue, but rather
postponed direct actionat European level for the moment. Consequently, EU leaders might need to
return to this topicagainin the near future. At their meeting of 24-25 March 2022, the President of
the European Parliament, Roberta Metsola, urged EU leaders to use the current 'window of
opportunity' to find a way forward on therule of law.

Rule of law will remain an importantissuefor the EU, not only because of the ongoing Article 7(1)
TEU procedures, but also in the context of the current enlargement process; as underlined at the
December European Council, 'aspiring members need to step up their reformefforts, notably in the
area of rule of law'. Defending rule of law, democracy, and unity is also oneof the six priorities under
the Belgian rotating Presidency of the Council of the EU.
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Furthermore, the Belgian Presidency plans to 'support the adoption of the Strategic Agenda 2024
2029 and prepare discussions on the future of the European Union'. Discussions on the Strategic
Agenda 2024-2029 are expected to intensify at the next European Council meetings,notably at the
17-18 April informal meeting of EU leaders, which is to discuss a first draft of the next Strategic
Agenda; afinal version is expectedto be adopted in late June 2024, stillunder the Belgian Presidency
of the Council ofthe EU.
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5. A strongand vibrant economic base

A.Background

The EU single market of 440 million people and 27 countries is now 31 years old. Free movement of
goods, services, people and capital has, according to experts, led to increase in 'between 8% and
9 % higher gross domestic product (GDP) on average for the EU'. The single marketis in many ways
a success story, yet barriers and obstacles still persist, which prevent the reaping of its full benefit.
Removing them is a vital task in today's highly competitive world, where Europe is hampered by
years of polycrisis.

First,in 2020, Europe and therest of the world were hit by the coronavirus pandemic, which put the
European economy under severe strain and disrupted the four freedoms underpinning the single
market. Then, in 2022, when the pandemic was finally slowing down in some parts of the world,
Russia launched a war of aggression against Ukraine, igniting an energy crisis, exceptionally high
inflation rates and a cost-of-living crisis. Furthermore, international relations became increasingly
polarised, causing severe supply-chain and raw-materials issues. Fierce international competition
has been fuelled further by substantial national support packages such as the US Inflation Reduction
Act (IRA); it is feared that all this may push EU companies to relocate to destinationsoutside the EU.
Climate change and rapid technological transformationalso pose challenges to EU competitiveness.

Russia's war of aggression against Ukraine has negatively affected the EU's economic prospects,
setting it on a path of lower growth and higher inflation. According to the Commission's winter
estimates, the EU grew by only 0.5%in 2023 and will grow by 0.9 % in 2024. Whereas the pandemic
had already made certain EU vulnerabilities apparent, Russia's war on Ukraine and the discussion
around sanctions against Putin's autocratic regime have further highlighted in a dramatic way
strong EU dependencies on third countries for certain strategic products.

Pointing to these vulnerabilities, EU leaders have underlined the need to secure the EU's 'strategic
autonomy'. Thisconcept is mentioned in the jointroadmap to recovery of theEuropean Counciland
the Commission, in which it is defined as a 'need to produce critical goods in Europe, to invest in
strategic value chains and to reduce over-dependency on third countries in these areas'. The
European Council stated at its October 2020 meeting that 'achieving strategic autonomy while
preserving an open economyis a key objective of the Union';and President Michelhas described it
as the'aim for our generation'. The European economic security strategy, discussed at the June 2023
European Council meeting seeks to address certain aspects of this comprehensive objective.
Following up on this strategy, in January 2024 the Commission put forward an economic security

package.

Strengtheningof the European economic base had been identified by the European Council as one
of its four headline priorities in the 2019-2024 strategicagenda. According to the Heads of State or
Government, a solid foundation needs to be laid by strengthening the single market, creating a
future-oriented industrial policy, addressing the digital revolution and ensuring fair and effective
taxation. The objective of 'building a more robust economic base' was reiterated with strength in
the Versailles Declaration adopted in March 2022. EU Heads of State or Government stressed that,
faced with growing instability and strategic competition, the EU needed to 'take further decisive
steps towardsbuilding our European sovereignty, reducing ourdependencies and designing a new
growth and investment model for 2030'.

In its October 2023 conclusions, the European Council underlined that 'in the face of increasingly
complex challenges, including a changing demographic landscape and growing global
competition, the EU needs a strong economicbase that ensures its long-term competitiveness and
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a level playing field both internally and globally, with a fully functioning Single Market and its four
freedoms atits core'.

In June 2023, EU leaders called for 'an independent high-level report on the future of the Single
Market' to be presented in the March 2024 European Council meeting. Work on the report, led by
former Italian Prime Minister Enrico Letta, is ongoing. In parallel, former ECB President, Mario Draghi,
is preparing a report on the future of EU competitiveness, as announced in the 2023 state of the

Union speech.

B. Legal basis for European Council action

A strong and vibrant economic base is such a multifaceted topic that many parts of the Treaty on
the Functioning of the European Union (TFEU) apply. For the general principles, Articles 4(2)(a), 26
and 27 (oninternalmarket), and 114and 115 (on approximation of laws) are relevant. When looking
at the general principles of EU industrial policy, they are specifically mentioned in Article 173 TFEU,
and aim at securing framework conditions favourable to industrial competitiveness. As regards
innovation policy, key articles in the TFEU are 173 (on industry) and 179 and 190 (on research,
technological development and space). In the case of tax policy, several provisions apply, depending
on the type of taxation in question.

However, none of the above-mentioned articles address the role of the European Council. The
general provisionthatcan be usedin this caseis Article 121(2) TEFEU, where it saysthat 'the European
Council shall, acting on the basis of the report from the Council, discuss a conclusion on the broad
guidelines of the economic policies of the Member States and of the Union'. Furthermore, the
European Council has an important role in the European Semester process,and in that context
'identifies the main challenges facing the Union and the euro area and gives strategicguidance on
policies' (recital 14, Requlation 1175/2011).

C. Strategicorientations

According to the European Council's 2019-2024 strategicagenda,'a strong economic base is of key
importance for Europe's competitiveness, prosperity and role on the global stage and for the
creation of jobs'. Furthermore, EU leaders state that to 'maximise our impact, we need a more
integrated approach connecting all relevant policies anddimensions: deepening and strengthening
the Single Market and its four freedoms, designing an industrial policy fit for the future, addressing
the digital revolution and ensuring fair and effective taxation'. The process aimed at defining the
priorities for the next strategicagenda for 2024-2029 has already begun.

Some of the most important aspects of makingthe EU economicbase stronger include:

Strengthening the single market

The EU single market is now 31 years old. It has helped goods, services, capital and people move
freely both physically and online, and created prosperity and wellbeing in the EU throughoutthese
three decades. Even though great advanceshave beenmade over the years, barriersand challenges
persist, as the coronavirus crisis and the ongoing war in Ukraine have highlighted (for further
information, see the EPRS publication entitled Future Shocks 2023). As recently as March 2023, EU
leaders have called for the completion of the single market, in particular fordigitaland services, and
for 'ensuring a level playing field both internally and globally'. Removing remaining obstacles and
creating no new ones has indeed been a key issue for the leaders, with the 2019-2024 strategic
agenda underlining the need to deepen and strengthenthe single market and its fourfreedoms.

The single market remains centre stage in the EU's growth efforts to strengthen its economic base
and global competitiveness. As underlined by EU Heads of States or Government in the Versailles
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Key issuesin the European Council: State of play in March 2024

Declaration: 'Building on the single market, which we will continue to complete, we will make
Europe's economic base moreresilient, competitive and fit for the green and digital transitions.'

In its March 2022 conclusions, the European Council detailed the steps to be taken to secure the
functioning of the single market also in times of crisis and ensure it reaches its full potential for the
benefit of European consumers, thus contributing to higher productivity and increased
competitiveness of European businesses. EU leaders notably called for a) the strictimplementation
and enforcement of single market rules; b) the implementation of the industrial strategy and the
SME strategy; c) the completion of the single market, in particular for digital and services; d) the
prevention of bottlenecks, and the removal of remaining unjustified barriers and administrative
burdens; e) the better interconnection of ecosystems across Member States, and the security and
diversification of supply chains; and f) the promotion of the EU's capacity as an international
standard setter.

In December 2022, EU leaders called on the Commission to 'present, in early 2023, a strategy at EU
level to boost competitiveness and productivity'. The same message was reiterated at the special
European Council of 9February 2023, where EU Heads of State or Government also discussed the
EU's short-andlong-term competitivenessand prosperityin more detail. This discussion continued
in March 2023, with the Commission communicationson The single market at 30andonthe Long-
term competitiveness of the EU feeding into the debate.

Furthermore, the European Council has asked the Commissionto present anindependenthigh-level
report on the future of the single market for its meeting in March 2024.

An industrial policy fit for the future

Industrial policy has returned to the forefront of political agendas in the wake of the coronavirus
crisis and the war in Ukraine. EU companies and politicians have realised that the supply chain
disruptions, which the EU and the world have experienced, may severely disrupt the economy;
proposed solutions notably point tothe need of reinforcingmanufacturing capacities in the EU and
enhancing the EU's strategicautonomy.

The concept of strategic autonomy highlights the need for the EU to be less dependent on third
countries, to produce critical goods in Europe and to invest in resilient infrastructure as well as
strategic value chains. President Michel has mentioned strategic autonomy several times; most
prominently in September 2020, when he stated thatachieving this objective was'goal number one
for our generation'.

The March 2022 European Council underlined the importance of implementing the industrial
strategy and the SME strateqgy. It also reiterated the objective set in the Versailles Declaration of
fostering investment by 'drastically reforming the administrative and regulatory environment' and
promoting 'industrialinitiatives', including through important projects of common interest (IPCEs)
and industrial alliances, whilst 'strengthen(ing) researchand innovation capabilities'.

In the Versailles Declaration, EU leaders identified five sensitive areas, which are instrumental in
addressing strategic dependencies and securing the EU's strategic autonomy: 1) critical raw
materials, 2) semiconductors, 3) health, 4) digital, and 5) food. While certain of these areas have been
core priorities for a while already (and the subject of specific chapters in this publication) forinstance
digital sovereignty, or health - as a result of the pandemic (see chapter on building a social and
inclusive Europe), other areas have only recently become the centre of attention in the context of
the Ukraine crisis.

In October 2023, EU leaders stated that the EU 'needs to strengthenits industrialand technological
base and enhance its economic resilience, secure connectivity, global market access and
productivity, to achieve strategicautonomy while preserving an open economy'.
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Fair and effective taxation

Taxation has been a very visible topic in the EU in recent years. According to some estimates, tax
evasion, taxavoidance and aggressive tax planning could cause aloss of as much as €1 trillion in tax
income to the EU annually. In its June 2018 conclusions, the European Council said that the 'fight
against taxavoidance, evasion and fraud must be vigorously pursued both at globallevel (notably
in the Organisation for Economic Co-operation and Development (OECD)) and within the EU".
Commission President Ursula vonder Leyen, in her political guidelines, outlined: 'l will ensure that
taxation of big tech companies is a priority. | willwork hard to ensure the proposals currently on the
tableareturnedinto law.'

Discussions to find an international solution have been carried out notably at OECD level. The OECD
has been pursuing work under two pillars: (i) the re-allocation of some taxing rights over
multinational enterprises on the markets where they have business activities and earn profits; and
(ii) a globalminimum corporate taxrate thatcountries can use to protect theirtaxbases.

In October 2021, 137 countries, including the United States, China, India and the United Kingdom,
agreedto supportthe taxreform, which will put a on the globallevy for the 100 biggest companies.
All EU Member States had signalled their support for the tax reform during the OECD phase. The
directive on pillar two has entered into force, but workon pillar oneis stillongoing.

D. Noteworthy commitments: Specificrequests and follow-up

Strengthening EU economic base through industrial policy

Whereas the pandemichad already made certain EU vulnerabilities apparent, notably as a result of
its dependency on third countries for basic health products, the Russian war on Ukraine has only
heightened awareness of the EU's strong dependencies in sensitive areas - far beyond the health
sector, making the EU vulnerable to 'blackmail' by supplying countries and to external economic
shocks. Addressing those dependencies has become a major priority for the EU in order to build
European sovereignty.InJune 2023, the EU leaders called for 'urgent measuresto ensure sufficient
production and availability of the most critical medicinesand components in Europe and todiversify
international supply chains'.

Ahead of the European Council meeting of 9 February 2023, the Commission publisheda Green Deal
industrial plan, the purpose of which was to make 'Europe the home of clean tech and industrial
innovation on theroad to netzero'. It coversfour key pillars:the regulatory environment, financing,
skills and trade. The European Council gave the Commission feedback on the plan in its February
meeting, and the Commission published the linked legislative proposals, net-zero industry act,
critical raw materials act and a reform of electricity market design, in March 2023. The co-legislators
have concluded the negotiations on the three proposals, on which the European Council had
requested work to befinished before the end of the legislative cycle.

Furthermore, the idea to establish a new European Sovereignty Fund was announcedin Commission
President Ursula von der Leyen's 2022 State of the Union speech — and EU leaders took note of the
Commission's intention to publish it before summer 2023. A strategic technologies for Europe
platform (STEP) proposal was published on 20 June 2023, the aim of which is to ensure that 'the
future of industry is made in Europe’, especially concerning critical technologies. In a recent
resolution, the European Parliament has also contributed to the discussion on how to boost
industrial competitiveness, trade and quality jobs.

As a result of Russia's ongoing war of aggression on Ukraine, there is now a stronger link between
industrialand defence policy, and the Commission work programme envisagesa European defence
industrial strategy for Q1 of 2024.
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Key issuesin the European Council: State of play in March 2024

Unhindered access to certain critical raw materials

Reliable and unhindered access to certain raw materials has been a growing concern within the EU.
Based on a Commission list of non-energy raw materials considered to be indispensable for EU
industries across all supply chain stages, the European Council has considered ways of securing
supply. It has notably proposed developing strategic partnershipsand exploring stockpiling, whilst
promoting a circular economyand resource efficiency.

Securing supplies of critical raw materials has become an important factor in boosting the EU's
strategicautonomy. The need to secure supplies of critical raw materials to European industry was
discussed by the Competitiveness Council at its meeting on 24 February 2022, and further reiterated
by the European Councilin the Versailles Declaration.

To follow up on this priority, strongly underlined by Heads of States or Government in the
Versailles Declaration, European Commission President Ursula von der Leyen announced in the
letter ofintent accompanying her State of the Unionspeech of 14 September 2022 the forthcoming
submission of a European critical raw materials act. Its aim is, among others, to identify strategic
projects along the supply chains and build up strategic reserves where supply is at risk. The act is
also mentioned in connection with the Green Dealindustrial Plan launched in February 2023 ahead
of the special European Council meeting. A Commission proposal was publishedin March 2023 and
the co-legislators are currently working on it. The European Council has asked the co-legislators to
accelerate work on the file with a view to finishing before the 2024 European elections.

Reducing EU dependency in semiconductor technology

Asearly as October 2021, the European Council noted the importance of avoiding critical shortages
in the European microchip ecosystem, which would hamper digital transformation and European
competitiveness. This was evident during the pandemic when the global supply of chips was
disrupted and negatively impacted,amongothers, the European car industry.

In February 2022, the European Commission proposed a European chips act package to ensure
supply as well as European leadership in semiconductor technology. Commission President Ursula
von der Leyen stated that 'the European Chips Act will be a game changer for the global
competitivenessof Europe's single market'. The legislationis now in force.

With regard to semiconductors, the Versailles Declaration pledged to diversify supply chains,
maintain technological leadership and further develop EU production capacity. It set a measurable
objective of securing 20 % of the global market in 2030.

Space economy

Space andrelated activities willincrease in importance in the comingyears; some eventalk of a new
space race. According to experts, space is one of the fastest developing sectors with an annual
average growth rate of 6.7 %. After a long break, the US is once again capable of sending manned
missions to space, andthere are a number of strongand innovative private companies in the sector.
The US has also developed the capacity to reuseits rockets, which will help to reduce the cost of
space exploration. Aninternational cooperation project on a lunar space station, Gateway, is under
preparation, and approximately 250 lunar missions are planned with the intention to set up a
permanent colony on the Moon. There are plansto send a manned missionto Mars.

International law governs space activities. EU space ministers discussed EU space policy and
Europe'srolein the global space economy in an informal meeting in Seville on 6-7 November 2023.
The Commission has proposed an action plan on synergies between civil, defence and space
industries, and co-legislators adopted the Space Regulation on 28 April 2021, establishing a single
programme including all space activities of the EU for 2021-2027. This will enable the modernisation
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of EU space programmes, as wellas support for the space industryin order to foster the EU's global
leadership. Furthermore, theCommission's 2024 work programme includes two space-related items
—anEU spacelawand a strategyon the space data economy.

In March 2021, the Versailles Declaration underlined the need to further invest in strategic enablers
such as cybersecurityand space-based connectivity to be able to strengthen EU defence capabilities
and be able to conduct fullrange EU missions and operations.

In March 2023, the European Space Agency published a vision document entitled 'Revolution Space'
in which an independent high-level advisory group calls for a significant increase in 'European
autonomyin human and robotic space exploration'.

Increasing research and innovation efforts

Research and innovationare key components of European competitiveness and prosperity, and the
EU leaders have specifically addressedthemin the Strategic Agenda. In this policy agenda, they state
that 'we must step up investment in people's skills and education, do more to foster
entrepreneurship and innovation and increase research efforts, in particular by addressing the
fragmentation of European research, development and innovation'. Furthermore, in October 2023,
EU leaders called for action to develop 'the EU's competitive edge in digital and clean technologies,
including by focusing on innovation, research, education and skills'.

According to the Europe 2020 strategy adoptedin 2010, 3 % of the EU's GDP was to be investedin
research and development in 2020. The latest Eurostat figures available for research and
development expenditure showthat, in 2022, at 2.23 % of GDP (compared with 2.27 %in 2021), the
goal remains far from being met. The EU lags behind the United States, Japan and China. The EU's
new long-term competitiveness strategy confirms this and states that 'the EU has made too little
progress towards the target of spending on research and development as percentage of GDP, and
based on current trends will fall well short of the 3% target by 2030". The European Council
reiterated the 3 %targetin its March 2023 conclusions.

At EU level, the main tool research and innovation funding tool, the ninth edition of the Union's
Horizon Europe framework programme forthe 2021-2027 period, is ongoing. In additionto the twin
digital and green transitions, Horizon Europe focuses on health, mobility, energy efficiency, food
security, and preserving our cultural heritage. The first strategic plan for 2021-2024 sets out four
strategic orientations for research and innovation investment under Horizon Europe, including on
promoting open strategic autonomy?® by leading the development of key digital enabling and
emerging technologies, sectors and value chains. Horizon Europe is also designed to creating
synergies with other EU funds and work with Member States and/or industry via European
Partnerships,linking with the industrial strategyand the strategicautonomy concept.

On 16 July 2021, in a further step to boost research and innovation in the EU, the Commission
proposed a pact for research and innovationin Europe, which the Council adopted on26 November
2021. The pact identifies values and principles for research and innovation (R&I) and priority areas
for joint actions. It also includes a renewed target of investing 3 % of the EU GDP in research and
investment, while Member Statesare invited to set theirown targets on a voluntary basis.

Minimum corporate taxation and digital taxation

In the digital age, earning profit in a country no longer necessarily requires setting-up factories or
offices on the ground, but can be effected by offering products orservices through digital platforms.
This results in the difficulty of localising value creation, and as a result, the ensuing taxation

8 'Open strategic autonomy' refersto the term 'strategic autonomy while preserving an open economy’, as reflectedin

the conclusions of the European Council of 1-2 October 2020.
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questions become increasingly complicated. The issue has caused some transatlantic tensions, as
the United States (US) has a very strong 'big tech' digital presence around the world.

Atits March 2021 meeting, the European Council has expressed its preference for and commitment
to a globalsolution within the OECD framework.However, it did not rule out a unilateral EU move if
a globalsolution were not achieved.

The European Parliament adopted its position on the matterin April 2021, emphasising that the
globalsolution was the preferred one, but not the only way forward. Multilateral talks finally resulted
in an agreementat OECD levelin July 2021, the details of which were finalised on 8 October 2021.1In
the end, allEU Member Statesaccepted to endorse the dealand tobe included in the digital taxation
framework, which was endorsed by the G20 leaders' meeting in Rome on 31 October. The
agreement envisages a global minimum tax rate of at least 15 % and is designed to clarify tax
revenue sharing among countries for multinational companies making profits in countries without
a physical presence, especially by big digital companies.

The EU directive on pillar two entered into force in December 2022. Work on pillar one is still
ongoing. In December 2022, the European Council asked the Commission to monitor the pillar |
negotiations and to putforward a proposal by the endof 2023 if no joint solution wasfound by then
at OECD level. In October 2023, the OECD published a multilateral convention for the
implementation of pillar one.

E. Challengesahead and outlook

Theyear 2024 is significant in many ways. It is one of the biggest election years in history, with 49 %
of the global population heading to the polls. European elections and US presidential elections will
take place, to name just two. Furthermore, global economic uncertainty remains high, weighing on
growth. Geopolitical tensions and the wars in Ukraine and Gaza continue to have strong economic
implications.

In this context, making sure the beating heart of the EU economy - the single market, with its four
freedoms - works smoothly and that all obstacles to its completion are removed, is of critical
importance. Last year, the single market was centre stage, because it was celebrating its 30th
anniversary, but even more importantly, because of its significance for strengthening the EU's
economic base. The Commissionpublished a communication on the subject - The Single Market at
30 - in March 2023. Topics related to the single market have invariably been high on the agenda of
EU leaders and are likely to remain there for the foreseeable future.

In January 2024, in a non-paper, 15 Member States proposed a new horizontal EU single market
strategy.Inaddition, thereport by Enrico Lettachartingthe future of the single market is envisaged
to be presented in time for the March European Council. Moreover, initiatives aimed at further
developing the single market will likely feature high up in the new Strategic Agenda 2024-2029.

EU leaders discussed the EU's long-term competitiveness, prosperity and role on the global stage at
length on 9 February 2023. They reiterated their December 2022 requestto the Commission, asking
it to produce a strategy on how to boost productivity and competitiveness at EU level, which
Commission published on 16 March 2023. EU leaders also gave guidance on various aspects of the
Green Deal industrial plan for the net-zero age, namely on i) state aid, ii) EU-level funding, iii)
regulatory environment, iv) skills and v) investment. The European Council returned to the topics
related to European competitiveness in their meeting in March 2023, in which they called for work
to advance on: i) the regulatory environment, ii) investment, iii) research and innovation, iv)
digitalisation, v) skills and vi) circularity to boostthe EU economy.

The succession of crises over thelast years, and notably the Russian aggression towards Ukraine, a
'tectonic shift in European history', as the invasionis described in the Versailles Declaration - has

37


https://www.consilium.europa.eu/media/48976/250321-vtc-euco-statement-en.pdf
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0147_EN.html
https://www.oecd.org/newsroom/130-countries-and-jurisdictions-join-bold-new-framework-for-international-tax-reform.htm
https://www.oecd.org/tax/oecd-leading-multilateral-efforts-to-address-tax-challenges-from-digitalisation-of-the-economy.htm
https://www.ft.com/content/3e3e6a7d-67d5-437d-a7b2-29c52ce9c78f
https://www.consilium.europa.eu/media/52730/g20-leaders-declaration-final.pdf
https://web-archive.oecd.org/2021-07-08/593841-130-countries-and-jurisdictions-join-bold-new-framework-for-international-tax-reform.htm
https://www.europarl.europa.eu/legislative-train/theme-a-europe-fit-for-the-digital-age/file-digital-levy
https://agenceurope.eu/en/bulletin/article/13270/23
https://www.europarl.europa.eu/legislative-train/theme-an-economy-that-works-for-people/file-re-allocation-of-taxing-rights
https://www.consilium.europa.eu/media/60872/2022-12-15-euco-conclusions-en.pdf
https://www.oecd.org/tax/beps/multilateral-convention-to-implement-amount-a-of-pillar-one.htm
https://time.com/6550920/world-elections-2024/
https://www.un.org/development/desa/dpad/publication/world-economic-situation-and-prospects-february-2024-briefing-no-178/
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_1668
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_1668
https://tem.fi/en/-/finland-proposes-new-horizontal-eu-single-market-strategy
https://www.europarl.europa.eu/committees/en/exchange-of-views-on-the-high-level-repo/product-details/20240122EOT08161
https://www.consilium.europa.eu/en/policies/strategic-agenda-2024-2029/
https://data.consilium.europa.eu/doc/document/ST-1-2023-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-34-2022-INIT/en/pdf
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_1668
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_1668
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_510
https://data.consilium.europa.eu/doc/document/ST-1-2023-INIT/en/pdf
https://www.consilium.europa.eu/en/meetings/european-council/2023/03/23-24/
https://data.consilium.europa.eu/doc/document/ST-4-2023-INIT/en/pdf
https://www.consilium.europa.eu/media/54773/20220311-versailles-declaration-en.pdf

EPRS | European Parliamentary Research Service

unveiled the stark vulnerabilities and high dependencies of the EU, lending a new sense of urgency
totheEU's endeavourto building its strategic sovereignty. The 24-25 March 2022 European Coundi
called decisively for 'work to be taken forward on the implementationof the Versailles Declaration'
to build a more open and robust economic base. The follow-up to these Versailles priorities,
including the discussion on a possible new European sovereignty fund, intended to strengthen EU
industry and its 'made in Europe' component, has become a rolling agenda point, to which EU
leaders come back at each 'forthcoming meeting'.

In this respect, the commitment made by EU leaders in Versailles to take decisive steps to build
'European sovereignty, reducing our dependencies and designing a new growth and investment
model' complements initiatives previously taken, such as the adoption of a the new industrial
strategy, updatedin May 2021. President Charles Michel has referred to the concept on several
occasions, and emphasised: 'Strategic autonomy is about being able to make choices. We want
greater autonomy and greater independence in an open and global environment. This means
reducing our dependencies, to better defend our interests and our values. We want more level
playing field and more fairness in today's globalised world.'

Thetwin transition of climate change and rapid digitalisation progress, although crucial to build EU
sovereignty, willbring about many challengesfor the Union's economic base. The European Coundi
has agreed on ambitious targets to reach the objective of achieving a climate-neutral EU by 2050,
which will require significant efforts from allthe actors and at all levels of society. Fast progressing
digitalisation will, in a similar manner to climate change, have a profound impact on European
societies and on the EU economicbase in the coming years.

Demographic change is also a critical phenomenon shaping European societies. Europe has an
ageing population with more than one fifth aged 65 or over. This will pose a challenge for the
European economyand also for the creationofa strong and vibrant economic base, as the share of
the population at working age (15-64 years) is forecast to decrease from 265 million in 2019 to
217 million in 2070. The EPRS 2019 demographic outlook for the EU states that: 'Demography
matters. The economy, labour market, healthcare, pensions, the environment, intergenerational
fairness and election results — they are all driven by demography.' Indeed, EU leaders underline in
the strategic agenda that strengthening the economic base also requires addressing the
demographic challenges that the EU faces. Furthermore, in June 2023, the EU leaders asked the
Commission to present a toolbox, which was published in October 2023, to address demographic
challenges and 'notably theirimpact on Europe's competitive edge'.
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6. Digital sovereignty
A.Background

For decades, Moore'slawabout the number of transistorsin a chip doubling every two years has set
the pace and frameworkfor technological development. Even though some experts suggest the law
is now dead and computing power will no longer fuel innovation in the same way as before, not
everyone sharesthe view. With 5Gand 6G, artificial intelligence (Al), robotics, quantum computing,
blockchain, virtual worlds and other advanced and emergingtechnologies, the digital revolution is
rapidly changing the way Europeans live their daily lives. The transition opens many possibilities,
but also poses challenges. It is therefore of utmost importance for the European Union to be
proactive and stay aheadof developments.

Establishing and maintaining Europe's digital sovereignty in a world where many want to |ead the
technology race has been a priority for the European Council for some time already. The US, backed
up by influential tech giants, and China, supported by state aid, are strong players in the global
setting, and thereare concerns that technological development might become dominated by these
two powers and their GAMAM (Google, Apple, Meta, Amazon, Microsoft) and BATX (Baidu, Alibaba,
Tencent, Xiaomi) companies. As European Council President Charles Michel stressed: 'Europe must
strive for more influence, and less dependence. That applies both to our digital strategy and our
geopolitical strategy.[...] Digital sovereignty is key to our strategicautonomy'. EU Heads of State or
Government are fully aware of the opportunities and challenges of artificial intelligence, 5G and
other new technologies in helping to create wellbeing, growth and jobs. Data use and data
protection, intellectual property rights, privacy and cybersecurity are all important topics to be
considered in this regard.

Theregularity with which digitalissues are on the agendaof European Council meetings shows not
only the salience of establishing and maintaining Europe's digital sovereignty in an increasingly
competitive global landscape, but also the role digitalisation plays in the recovery, growth,
prosperity and competitiveness of the Union. EU leaders also place strong emphasis on a human-
centred approach and on 'the environment of trust' that needs to exist broadly across society and
the economy, so that the newtechnologies can live up to their full potential and be compatible with
European democracy.

On the occasion of the September 2021 Tallinn Digital Summit, European Council President Charles
Michel emphasised the importance of the digital agenda, describing digital as 'a cross-cutting tool
thatis revolutionising countless sectorsand energising countless areas of our lives'. Michel stressed,
most crucially, that digital transformation was driving forward the greentechnologies (e.g. enabling
more precise and effective data-driven climate decisions) and the modernisation of public health
management.

In the Versailles Declaration of March 2022, EU Heads of States or Government reiterated with
strength the objective of 'building our European sovereignty and reducing our dependencies'. By
building on the single market,'which we will continue to complete’, they pledgedto 'make Europe's
economic base moreresilient, competitive and fit for the green and digital transitions'.

More specifically, with regard to semiconductors, which are essential components of electronic
devices and crucial for achieving digital transformationin Europe, the Versailles Declaration commits
to diversifying supply chains, maintaining technological leadership and further developing the EU
production capacity. The declaration sets a measurable objective, also mentioned in the digital
decade policy programme 2030, of securing 20 % of the global market in 2030.
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The European Councilusually discussesissuesrelated to the digital single marketand topics linked
toresearch and new technologies atits spring meeting. In recentyears,however, this has not always
been the case as a result of acute crises, such as the coronavirus pandemicand the war in Ukraine.

In March 2022, EU leaders mentioned the need for 'reducing strategic dependencies in the most
sensitive areassuch asdigital' undertheeconomicissues heading and reiterated that the digital part
of the single market should be completed. However, there was no broaderdebate on digital topics.
In March 2023, EU leaders touched upon certain digital topics, such as unlocking the value of data,
fostering the take-up of digital tools and solutions, rationalising reporting requirements for digital
legislation, and completing the digital single market.

The debate continued in the European Councilin June 2023. EU Heads of State or Government
addressed advanced Al solutions — the 'hot digital topic' of the year. They stressed the 'need to
rapidly seize the opportunities and address therisks of specific uses of Al with a view to fostering
innovation and trust, promoting investment and uptake, and contributing to setting global
standards'. The topic had already been on the agenda of some other high-level meetings, such as
the G7 meeting in Hiroshima in May 2023, in which a 'Hiroshima Al process' was established to
'immediately take stock of the opportunities and challenges of generative Al, which is increasingly
prominent across countries and sectors'. In a letter addressed to European Commission President
Ursula Von der Leyen and US President JoeBiden in April 2023, Members of the European Parliament
working onthe Alact raised concern at the speed of developmentof very powerful Al.

On 26-27 October 2023, digital topics were again addressed by the European Council. The EU's
competitive edge on digital technologies was on the agenda, with EU Heads of State or Government
discussing ways to make the EU's industrial and technological base more robust. In addition, EU
leaders looked into joint risk assessments of critical technology areas.

B. Legal basis for European Council action

While the EU has been working on developing a more integrated European digital economy since
the mid-1990s, the concept of the digital single market is not mentioned in the treaties. The parts
entitled 'internal market', especially Articles 26 and 27, of the Treaty on the Functioning of the
European Union (TEEU) apply. However, the European Council is not specifically mentioned in these
articles, as decision-making in the single market and digital single market areas fall under the
ordinary legislative procedure with the European Parliament and the Council of the European Union
acting as co-legislators.Therefore, its role in the area of the digital single market is to 'definegeneral
political directions and priorities', which is the core role envisaged for the European Council in
Article 15(1) of the Treaty on the European Union (TEU).

In addition, under Article 121(2) TFEU, 'the European Council shall, acting on the basis of the report
from the Council, discuss a conclusion on the broad guidelines of the economic policies of the
Member States and of the Union'. The European Councilalso playsan important role in the European
Semester process where it does a horizontal review early each year and 'identifies the main
challenges facing the Union and the euro area and gives strategicguidance on policies’ (recital 14,
Regulation 1175/2011). The Heads of State or Government also endorse the country-specific
recommendations, usually in June, before the Council adoptsthem, usually in July.

C. Strategicorientations

In its 2019-2024 strategicagenda, adopted in June 2019, the European Council statesthat'over the
next few years, the digital transformation will further accelerate and have far-reaching effects. We
need to ensure that Europe is digitally sovereign and obtainsits fair share of the benéfits of this
development.' Consultationson the next strategicagendahave begun. Asthe significance of digital
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technologies has only increased since 2019, their importance is likely to be reflected in the new
strategicagenda for the 2024-2029 period as well.

Over recent years, the European Council has raised manyaspects of digital sovereignty. Currently,
the strategicorientations in this field put emphasis on the following:

Digital decade

Put forwardin 2015, the digitalsingle market strategy stresses the need to complete the EU digital
single market as soon as possible. Thus, inits March 2018 conclusions, the European Council called
for 'increased efforts to deliver, before the end of the current legislative cycle, on the Digital Single
Market strategy'. In addition, in December 2018, the European Councilunderlined'the need for the
Single Market to evolve so that it fully embraces the digital transformation, including Artificial
Intelligence, the rise of the data and service economy, connectivity, and the transitionto a greener
economy'.Then, at the March 2019 European Council, EU leaders reiterated that 'the Single Market
should be further deepened and strengthened, with particular emphasis on the development of a
service economy and on mainstreaming digital services'. This call has been reiterated several times
in the current institutional cycle, for instance in March 2023, when EU leaders called for 'ambitious
action to complete the Single Market, in particular for digitaland services'.

In June 2023, EU Heads of State or Governmentrequestedan independent high-level reporton the
future of the Single Market to be presented at the March 2024 European Councilmeeting; work on
thereport, led by formerltalian Prime Minister Enrico Letta, is ongoing. In November 2023, Germany
developed a 9-point plan, together with Estonia, Latvia and Lithuania, to reform EU digital policy;
and in January 2024, in a non-paper, 15 Member States outlined ideas for developing the single
market in a future-proof manner. At the same time, former ECB President Mario Draghiis writing a
report on the future of EU competitiveness, as announcedin the 2023 State of the Union speech.

Tomodernisethe EU's digital environment, in 2020 the Commission proposed two main legislative
instruments: thefirst (the digital services act (DSA)) aimed to improve the protection of consumers
and their fundamentalrights online, while the second (the digital markets act (DMA)) was designed
to ensure fairerand more open digital markets. Both the DSA and the DMA are now in force.

Building a data economy

To compete successfully in the big data era, the EU needs to make it easier for companies to access
vast amounts of data;great computing power is needed to processand put thisdata to work. In the
2019-2024 strategicagenda, EU Heads of State or Government highlightedthat 'we need to ensure
that Europeis digitally sovereign and obtainsits fair share of thebenefits of this development[..] To
this end, the EU must work on all aspects of the digital revolution and artificial intelligence:
infrastructure, connectivity, services, data, regulation and investment.'

Previously, in their March 2019 conclusions, they hadalso called for a 'forward-looking digital policy,
fit for an age of digital transformation and the rise of the data economy'. At the same meeting, EU
leaders also stressed that'special emphasis should be placed onaccess to, sharing of and use of data,
on data security and on artificial intelligence, in an environmentoftrust'.On 19 February 2020, the
Commission published a European strategy for data that answers to the request of EU leaders. It
aims to set up a single market for data that would allow the EU to reap the benefits of the data
revolution and ensure thatits share of the data economy amounts at least to its economic weight
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by 2030. Based on the data strategy, concrete proposals, such as the data governance act, the data
actandthe secure public electronicidentification (e-ID), have been put forward.

Artificial intelligence and frontier technologies

'Can machines think' was Alan Turing's questionin a paper published in the 1950s, which launched,
in a way, the age of artificial intelligence (Al). Since then, Al has taken big leaps forward, and it is
already presentin many everyday items such as Apple's Siriassistant, Netflixrecommendations on
what to watch next, orthe ground-breaking ChatGPT application, whichis only 'a tree in the Al forest'
- meaning that new Altools are nowadays launched almost daily.

In the coming years, the range of applications for Al will only widen and reach many sectors from
healthcare to farming. Several times over the past years, Heads of State or Government have
highlighted the importance of artificialintelligence and new frontier-pushing technologies, such as
high-performance computing. At their meeting in October 2020, EU Heads of State or Government
stated that 'the EU needs to be a global leader in the development of secure and ethical artificial
intelligence'.

More recently, in March 2023, EU leaders called formore 'support for businesses and administrations
in the European Union to stay at the forefront in Artificial Intelligence, quantum computing,
microelectronics, 6G, web 4.0, and cybersecurity'. Furthermore, in June 2023, the European Coundi
stated that EU should become a 'prime location' fordeveloping Aland thatthere is a 'need torapidly
seize the opportunities and address therisks of specific uses of Alwith a view to fostering innovation
and trust, promotinginvestmentand uptake, and contributing to setting global standards’".

In their 2019-2024 strategic agenda, they had already underlined that the 'EU must work on all
aspects of the digital revolution and artificial intelligence: infrastructure, connectivity, services, data,
regulation and investment'.

D. Noteworthy commitments: Specificrequests and follow-up

Inclusive and ethical digital economy

In their strategic agenda EU leaders underlined the need for the 'development of the service
economy and the mainstreaming of digital services'. The digital services act (DSA), is one of the
actions stemming fromthese discussions. Proposed by Commission Presidentvon der Leyen in her
political guidelines, it aims at deepening the digital single market by upgrading the liability and
safety rules for digital platforms, services and products. It sets clear obligations for digital service
providers, such as social media or marketplaces, to tackle the spread of illegal content, online
disinformation and other societal risks. It is mentioned as one of the 'making it happen' actions in
the new industrial strategy for Europe published by the Commission in March 2020. Following
lengthy interinstitutional negotiations, and following a requestfrom the European Council to make
rapid progress with the files, Parliament and Council reached a political agreement on the DSA in
April 2022; the legislation is now in force. The other key piece of legislation in the digital field, the
Digital Markets Act (DMA), has been in application since May 2023.

As far as ethics is concerned, in a September 2022 speech at the Tallinn digital summit, European
Council President Charles Michel stressed that 'our digital strategy must be based on our values:
human rights and fundamental freedoms in human-centred societies. Our standards should be
based on trust and transparency. Transparency does not only mean that people must know how
their personal data is used. Transparency must also apply to finance, taxes, or the way in which
algorithms are deployed'. In the context of the digital compass, the Commissionalso proposed a set
of digital principles, so that EU rightsand values are fully reflected in the online space. The proposed
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principles include access to high quality connectivity, digital skills, public services and non-
discriminatoryonline services.

Digitisation of European economy

EU leaders have underlined many times over the past years, in the strategic agenda notably, the
need to address the digital revolution and to workon allits aspects. The Digital Europe programme,
aimed at encouraging the uptake of digital technologies and developing EU's strategic digital
capacities, is one of the concrete steps in this regard. As partof the MFF package for 2021-2027, the
Commission initially set aside €9.2 billion for the programme, however in the December 2020
compromise agreement it suffereda considerable cut, with a budget of €7.5 billion. The budget will
also support the '2030 digital compass: The European way for the digital decade', which was
proposed by the Commissionin March 2021 in response to a European Council'srequest.

Building on the February 2020 communication on Shaping Europe's digital future, the digital
compass outlines a set of digital principles and sets out a vision for the digital transformation of
Europe designed to ensure that the EU meets its digital transformation objectives in line with EU
values. It notably contains specific objectives regarding skills, infrastructure, digital transformation
of businesses andof public services, for instance a target of 80 % of all adults possessing basic digital
skills and the provision of gigabit connectivity to all EU households by 2030. The Commission
published its first 'state of the digital decade' report to monitor EU and Member States' progress
towards the 2030 digital ambition. Such as report will be published on an annual basis and is
designed to feed into the European Semester exercise. As President vonder Leyen said in her 2021
State of the Union speech, 'digital is the make-or-break issue'.

Attheir October 2021 meeting, EU Heads of State or Government, without endorsing the initiative
explicitly, called for a swift examination of the Commission proposal establishing the 2030 policy
programme; the co-legislators reached a political agreement on the proposal in July 2022 and the
programmeis currently in force. In January 2022, the Commission proposed a 'European declaration
on digital rights and principles' for the digital decade, which complements the 'path to the digital
decade' proposal by outlining the principlesenshrined in the declaration.

In July 2023, the Commission published an initiative on web 4.0 and virtual worlds. Three months
earlier, in_March 2023, the European Council had highlighted the need for the EU to stay at the
forefront of web 4.0 and other key technologies.

Critical technologies - such as advanced semiconductors, artificial intelligence, quantum,
biotechnologies — are driving the EU's digital transformation. On the basis of a recent
communication, at their meetingon 26-27 October 2023 EU leaders called for joint risk assessments
in theseareas.

Access, sharing and the use of data

Data is created both by people and machines, and its generation is expected to grow steeply,
especially once the internet of things (loT) becomes mainstream. Furthermore, European Coundi
President Charles Michel stated that 'industrial data will be the fuel of tomorrow's digital
developments'. The European Council has in recent years called on several occasions for the free
flow of data to be ensured; in March 2019, it notably underlined that 'special emphasis should be
placed onaccess to, sharingofand use of data, on data security ...". The 2019-2024 strategicagenda
also mentions data in the context of artificial intelligence and digital revolution. The political
guidelines put forward by Commission President Ursula vonder Leyen placed strong emphasis on
data and big data; the document states, inter alia, that'we willinvestin ... tools to allow data sharing
and datausage'and'data and Alare the ingredientsfor innovation that can help us to find solutions
to societal challenges, from health to farming, fromsecurity to manufacturing'.
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Atits meeting of October 2020, the European Councilendorsed the European strategy for data put
forward by the Commission in February 2020. The leaders stressed the need to make high-quality
data easily available, to promote and enable better sharing and pooling of data and to ensure the
interoperability. The creation of common European data spacesin strategic sectorswas welcomed.
They also supported the idea of establishing European cloud services with the aim of storing and
processing European datain Europe.European Council President Charles Michel coined the phrase
'stored in Europe'in his speech of September2020.

After a public consultation in 2020, which gathered 800 contributions, the Commission published
the first legislative proposal under the strategy, the data governance act (DGA), on
25 November 2020. One year later, on 30 November 2021, Parliament and Council reached an
agreement on the new data law, which provides a framework to increase the availability of data
across the EU by enhancing trust in data intermediaries. The DGA defines the rules for trading data,
includes smaller actors in the dataeconomy, and provides a mechanism for re-using public-sector
data.

At its meeting in March 2021, the European Council called for more to be done to exploit 'the
potential of data and digital technologies for the benefit of society, the environment and the
economy, while upholding relevant data protection, privacy and other fundamental rights'. The
conclusions also recognised the 'need to accelerate the creation of common data spaces’, also
ensuring 'access to and interoperability of data'. In October 2021, the European Council stressed
again the importance of 'unlocking the value of data in Europe, notably through a comprehensive
regulatory framework that is conducive to innovation and facilitates better data portability, fair
access to data and ensures interoperability'. It also called for a swift implementation of 'the
remaining measures necessaryto establish specificsectoral data spaces, as set out in the European
strategy for dataof February 2020, and establishing a roadmap for this process'.

In February 2022, the European Commission published a legislative proposal for a data act. The
proposal aims to achieve a harmonised framework for industrial, non-personal data sharing in the
EU. At the end of June 2023, the interinstitutional negotiations on the file resulted in a political
agreement. The data act was published in the Official Journal in December 2023, and will become
applicablein September 2025.

Most recently, data was mentioned in the conclusions of European Council's March 2023 meeting,
with EU leaders highlighting the need to 'unlock the value of data in Europe while ensuring privacy
and security, and harness real-time-economysolutions'.

A European approachto artificial intelligence

Atits meetingin October2017, the European Council askedthe Commissionto putforward, by early
2018, a European approach to artificial intelligence. The Communication, which was published in
April 2018, has three main aims: i) being ahead of technological developments and encouraging
uptake by the public and private sectors, ii) preparing for socio-economic changes brought about
by Al, and iii) ensuring an appropriate ethical and legal framework for Al. Based on this, the
Commission and Member States published in late 2018 a coordinated plan aimed at 'increasing
investment, making more data available, fostering talent and ensuring trust'. In their 2019-2024
strategicagenda, EU Heads of State or Government stressed that the'EU must workon allaspects of
digitalrevolution and Artificial Intelligence'; in this context, European Commission President von der
Leyen tasked Commissioner Bretonwith workingon 'a coordinated Europeanapproach on Artificial
Intelligence'. The white paper on Al, published on 19 February 2020, is a part of this continuum.

The white paper highlights trust, privacy protection, a human-centric approach, European values
and the need for quality data to preventbiases. It states that'an ecosystem of excellence' should be
created to help develop Alandincrease its uptake. The Commission organised a public consultation
on the white paper that gathered over 1200 responses from stakeholders. The contributions fed
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into newrules and actions in the field of Al, which were published in April 2021. The proposal for an
'artificial intelligence act (AIA)' constitutes the first-ever legal framework for Al, and envisages the
application of harmonised rules in all the Member States. The framework is also designed to
guarantee the safety and fundamental rights of people and businesses, while also boosting Al
uptake, investment and innovation. The rules follow a risk-based approach, and systems posing an
unacceptablerisk, e.g.toys using voice assistance encouraging dangerous behaviour of children, are
expected to be banned. In June 2023, the European Council urged the co-legislators to 'promptly
finalise work on the Al Act'. The interinstitutional negotiations resulted in a political agreement in
December 2023, which still needs to be formally approved by the co-legislators.

The framework is complemented by new safety rules on machinery products, aimed at the safe
integration of the Al system into the overall machinery. Margrethe Vestager, Executive Vice-
President for a Europe fit for the Digital Age, stressed: 'With these landmark rules, the EU is
spearheading the development of new global norms to make sure Al can be trusted'.

The Commission also updated the 2018 coordinated plan, which laid the foundation for policy
coordination amongMember States when it comes to Al. The 2021 updateis designed to ensurea
stronger link with the European Green Deal while also responding to the coronavirus pandemic,
notably strengthening actions aimed at the environmentand health fields.

As aresponsetoincreased interestin and importance of the topic of Al, the European Parliament set
up a special committee on artificial intelligence in the digital age (AIDA). The committee worked for
1.5 years over the 2020-2022 period. During its mandate, committee prepared a report, which
provides 'acommon, long-term position highlighting the EU's key values and objectives relating to
artificial intelligence in the digital age'. The final outcome of the AIDA committee's work was
adopted by the EuropeanParliament's plenary in May 2022.

Security of 5G networks

The European Council stated in_March 2019 that it looks forward 'to the Commission's
recommendation on a concerted approach to the security of 5G networks'. The recommendation
was published a few days after the European Council meeting. Since then, the security of 5G
networks, and especially the involvement of the Chinese technology giant Huawei in building the
networks, hasbeen a widely discussedtopic, notably following the move by the US to block Huawei
from its market and to encourage its allies to adopt a similar approach. Currently, there are strict
security requirementson 5G networksin place in the EU to exclude high-risk providers.

In January 2020, the Commission publishedthe EU toolboxon 5G cybersecurity, in which it outlined
a set of key actions to ensure the security of the networks, such as limiting dependencyon a single
supplier and assessing the risk profile of supplies. EU leaders discussed 5G at their meeting in
October 2020 and stressed that'potential 5G suppliers need to be assessed on the basis of common
objective criteria' and asked the Member Statesto send their national plans on the roll-out of 5G to
the Commission to'ensure the rapid deployment of 5G across the EU". In June 2023, the Commission
announced the next stepsin the implementation of the toolboxand inimproving the security of 5G
networks.

In March 2023, the European Council called for increased support for 6G and cybersecurity so that
European businessesand administrations can stay ahead of the fast pace of developments.

Under the Digital Compass strategy the aimis to have all populated areas covered by 5G by 2030.

International outreach to develop global digital rules

In a statement issued after the video-conference of the Members of the European Council on
25 March 2021, EU leaders called 'for international outreach efforts from the European Union and
Member States to be strengthened both bilaterally and through relevant fora and organisations,
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with a view to promoting EU digital standards and to developing global digital rules in close
cooperation with like-minded partners'. In addition to the work done at the level of the OECD, the
World Economic Forum, the United Nations and the Council of Europe, other steps were taken to
pursuethesegoals.

Forinstance, the EU-US Trade and Technology Council (TTC) was launched during the EU-US summit
inJune 2021. The fifth meeting took place on 30 January 2024 in Washington DC to take stock of the
work doneso far. Furthermore, in February 2023, EU and India set up a new Trade and Technology
Council (TTC) with the aim of deepening their strategicengagementon trade and technology.

In October 2023, the G7 published guiding principles for Al as a part of the Hiroshima Artificial
Intelligence process. The Commission organised a stakeholder consultation on them. The UN has
also setup a High-level Advisory Body on Artificial Intelligence with a view to organising a 'summit
of the future' in September 2024 at which UN member states could consider a 'global digital
compact'.Furthermore, in November 2023, the UK organised an Al Safety Summit, attended by the
EU, which produced the Bletchley Declaration.

E. Challengesahead and outlook

The outbreak of the coronavirus pandemic in March 2020 was a watershed momentin European
history in many ways. With large parts of the globe having been brought to a standstill, an
unprecedented digital leap took place, as remote working and remote learning had all of a sudden
become mandatory. Just when the pandemic subsided and societies were starting to return to
'normal’, Russia started its war of aggression against Ukraine. The warhasgenerated a race for critical
raw materials and components, which are vital for digital transformation, as is a reliable supply of
affordable energy. EU leaders have therefore addressed strategic dependencies in a very proactive
manner several times, including in the Versailles Declaration.

The 24-25 March 2022 European Council called decisively for 'work to be taken forward on the
implementation of the Versailles Declaration'. The follow-up on these Versailles priorities has
become a rolling agenda point, and they were once more discussed at the informal European
Council meeting in Granada in October 2023. In addition, at their meeting on 26-27 October 2023,
EU leaders called for work on developing the EU's competitive edge in digital technologies to be
accelerated. Digital topics are likely to feature high among the priorities that EU leaders will set in
their strategicagendafor 2024-2029.

TheEUis also suffering from aresearch, development and innovation (RDI) funding challenge, which
may lead to the EU falling behind its biggest global competitors, US and China. Considering the
generous support packages provided by other countries, potential digital start-ups and other
companies could be temptedto relocate outside the EU if sufficient resources are not madeavailable
at EU-level. The investment goal of setting aside 3% of EU GDP in favour of research and
development, set in the Europe 2020 strategy, was not achieved by 2020. In addition, the latest
Eurostat figures show that EU research and developmentexpenditure stood at2.23 % of GDP in 2022
—aslight decrease compared to 2021 (2.27 %). The European Council restated the 3 % target in its
March 2023 conclusions.

The US and China both have strong innovation cultures backed up by globaltech giants. A possible
challenging scenario derived from this, would be a bipolar world with respect to standards and
systems, dominated by these two leaders. Being proactive in the face of the digital revolution,
actively supporting innovation and striving for technological sovereignty are vital for the European
Union in the digital age. Commissioner Thierry Breton has taken a strong stance on this, assuring
that 'Europe has everything it needs to lead the technologyrace'.
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As the European Union grows more digital, the digital divide is a crucial factor to take into account.
The European Councilemphasised this issue atits March 2021 meeting, and then, in October 2021,
EU leaders stressedthe need forinclusive and sustainable digital policies. According to experts,older
people are often less confident to use electronic devices and services, and need more help in using
them. Socio-economic disadvantage could also lead to digital exclusion; and, a shift to online
learning during the pandemic is likely to have left many children experiencing poverty or social
exclusion even further behind.

In September 2020, the Commission published a digital education action plan to enhance digital
competences across the EU, and the digital compass proposed in March 2021 has also defined
objectives for a digitally skilled population and highly skilled digital professionals. This priority was
reiterated in the 2022 State of the Union speech, in which the President of the European
Commission, Ursula vonder Leyen, stated: 'The strength of oursocial marketeconomy will drive the
green and digital transition. We need an enabling business environment, a workforce with the right
skills and access to raw materials our industry needs. Our future competitiveness depends onit.' In
that context, 2023 was dedicated to skills development and named the European Year of Skills. In
March 2023, EU leaders stressed the need to 'develop skills and match them with attractive quality
jobs'.

In the context of the Russia's war on Ukraine, which has been marked by a strong increase in
malicious cyber activities aimed at undermining EU democratic valuesand the security EU societies'
core functions, it can be expected that the issue of cybersecurity will take centre-stage in further
discussions on ensuring EU digital sovereignty. With incidents such as the attacks on Finnish
government websites in the spring during Ukraine President Zelensky's speech to the Finnish
Parliament, EU-resilience to cyber-attacks and progress on the new cybersecurity strategy (EUCSS)
will be of crucialimportance. In 2022, the European Commission continued to deliver on this agenda
by proposing a cyber-resilience act, laying out mandatory cybersecurity requirements for products
with digital elements,and a European chips act, aimed at promoting research and manufacturing of
semi-conductorsand reducingthe EU's dependencies. Stayingat the forefront of cybersecurity was
also highlighted by EU leaders during their in March 2023 meeting.
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7. Fair competition within the EU and globally

A.Background

The EU is facing a new geopolitical reality. The common rules and standards adopted after WWI
have been increasingly challenged in recent years. Increasing competition from major economic
players, global trade tensionsand growing protectionist trends have given new impetus for the EU
to the move towards more integrated and assertive competition and trade policies. The renewed
industrial strategy adopted in March 2020 for the EU emphasised interalia, the economicand social
impact of the twin ecological and digital transitions and the importance of ensuring that
competition rules remain fit for purpose. EU leadershave repeatedly underlinedthe essential role of
industry as a major driver for growth, employment and innovation in Europe and have called for a
mainstreaming ofindustrial competitivenessacrossall EU policy areas.

The Commission announced in May 2022 that the COVID-19 temporary State aid frameworkwould
not be continued after its expiryon 30 June 2022, with a few exceptions.On23 March 2022, however
itadopted a temporary crisis framework for State aid measures. Theaim of thetemporary framework
is to support the EU's economy, which has been negatively affected by Russia'swar on Ukraine. The
tool includes safeguards to ensure that a level playing field in the single market is maintained. In
addition, in March 2023 - after consultation with the Member States — the Commission adopted a
Temporary Crisis and Transition Framework, which allows support for certain initiatives until
December 2025.

The COVID-19 pandemic and then Russia's war on Ukraine have exposed long-standing
vulnerabilities in global supply chains. Faced with this new reality, the EU has had to take actionin
order to ensureits long-term competitiveness, prosperity and global status. The measures initiated
at EU-level have aimed not only toimprove the EU's competitiveness, but also to tackle the distortive
practices of third countries, so as to enable EU enterprises to compete on a level playing field with
companies from those countries. To meet these goals, the EU has, among other things, taken
forward work on distortive foreign subsidies and the anti-coercion instrument, as well as finalising
negotiations on the international procurement instrument. On a global scale, within the OECD
framework, there has been significant progress towards achieving fair taxation, particularly
concerning large digital enterprises.

B. Legal basis for European Council action

> Article 15 of the Treaty on European Union (TEU): The European Council shall
provide the Union with the necessary impetus for its development and shall
define the general political directions and priorities thereof [...].

> Protocol No 27 on the internal market and competition where it is made clear
that fair competitionis included in the objective of the internal market in Artide
3(3) ofthe Treaty on the Functioning of the European Union (TFEU);

Articles 101-109 TFEU.

Articles 37,106 and 345 TFEU for publicundertakingsand Articles 14, 59, 93,
106,107,108 and 114 TFEU for public services, services of general interestand
services of generaleconomicinterest;

¥ Merger Regulation (Regulation (EC) No 139/2004).
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Key issuesin the European Council: State of play in March 2024

C. Strategicorientations

The European Council's strategic agenda is a framework agreed by the members of the European
Council in June 2019 to guide the EU throughout the current institutional cycle across a number of
salient issues. The aims presented in the strategic agenda indicate the need for the EU to become
more united in tackling the challenges that hinder fair competition. It emphasises theimportance of
competitiveness for key areas including trade, market access, and strategic supply chains.
Furthermore, the strategic agenda makes a specific commitment to continue to update the EU's
competition framework in responseto new technologicaland global market developments.

Moreover, faced with this new geopolitical environment characterised by trade tensions and
protectionist trends, ensuring a level playing field for European business has become a critical EU
objective. The European Council has in particularhighlighted the need fora more assertive EU trade
policy and more effective in defending itself against unfair practices.

D. Noteworthy commitments: Specific requests and follow-up

The EU's competition framework

The European Council's conclusions of 22 March 2019, highlighted the importance of ensuring fair
competition in the single market and globally. EU leaders also committed to further updating the
competition framework, emphasising that the Commission should identify how to tackle the
'distortive effects of foreign state ownership and State-aid financing in the Single Market'. The
coronavirus pandemic, Russia's war on Ukraine, and the resulting economic challenges further
impressed on EU leaders the urgentneed to improve the EU's resilience and competitiveness.

The goal of the EU's competition policy is to ensure that companies, both from the EU and third
countries compete on equal terms, thus protecting the functioning of the single market. To this end,
the EU has recently been upping its effortstocreate a level playing field and fight unfair competition
deriving from the distortive subsidies that some third countries provide to companies that do
business in the single market, which gives them an unfair advantage. For a number of years the
European Council has been calling for the EU to address the distortive effect of foreign subsidies on
thesingle market.Consequently, in May 2021the Commission proposed a regulation based on three
tools (two notification-based procedures and a general market investigationinstrument) that would
give the Commission the power to investigate subsidies granted by non-EU public authorities to
companies operating on the internal market. In November 2022, the co-legislators reached an
agreement on the Foreign Subsidies Regulation, which should enable the EU to re-establish fair
competition between EU and non-EU companies operating in the single market. It entered intoforce
on 12 January 2023 and started to apply as of 12 July 2023.

Ataspecial European Councilon 9 February 2023, EU leaders discussed challengesto the EU's long-
term competitiveness — more specifically the growth and innovation gaps - as the EU progresses
alongthe path of the twin digital and green transitions. Asmentioned, EU competitiveness had been
discussed previously, but in light of the introduction of the US Inflation Reduction Act (IRA), the issue
has re-emerged as a key point on the European Council agenda over the last 18 months. In
December 2022, the European Council had invited the Commission to present in early 2023 a
strategy on boosting competitiveness and productivity. Consequently, in February 2023, the
Commission presented the communication on A Green Deal Industrial Plan for the Net-Zero Age,
which defined five key areas for action. A few days later,at the special summit, EU leaders agreed on
the crucial need for the EU to boost its long-term competitiveness. At the March 2023 European
Council, EU leaders called for measuresin sixareas to boostthe productivity and competitiveness of
the EU's economic base: i) the regulatory environment, ii) investment, iii) research and innovation,
iv) digitalisation, v) skills, and vi) circularity. Long-term competitiveness remains a priority for the

49


https://www.consilium.europa.eu/en/press/press-releases/2019/06/20/a-new-strategic-agenda-2019-2024/
https://www.consilium.europa.eu/en/press/press-releases/2019/03/22/european-council-conclusions-22-march-2019/
https://www.consilium.europa.eu/media/59728/2022-10-2021-euco-conclusions-en.pdf
https://data.consilium.europa.eu/doc/document/ST-1-2019-INIT/en/pdf
https://www.consilium.europa.eu/media/45910/021020-euco-final-conclusions.pdf
https://www.consilium.europa.eu/en/press/press-releases/2022/11/28/council-gives-final-approval-to-tackling-distortive-foreign-subsidies-on-the-internal-market/
https://www.consilium.europa.eu/en/press/press-releases/2022/11/28/council-gives-final-approval-to-tackling-distortive-foreign-subsidies-on-the-internal-market/
https://www.consilium.europa.eu/en/meetings/european-council/2023/02/09/
https://www.europarl.europa.eu/thinktank/en/document/EPRS_BRI(2023)739300
https://commission.europa.eu/document/41514677-9598-4d89-a572-abe21cb037f4_en
https://data.consilium.europa.eu/doc/document/ST-4-2023-INIT/en/pdf

EPRS | European Parliamentary Research Service

European Council, as the Granada Declaration and the conclusions from the European Council
meeting on 26-27 October 2023 attest. The former underlined the need to increase crisis
preparednessand harnessthe potential of the digitaland green transformations, while the October
2023 conclusions called for work on long-term competitivenessand resilience to be sped up.

Securing supply chains

In the strategic agenda, the European Council stated the importance of 'ensuring fair competition
within the EU and on the global stage, promoting marketaccess[...]and securing our strategic
supply chains'. The pandemic has caused supply chain disruptions in the EU and globally, which
have been exacerbated by Russia's war on Ukraine. In the Versailles Declaration, the European
Council pointed to the growing instability and strategic competition, which needed to be countered
by building 'European sovereignty, reducing our dependencies and designing a new growth and
investment modelfor 2030'. Building a robust economic base was highlighted as a key dimension.
The Granada Declaration further underlined the need 'to cooperate on strengthening and
diversifying our supplychains'.

Already in October 2021, the European Council noted the importance of avoiding critical shortages
in the European microchip ecosystem that would hamper digital transformation and European
competitiveness. This was evident during the pandemic, when the global supply of chips was
disrupted and negatively impacted the European car industry. In February 2022, the European
Commission proposed a European chips act package to ensure supply as well as European
leadership in semiconductor technology. President von der Leyen stated that 'the European chips
act will be a game changer for the global competitiveness of Europe's single market'. On
18 April 2023, a provisional political agreementwas reached between the co-legislators, which was
then endorsed by COREPER on 10 May 2023 and by the ITRE committee on 23 May 2023. The
agreement was formally endorsed in Parliamenton 11 July and in the Council on 25 July 2023.

Supply chains have become increasingly complex and global. The economic decline and recovery
during the pandemic put great strain on these global supply chains as demands have shifted
suddenly, and inflation, staffand material shortages, as well as logistical challenges, are aggravating
this strain. However, in mid-2022, the ECB observed a certain easing of supply chain disruptions,
although major issues remain. In February 2023, the European Council reiterated its call for the
supply of critical raw materials to be ensured, suggesting this should be done through the
diversification of sources and the recycling of materials, which ties in with the aims of the green
transition. In October 2023, the European Council called for the co-legislators to intensify the
negotiations on the critical raw materials act. The act identifies key critical raw materials, and seeks
to ease the process for critical raw material projects within the EU, while — among other elements -
better protecting the EU from risks with regard to its supply chains. The European Parliament
adopted its position on 14 September, and the first trilogue took place on 20 September; the co-
legislators reached an agreement on 13 November 2023, which Parliament has already formally

adopted.

Asingle market emergency instrument (SMEI, later named IMERA) —announced in the Commission
work programme for the first quarter of 2022 - was finally put forward with some delay on
19 September 2022. A provisional agreement onthe legislative initiative was reached on 1 February
2024. The instrument aims to reduce threats to the single market during a crisis by ensuring free
movement, functional supply chains, and availability and access to goods and services. Improving
the stability of the single marketin the face of disturbances should contribute to maintaining the
EU's competitiveness.
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Key issuesin the European Council: State of play in March 2024

Ensuring a level playing field: Strengthening policy instruments to address
unfair international trade practices

In the Versailles Declaration and at the special meeting in February 2023, the European Council
noted theimportance of addressingunfair international trade practices in the context of building a
more resilient, fair and competitive single market: 'We will complete our trade and competition
policy toolbox with instruments to address distortive effects of foreign subsidies on the Single
Market, to protect from coercive measuresby third countries, and to ensure reciprocity in opening
up public procurement with trading partners'.The Granada Declarationreaffirmsthis focus and the
importance of ensuring thatthe EU has the necessarytools to ensure the EU's resilience and global
long-term competitiveness.

Protecting the EU's industry from unfair trade practices has become especially important at a time
when certain partners are not playing by the same rules. Upgrading the enforcement of
international trade rules, trade defence instruments (TDIs), and the international procurement
instrument (a new tool to address the lack of a level playing field in global procurement markets)
have thus featured in the European Council conclusionsin recent years. The Commission President
Ursula von der Leyen announced in her 2023 State of the Union speech that the Commission had
initiated an investigation on possible unfair practices regarding Chinese electric vehicles. The
investigation was officially launched on 4 October 2023.

As mentioned earlier, in the Versailles Declaration, the European Council called for the completion
of the trade and competition policy toolboxwith instruments to protect from coercive measures by
third countries. The Commission submitted a proposal for an anti-coercion instrument in
December 2021. In October 2022, the INTA committee adopted the rapporteur's report and in
November 2022 Council agreed on its negotiating position. On 28 March 2023, the co-legislators
reached a political agreement on the file after three negotiation rounds. During its October 2023
plenary session, the European Parliament passed the act. This was followed by the endorsement by
the Council. The regulation is now awaiting formal signature and will enter into force 20 days after
its publication in the Official Journal of the EU. The aim of this instrument is to deter third countries
from trying to influence the policy decisions of the EU or one of the Member States by applying, or
threatening to apply, measures affecting trade or investment. A recent example of a third country
reportedly utilising coercive measures against a Member State occurred between Lithuania and
China, which resultedinthe EU launching a case against China at the WTO.

In October 2022, in the context of the energy- and economy-related challenges facing the EU, the
European Council called for all relevant EU and national level tools to be utilised to boost the
resilience of the EU economy. However, they also noted the importance of preserving the level
playing field and the 'integrity of the single market' whilst maintaining Europe's global
competitiveness. The growing useof subsidies worldwide, more particularly the adoption of the US
IRA, has caused concern for some in_the EU, as it is considered as a discriminatory instrument,
violating WTO rules and with potentially damaging effect on the EU's green tech industry. The
European Council has specifically asked the European Commission to continue assessing the
discriminatory and challenging elements of the IRA and to work on mitigating their consequences
forthe EU.One of theapproaches would be toobtain a status as afree trade agreement (FTA) partner
under the IRA through a specific critical minerals agreement to reduce the barriers of the IRA and
strengthen the supply chains between the US and the EU. This was discussed during the EU-US
Summit on 20 October 2023, but no agreement resultedand negotiations are stillongoing. Despite
differing views on how or whether to change State aid policy, the European Council agreed that it
was imperative for the EU to be competitive and productive, particularly in sectors connected to the
digital and green transitions. In February and March 2023, the European Council agreed that State
aid policy needed adjusting in order to become simpler, faster and more predictable, allowing for
temporary and proportionate support. Finding the correct balance between enabling State aid to
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support EUindustryand preservingthe level playing field in the single market will continueto be a
critical issue for the EU and its Member States. To monitor these developments, the European
Councilhas asked the Commission to reportregularly onthe impact of State aid policy on the single
market as wellas on the EU's competitivenessglobally, and this call was reiterated by the European
Council atits October 2023 meeting. Furthermore, the European Council called for the co-legislators
to 'complete the implementation of the European Council conclusions of 9 February and
23 March 2023'.

Ensuring a level playing field: Reforming the World Trade Organization

The WTO has been under significant pressure in recentyears due tothe US blockage of nominations
of members to the WTO Appellate Body, second and highest instance of WTO dispute settlement
system. Since December 2019, the Appellate Body has only one member left and can no longer
acceptany newappeals.Underlying issues behind the current challenges faced by the WTO include:
i) the difficulty of reconciling different economic models, notably the liberal market economies such
as the US with the state-led economic model of China; ii) the lack of a definition of what constitutes
a developing country, which underthe WTOrules, enables countries to claim special and differential
treatment. Questions have thus been raised as to whether the WTO rules are still fit to address
today's economicrealities, e.g. digital trade, and whether they stillallow its members to effectively
counter unfair international trade practices. The June 2018 European Council addressed this issue
and invited the Commission to work together with like-minded partners towards a reform of the
institution in its three areas: rule-making, dispute settlement and monitoring.

The change of the US administration in January 2021 has improved the possibility of reforming and
modernising the WTO to achieve a level playing field. On 18 February 2021, not long after the
inaugurationof President Bidenin the US, the Commission publishedits Trade Policy Review, which
highlighted six objectives that are critical to achieving the EU's medium-term trade objectives.
Reforming the WTO was the first objective on the list. The Commission also specified that working
on enhancing transatlantic cooperationin the area of WTO reform is a priority.

In line with the twin green and digital transitions that permeate various aspects of EU policy, the
Trade Policy Review underlines the critical need to tackle 'competitive distortions' and develop a
'framework for digitaland sustainable trade'. These are both areas ofinternational trade thatcould
be a source of friction in the EU-US relationship, namely the EU's intention to implement a Carbon
Border Adjustment Mechanism and tax digital giants. These differences could undermine their
potential to cooperate on WTOreform.

In June 2022, the WTQO's 12th ministerial conference (MC12) took place after being delayed on two
previous occasions owing to the pandemic. WTO reform was discussed, and members agreed to
hold discussions onhow they could establish a well-functioning dispute settlement system by 2024.
Despite differing opinions among WTO members onwhat the WTOreform should entail, discussions
in the General Council and its subsidiary bodies are expected to begin. In February 2023, in the
context of a discussion on boosting the EU's economic base and global competitiveness, the
European Council highlighted the value of an 'ambitious, robust, open and sustainable trade
agenda' and the importance of EU support for the WTO and a multilateral rules-based system. In
February 2023, the EU also submitted its proposal for improving the deliberative function of the
WTO. This forms part of a broader discussion on WTO reform (including the functioning of the
dispute settlement system), which was a key topicatthe Ministerial Conference (MC13) in Abu Dhabi
in February 2024. According tothe Commission, 'A fully functioning WTO dispute settlement system
by 2024 remains the EU's top priority for WTO reform'. This was alsoreiterated in the joint statement
after the EU-US summit in October 2023, where the European Council President Charles Michel,
HR/VP Josep Borrell,and the Commission President Ursula vonder Leyen met with the US President
JoeBiden and his administration.
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Key issuesin the European Council: State of play in March 2024

Ensuring a level playing field: fair and effective taxation

The current global taxation system is one hundred years old and thus is not fit for purpose in an
increasingly digitalised and globalised economy. The OECD has been pursuing work under two
pillars: (i) the re-allocation of some taxing rights over MultiNational Enterprises to the markets where
they have business activities and earn profits (ii) set a global minimum corporate tax rate that
countries can use toprotect their taxbases.Under pillar one, potential solutionsare beingexamined
by the Councilto determine where taxshould be paid and what portion of profits should be taxed.
However, the Commission willexamine whether a directive is needed to ensure the consistentand
effective implementation of pillar one at EU level. Under pillar two,a system was designedto ensure
that multinational enterprises pay a minimum level of tax.

On 25 March 2021, the European Council stated the urgent need to address taxchallengesresulting
from digitalisation and highlighted their preference for a global solution by mid-2021 within the
framework of the OECD. In October 2021, 137 countries agreed to support the taxreform, including
allEU Member States. In the EU, the agreement will need an EU law to be passed and that will require
the unanimous agreement of all 27 Member States. In July 2023, 138 countries agreed on an
outcome statement 'recognising the significant progress made and allowing countries and
jurisdictions to move forward with historic, majorreform of the international tax system'. Forfurther
information on tax policy and the EU economy, see Chapter four — A strong and vibrant economic
base.

E. Challengesahead and outlook

In the Versailles Declaration, the European Council highlightedthe importance of securing the EU's
supply of critical raw materials. The European Council's October 2023 call for the co-legislators to
speed up the negotiations on the critical raw materials act clearly shows the high importance given
to the EU's access to key material resources forits digitaland green transitions. Furthermore, the on-
going negotiations between the US and the EU towards a critical minerals agreement aimed at
fostering EU-US supply chains in critical raw materials needed in the production of electric vehide
batteries will remain crucial topic.

Attheir June 2023 meeting, EU leaders requested an independenthigh-level report on thefuture of
the Single Market, which is due to be presented ahead of the March 2024 European Council. Former
Italian Prime Minister Enrico Lettais leading the work on the report. Furthermore, as announcedin
the 2023 State of the Union speech, former ECB President Mario Draghiis preparing a reporton the
future of EU competitiveness.

It is clear from the EU's recent activity in the area of competition policy, it is developing tools and
instruments to level the playing field and to strengthen its own ability to take retaliatory actions
against entities that are benefitting from the uneven playing field. This trend is likely to remain as
the EU will continue to worktowardsensuringa level playing field for itsindustry, notably in the area
of green tech, to ensure thatEU industriesand businessesdevelop solutionsto drive the green and
digital transitions.In this context, the role of State aid will continue to be debated. In October 2023,
the European Council called for the Commission to review the impact of current State aid policies
on theintegrity of the single market.

In February 2023, the European Council called for ambitious actionin orderto developthe skills that
will be essential for the green and digital transitions and the need to speed up the work was
underlined by the EuropeanCouncilin October 2023. Ensuring that the labour force hasthe correct
skills to make the most of the opportunities arising from the twin digital and green transitions will
contribute to reducing labour shortages and boosting the competitiveness of EU companies,
especially SMEs. We can expect increased attention to this area, as it has been highlightedas one of
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thefiveareas foractioninthe Green Dealindustrial plan, on the pathto ensuringthe EUs long-term
competitiveness.

At the informal European Council meeting in Granada in October 2023, EU leaders discussed how
the EU could maintain and enhance its competitive edge in the light of current and future
challenges. The debateinitiated a broaderdiscussionon the EU's strategicagenda for 2024 to 2029;
Charles Michel pointed to competitiveness as a key issue to be discussed in connection with the
proposed priorityarea on strengthening the EU'seconomicand social base.
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Key issuesin the European Council: State of play in March 2024

8. Deepening economicand monetary union

A.Background

Recent years have been a time of polycrisis for the EU. First, the coronavirus (COVID-19) pandemic
put the whole European Union in crisis mode and caused exceptional additional costs to Member
States.Then, Russia's war of aggressionagainst Ukraine hasonce again affected the EU's economic

prospects negatively, setting it on a path of lower growth and higher inflation. According to the
Commission winter estimates, the EU would grow by only 0.5 %in 2023 and by 0.9 % in 2024.

To bring inflation back towards to the target level of 2 %, after spikes beyond 10% in 2022, the
European Central Bank (ECB) Governing Council has raised interest rates to record high levels;
however, since October 2023 it has decided to keep the rates unchanged. According to the latest
estimates, the ECB might startcutting ratesin early summer. Inflation hasdecreasedin the EU area,
andstoodat 2.8 %in January 2024. However, the Euro Summitstated in October 2023 that'inflation
remains a key concernanditis essential that the disinflation process continues'.

The ongoing war in Ukraine, the current situation in the Middle East, as well as other uncertainties
and risks in the global environment, make EU work on strengthening its economic base and the
economic and monetary union all the more crucial than it was in 2019 when the current strategic
agenda 2019-2024 was adopted. The work on the new strategicagenda for 2024-2029 is ongoing.
These two policy directions are likely to remain priorities for the upcoming period, as indicated by
the EU Heads of State or Governments' statement in October 2023: 'we remain united in our
steadfast determinationto increase theresilience and competitiveness of our economies'.

One of the aspects of this endeavour - reforming the EU economic governance framework — has
been high onthe political agenda this year.The European Semester was initiated by the European
Council in 2010 as a part of a wider reform of EU economic governance. The objective is to
coordinate policies and address challenges head-on to ensure sound public finances and prevent
excessive macroeconomic imbalances, whilst boosting investments and structural reforms. Yet,
activating the so-called general escape clause, the EU economic governance rules included in
Growth and Stability Pact were lifted at the onset of the pandemic in march 2020, as public
expenditure by EU countries was on the rise as a result of increased expenditure to fight the
pandemic and its impact on national economies. The reform of the EU economic governance
framework has been discussed several times by the Heads of State or Government in 2023, at the
European Council meetings of 9 February, 23 March, 29-30 June and 26-27 October, opening the
way to a politicalagreement between the co-legislatorsin February 2024.

Similarly, other key strands of action, such as completing thebanking unionand the capital markets
union, building the fiscal capacity of the EU and strengthening the role of the euro on the global
stage, havealso gained inimportance.

As underlined by Heads of State or Government in their Versailles Declaration of 10-11 March 2022,
and adopted in the context of the war on Ukraine, the EU is faced 'with growing instability and
strategic competition'and thus needsto 'take furtherdecisive steps towards building our European
sovereignty, reducing our dependencies and designing a new growth and investment model for
2030'". For that purpose, the EU needs 'more integrated, attractive and competitive European
financial markets, enabling the financing of innovation and safeguarding financial stability, by
deepening the capital marketsunion and completing the banking union'.

As announced in the State of the Union 2023 speech, former President of the ECB Mario Draghi is
preparing areport on the future of EU competitiveness, expected in June or July 2024.
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B. Legal basis for European Council action

Article 121(2) of the Treaty on the Functioning of the European Union (TFEU) provides that 'the
European Council shall, acting on the basis of the report from the Council, discuss a conclusion on
the broad guidelines of the economic policies of the Member States and of the Union'.

The European Councilalso hasanimportant role in the European Semester process. Early each year,
it carries out a horizontal review and 'identifies the main challenges facing the Union and the euro
area and gives strategic guidance on policies' (recital 14, Regulation 1175/2011). Furthermore,
usually in June, the Heads of State or Governmentendorse the country-specificrecommendations
(CSRs). This is done before the Council adopts the CSRs,which happens usually in July.

C. Strategicorientations

The European Council statesin its 2019-2024 strategicagenda: 'We must ensure that theeuro works
for our citizens and remains resilient, deepening the Economic and Monetary Union in all its
dimensions, completing the Banking and Capital Markets Union and strengthening the
internationalrole ofthe euro.'

Work aimed at defining the priorities of the next strategicagendahas already begun.

EMU resilience

The Hague summit of 1969 was a defining moment for EMU, as the Heads of State or Government
defined economicand monetaryunion as a new objective for Europeanintegration. Officially, EMU
came into being with the ratification of Maastricht Treaty in 1992. Since then, as a result of
progressive integration overtheyears, the single currency,the euro, has grown to become the most
tangible symbol of European integration. Within the euro area, the coordination of economic and
fiscal policies between Member States, an independent monetary policy by the European Central
Bank (ECB), and single rules for as well as the supervision of euro area financial institutions, were
progressivelydeveloped.

Theresilience ofthe EMU was put to the test in the years of the financial crisis. Since then, EU leaders
have placed special emphasis onthe deepening of the EMU and enhancing its resilience to risks and
shocks. The asymmetric nature of EMU is something that Heads of State or Government are
specifically focusing on; this asymmetryrefersto the fact that the Maastricht Treaty had federalised
monetary policy, but left economic policy within the hands of the Member States.

A furtherissue to contend with are the current discussions on the review of economic governance
rules. The Stability and Growth Pact (SGP) was developedas partof theintroduction of theeuro and
was reinforced in the aftermath of the sovereign debt crisis. The frameworkaims to keep countries'
deficit below 3 % of economic output and their public debt below 60 %. Current rules allow Member
States some leeway to bend therules and get away without any fines, which could, if applied (not
applied until now) amountto 0.2 % of the country's GDP. After a considerable increase in the wake
of the coronavirus crisis, reaching 100 % of GDP at the end of the first quarter of 2021, Eurozone
debt has since decreased to 89.9 % of economicoutput (82.6 % of GDP in the EU as a whole) at the
end of the third quarter of 2023. The highest levels were in Greece, Italy, France, Spain, Belgium,
Portugal,and Cyprus.

The Commission has relaunched the debate on the review of EU economic governance, which had
begun before the pandemic. The crisis led the EU to suspend the rules in March 2020, enabling
governments to take a supportive fiscal stance and to cushion the economic and social impact of
the pandemic. EU leaders have been calling for legislative work on the review to be finished by the
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end of 2023. A political agreement was reached on 10 February 2024, which still needs formal
approval by the co-legislators.

Completing the banking union and the capital markets union

The strategic agenda 2019-2024 places great emphasis on completing the banking union and the
capital markets union as ways of strengthening the EU economy and making its structures more
robust.

With regard to the banking union, the aimis to ensure that EU banks are strongand well supervised
to break the 'vicious circle between banks and sovereigns' and to prevent for the future any crisis
similar to the financial crisis of 2007-2008. The banking union has threepillars — two of them existing:
the single supervisory mechanism (SSM) and the single resolution mechanism (SRM), and one that
does not yet exist, the European deposit insurance scheme (EDIS), on which negotiations have
stalled foryears.

In June 2021 and December 2021, EU leaders re-iterated their call for the Eurogroup to create a
'stepwise and time-bound' work plan to complete the banking union. In June 2022, the Eurogroup
issued a statement on the future of banking union, discussing a strengthened crisis management
and deposit insurance (CMDI) framework. In October 2023, the Euro Summit called for 'continued
efforts towards completing the banking union in line with the Eurogroup statement'.

Concerning the completion of the capital markets union (CMU), its main aim is to ease access to
funding for businesses, especially SMEs, and thereby, to create growth and jobs in Europe. It also
contributes to the stability of the EU financial system, complementsthe banking union, and makes
thefinancial system more resilienttowards risks and more competitive on the world stage.

In September 2020, the Commission published an action plan on a capital markets union with 16
targeted measures to complete the process. The topic was discussed at the 9 February 2023
European Council meeting, with EU leaders urging the co-legislators to 'accelerate the
implementation of the capital markets union action plan by advancing and finalising work on the
legislative proposals in this area'. The same message was reiterated at the March 2023 European
Council and the March 2023 Euro Summit meetings. At the October 2023 Euro Summit, EU leaders
highlighted the role of capital markets in attracting private sector investment for common
challenges and allowing the EU to leadin the greenand digital transitions. Progress will be reviewed
atthe March 2024 Euro Summit.

InJune 2021, EU leaders stressed thatgreenfinance, notably the adoptionofa green bond standard,
could be a catalyst towardsa fully-fledged CMU. On 6 July, the Commission adopted its sustainable
finance strategy and the European green bond standard proposal, which are designed to create a
high-quality voluntary standard for financing sustainable investment, thus setting a kind of gold
standard system® and aiming for continued global leadership in the sustainable finance field. The
strategy contains several initiatives to tackle climate change and other environmental challenges,
while increasing investment in the EU's transition towards a sustainable economy.

Strengthening the international role of the euro

Theeuro,launched on 1January 1999, is currently the second mostimportant currencyin the world
after the US dollar. On its 25th anniversary, it is the currency of 20 countries and 341 million EU
citizens. In the 2019-2024 strategic agenda, EU leaders stressed that the euro must work for the
citizens and remain resilient, and that itsinternational role should be strengthened. Making the euro
strongerintheinternational sphere would, for example, lower theinterest rates paid by European

®  The original gold standard was a monetary system in which participating countriesfixed their currenciesto the value

linked to gold.
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consumers and companies, and guarantee a more reliable access to finance for European businesses
and governments. European Central Bank data from June 2023 suggest that 'the international role
ofthe euro remained resilientin 2022'.

In March 2021, the Eurogroup identified elements that contribute to the euro's global potential,
such as theimportance of a strong economic recovery, solid foundationsfor the EMU andinnovative
and-resilient financial markets and paymentsystems. Eurogroup President Paschal Donohoe stated:
'"The discussion hasshown the importance of pursuing coordinated policies thatwill supporta solid,
inclusive and sustainable recovery, which will be key to the credibility and attractiveness of the euro!
The following Euro Summit in March 2021 re-stated the observation and called for a stronger and
more innovative digital finance sectorand moreefficient and resilient payment systems.

The Commission's plan touse green bonds tofinance the investments necessaryto achieve the EU's
2030 energy and climate targets, and to become climate neutral by 2050, could strengthen the
international role of the euro. With debtissued under therecovery plan and more particularly via
the green bonds, there is an opportunity for the EU to position itself as a green finance hub,
promoting the euroas the default currency for sustainable financial products, half of which already
denominated in the EU's common currency.

In parallel, work is ongoing on the digital euro project, which could prove relevant for the
internationalrole of the euro.

D. Noteworthy commitments: Specificrequests and follow-up

Economic governancereview

The debate on thefuture of the economicgovernance framework was launched in February 2020,
with the focus on i) ensuring economic growth and sustainable government finances, and at the
same time lessening the risk of macroeconomic imbalances, ii) making closer coordination of
economic policies possible, and iii) trying to ensure all countries perform well economically.
However, the outbreak of the COVID-19 pandemic in March 2020 put the work on hold, and the
process was only relaunched in October2021.

In November 2022, the European Commission put forward a communication setting out
orientationsfor a reformed EU economic governance framework. It does not modify the maximum
debt ratio (60%) or maximum deficit per year (3%), which are enshrined in the Maastricht Treaty, but
proposes country-specific debt-reduction pathways, with variable debt reduction speeds to be
agreed by EU countries with the Commission and linked to sanctionsin case of non-compliance.

At their meeting on 14 February 2023, EU ministers discussed the broad topics linked with the
review: 'i) ways of ensuring country-specific fiscal adjustment whilst maintaining multilateral
surveillance anchored in common EU fiscal rules and benchmarks; i) views on a possible increased
focus on medium-term planning; and iii) the potential role of a risk-based analysis of public debt
developments in identifying country-specific challenges'. EU leaders endorsed orientations for a
reform at their 14 March meeting, and the Commission published a package of three proposals on

26 April 2023.

Attheir special meetingon 9 February 2023, EU leaders asked the Counciland the Commission 'to
swiftly advance work on the economic governance review'.In June 2023 and October 2023, they
called for the work to befinished by the end 0f 2023. In his letter to the October 2023 Euro Summit,
Eurogroup President Donohoe stated that 'swift agreement on the fiscal rules is essential for our
credibility and the smooth functioning of the Economicand Monetary Union (EMU)'.
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On 10February, the negotiations betweenthe co-legislatorsresulted in a political agreement, which
still needs to be formally approved by both the EuropeanParliamentand the Council. Theaimis to
havetheframework in place before the June 2024 European elections.

Resilience of the banking sector

Before the financial crisis, some European banks had been involved in risky lending and business
practices, and as the effects of the United States (US) subprime crisis started to move across the
Atlantic, rescuing banks caused problems for European governments in the form of rising debt
levels. This, in turn, resultedin a sovereign debt crisis. To avoid a similar disastrous situation in the
future, EU leaders have been focusing on improving the resilience of the banking sector. Many
measures have been put into place - such as the single supervision and the single rulebook. A
banking union has been set up since the crisis, with two pillars, the single supervisory mechanism
(SSM) and the single resolution mechanism (SRM), already existing, and the European deposit
insurance scheme (EDIS), stillin preparation.

As statedinthe letterfromthe Presidentof the Eurogroup, Paschal Donohoe, tothe President of the
Euro Summit, Charles Michel, ahead of the 24 June 2022 Euro Summit, 'a robust and efficient
Banking Unionis a key pillar of EMU contributing to its resilience, stability and strategic autonomy'.
The letter outlines the agreementreached on 16 June 2022 'as an immediate step' to focus work
within the Eurogroup on strengthening the common framework for bank crisis management and
national deposit guarantee schemes (CMDIframework). Subsequently, it was agreed to review the
state of the banking union and identify further measures with regard to the other outstanding
elements to strengthen and complete the banking union. The Commission put forward the CMDI
proposal on 18 April 2023 amid turbulence in the banking sector, which saw some banks, notably
the Silicon Valley Bank and Credit Suisse, face serious difficulties.

At the October 2023 Euro Summit, EU leaders stated that 'the EU banking sector is resilient, with
strong capital and liquidity positions'. In his letter to the summit, Eurogroup President Donohue
underlined the importance of completing the work on the CMDI package before the European
elections, asitis a key element in completing banking union.

European Stability Mechanism reform

As new tasks had been suggested for the ESM, the ESM Treaty and supporting documents needed
to be revised. These newtasks, includinga common backstop for the Single Resolution Fund (SRF),
outlined in two documents - term sheet and terms of reference - were endorsed by the Euro
Summit in December 2018. The Eurogroup proposed changes to the ESM treaty in June 2019; the
Euro Summit took note of this and asked the Eurogroup to continue working on the matter so that
afull package could be agreed by in the end of the year. In December 2019, the Eurogroup reported
to the Euro Summit that it had 'reached an agreement in principle, subject to the conclusion of
national procedure'; the Euro Summit then asked finance ministers of the Eurozone to continue
working on the ESMreform and said that they would return to the matter in June 2020 at the latest.
However, the Euro Summit did not convene until December 2020 as the focus was on the
coronaviruscrisis response and recovery.

In the meantime, the Eurogroup did howevertake the work forward. Atits meetingon 30 November
2020, the Eurogroup finally managed to reach an agreement on a reform of the ESM, which sets a
significant milestone towards the completion of the bankingunion. The reformnotablyincludes the
establishment of a line of credit to the single resolution fund by 2022 with a view to safeguarding
financial stability further and strengthening the euro area's resilience. The agreement signals that
there has been a sufficient reduction in the level of risk in the banking sector. This agreement was
discussed in the Euro Summit on 11 December 2020, and signed in January 2021. Since the
agreementis an intergovernmentalinstrument, the revised Treaty on the ESM requires ratification
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by allnational parliaments of theeuroarea. To date, 18 euroareaMember States —i.e. all except one,
Italy — have ratified the agreement. Once ratified, it will allow the ESM to become the backstop to
the Single Resolution Fund (SRF).Therefore,in his October 2023 |etterto the Euro Summit President,
Charles Michel, Eurogroup President Donohue expressed the hope that ratification of the ESM
Treaty by Italy would occur in the near future.

Digital Euro

In its statement of 25 February 2022, the Eurogroup considered that a properly-designed digital
euro - safe, easy to use and widely accessible to the public - had the potential to foster innovation
in the financial system and deliver major benefits for citizens, businesses and Member States. It
notably underlined that the digital euro could 'strengthen our financialand monetary sovereignty
and contribute to the overall functioning of our economicand monetary union, building on mutual
trustand engagementamong all stakeholders involved, and it is relevant for the international role
oftheeuro'.

Atits meetingin September 2022, the Eurogroup came to the conclusion that the digital euro was
only meant to complement cash, and should not replace it. While the issuance of a digital euro
should neither impede the ECB's ability to fulfil its mandate nor impair financial stability, it should
be an attractive meansof payment and support innovationin a digitalised economy.

To be successful, the possibleissuance of a digital euro willneed to be a common European project,
supported by the European publicand relyon a solid democratic basis. The creation of a digital euro
would require an intervention of the Union legislature; as announced by the President of the
European Commission, Ursula vonder Leyen, in the letterof intent accompanyingher 2022 State of
the Union speech of 14 September and in the 2023 Commission work programme, the Commission
put forward legislative proposals on establishing the digital euro on the basis of Article 133 TFEU.
The single currency package of 28 June 2023 aims to offer citizens both cash and digital options
when using central bank money. Furthermore, the ECB has decided to move to the preparation
phase of the digital euro project. The EuroSummit reviews progresson the digital europroject on a
regular basis.

Recovery Fund

In its video-conference meeting on 26 March 2020, the European Council tasked the Eurogroup with
presenting within two weeks economic policy proposals to address the crisis generated by the
coronavirus pandemic, which the Eurogroup did on 9 April 2020. As a part of the 'comprehensive
economic policy response’, the idea of a recovery fund was presented. However, EU finance
ministers could not agree on the way to finance the fund and asked for guidance from the EU Heads
of State or Government.The latter, however, were notable to reach an agreementeither, and asked
the Commission to analyse the differentneeds and presenta proposal.

The fund was expected to amount to €1.5 trillion and have a link with EU's 2021-2027 long-term
budget (MFF). Commission PresidentUrsula vonder Leyen outlined the plans of the Commission
during the European Parliament plenary on 13 May 2020. The European Parliament,inaresolution
of 15 May 2020 called for 'the new 'recoveryandtransformation fund'to be €2 trillion, to be financed
'through theissuance of long-dated recovery bonds' and tobe 'disbursed through loansand, mostly,
through grants, direct payments for investment and equity'. Parliament also stated that the new
fund should come on top of the MFF and should notaffect the 'existingand upcoming' programmes
in a negative way. The following week, on 18 May 2020, France and Germany presented a joint
initiative for European recovery, in which they proposed to set up an ambitious recovery fund of
€500 billion at EU levelfor solidarity and growth.

The Commission's €750 billion proposal, entitled 'Next Generation EU', was published on 27 May
2020. The agreement reached by the European Council at its four-day meeting of 17-21 July 2020
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set the basis for the biggest financial package in Europe's history — €1 824.3 billion (2021-2027 MFF
and Next Generation EU (NGEU)), aimed at funding Europeanrecovery. The agreementalso opened
the way for the first ever bond issuance by the European Commission on the financial markets.
Negotiations with the European Parliament resulted in a compromise deal that was formally
approved in February 2021 by the co-legislators.

The current situation onthe finance markets meansthatinterest payments on the recovery fund are
likely to be higher than expected.

E. Challengesahead and outlook

Before the coronavirus crisis hit Europe and the world, economic outlooks (IMF, Commission, EPRS)
forecasted slow growthfor Europe and the euroarea for the next two years. The greatest economic
uncertainty was caused by geopolitical and trade tensions; the shock caused by the world-wide
pandemic, which has made GDP figures plummet worldwide, or a war of aggression on European
soil, did not feature in the forecasts.

After record-high inflation in 2022, which caused difficulties for both European citizens and
businesses, the European Central Bankstarted a series of interestrate increases, which have brought
inflation closer again to the ECB's 2 % target. For the moment, the ECB Governing Council has
paused the rate hikes, and markets expect rates to start going down in _early summer 2024
Nevertheless, at the October2023 Euro Summit EU leaders underlined again that'inflationremains
a key concern anditis essential that the disinflation process continues'.

EU Heads of State or Government are focused on getting the EU economies back on a solid and
sustainable growthtrack, stating that 'we remain united in our steadfast determination to increase
theresilience and competitiveness of oureconomies'. One aspect of this objective is the finalisation
of thereview of the economic governance rules, and another is the completion of the banking union
and the capital markets union.

Confronted with a 'tectonic shift in European history', EU Heads of State or Governmentunderlined
in their Versailles Declaration in March 2022 that the EU needed to build European sovereignty and,
to that end, accelerate the deepening of the CMU and complete the banking union. In 2023, both
topics havefeatured regularlyon the EU leaders' meeting agendas, andthey are expected toremain
rolling agenda points in the near future. 'Our goal is to ensure that European capital markets can
renew and enhance private sector investment, unlock funding for common challenges, and allow
the EU to demonstrate leadership on green and digital transitions', wrote Eurogroup President
Donohoein his letter to the October 2023 Euro Summit.

Building trust in the euro, especially in the international context, and strengthening its global role
are important objectives for the European Council. Achieving these goals would give the EU a
stronger standing in the global setting as well as more 'financialautonomy'and, for example, ease
access to funding for European governments and companies. As requested by the European
Council, a number of initiatives can be taken — some of which already in the pipeline — to improve
the euro's international standing - its use as reserve and investment currency, international
exchange markets, debtand loan markets, key sectorsand as invoicing currency.

One such initiative could be the green bonds standard, which could strongly contribute to
cementing the EU's global leadership in sustainable financial products, considering the fact that half
of them are already denominated in euro.

Thedigitaleurois one of the key ongoing projects in the EU economic setting. Commission and ECB
experts have looked into the potential benefits and risks, as well as the technicalities, enabling the
single currency package tobe published in June 2023. EU Leaders will need to be awareof the digital
euro's impact on potential further gains in payment efficiency, on financial inclusion, on the
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digitalisation of the economy, as well as its data protection andanti-money laundering impact. More
debate and action on these topics are expected in the coming months, as the ECB has decided to
move to the preparation phaseof the digital euro project.
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9. A European Green Deal

A.Background

EU leaders have addressed climate and energy regularly at their meetings in recent years. Climate
change has usually been a topicfor the October European Council, allowing EU leaders to focus on
the preparation of the annual United Nations Conference of Parties (COP). EU leaders affirmed on
several occasions the Union's ambition to take a leading role in the implementation of the Paris
Agreement on Climate Change (hereinafter, the Paris Agreement) and in the fight against climate
change, through, inter alia, sustained EU climate diplomacy action. These elements are also
prominent in the 2019-2024 strategic agenda, where more attention was given to climate issues
compared with energy security.

The ongoing geopolitical shifts marked by great power rivalry, accentuated by energy market
speculation, leading to a spike in energy prices sinceautumn 2021, exacerbated in 2022 by Russia's
war of aggression on Ukraine, made the EU pivot towards energy security, with a focus on ending
dependency on Russian fossil fuels, diversification, security of supply and support to home grown
green energies. Between autumn 2021 and early 2023, EU leaders regularly addressed the spike in
energy prices, agreeingto pursue atthe national level short-term, tailor-made measures in line with
the European Commission's communication on energy prices. They have agreed to maintain the
topicrolling on theiragendain order to shape acommonlyshared long-term vision.

B. Legal basis for European Council action

> Article 15(1) of the Treaty on European Union (TEU): the European Council defines 'the
general political directions and priorities' of the EU, including for climate and energy.
The Lisbon Treaty expressly introduced an interdiction for the European Council to
‘exercise legislative functions'.

» Article 15(4) TEU: European Council decisions on climate and energy are taken by
consensus whilst Council decisions are taken by qualified majority voting (QMV)
(Articles 191 and 194 TFEU).

> Article 121 of the Treaty in the Functioning of the EU (TFEU): the European Council,
following a report from the Council based on a recommendation fromthe Commission,
shall 'discuss a conclusion on the broad guidelines of the economic policies of the
Member States and of the Union'. This provision applies to the energy market, the
completion of which is a perennial European Council priority.

C. Strategicorientations

The European Council's 2019-2024 Strategic Agenda and the political priorities of the European
Commission placed climate action among the Union's top priorities. The Strategic Agenda
highlights building a climate-neutral, green, and fair Europe as one of four main priorities. This is a
unique opportunity for the EU to become the global leader of the green economy, in both
economicaland societal terms. The Strategic Agendaemphasises the importance of various aspects
of the economy for a successful green transition, such as public and private investment and the
circular economy. It also highlights theimportance of an integrated, interconnected and properly
functioning European energy market that provides sustainable, secure and affordable energy,
specifying theimportant role of renewables and mobility solutions. Targeting biodiversity loss and
enhancing the quality of natural environmentswere also consideredas critical. More generally, the
Paris Agreement was the yardstick against which EU policies should be measured.
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Similarly, the European Green Deal presented in December 2019 focuses on both climate and
environment protection challenges. The core priority areas are: 1) achieving climate neutrality by
2050; 2) developing the energy union to allow for sustainable, affordable and secure energy; 3)
becoming aworld leader in circular economy and 4) preserving Europe's natural environment. The
roadmap for recovery —the medium to long-term recovery strategy adopted in response to the
coronavirus outbreak — confirms the EU's commitment to invest, as a matter of priority, in green
transition and digital transformation. The Commission's 2021 'fit for 55' package brings together
proposals to deliver on the increased climate ambition, while other proposals focus more broadly
(e.g.restauration of healthy ecosystems). The Council agreed its general approach for several of the
'fit for 55' files in June 2022.

D. Noteworthy commitments: Specificrequests and follow-up

Implementation of the Paris Agreement

The Paris Agreement establishes a new global climate regime from 2020 onwards. It commits
signatories tolimit global warmingto well below 2 degrees Celsius,aspiring tokeep it to 1.5 degrees
above pre-industrial levels. It thus endeavoursto stemclimate change as a global threatto security
and, for that purpose, encourages all parties 'to put forward their best efforts through 'nationally
determined contributions' (NDCs) and to strengthen these efforts in the years ahead'. Participating
countries report regularly on their emissions and implementation progress, while collective
progress, on a global scale, will be evaluated every 5 years. The European Council set the
implementation of the Paris Agreement as one of its main long-term climate and energy priorities.
This requires both domesticEU and international action. The two dimensions have been intertwined
in the European Council conclusions for the pastfewyears.

The European Green Dealannounced by European Commission President Ursula von der Leyen in
her agenda for Europe is the dedicated instrument for streamlining climate action across the entire
spectrum of EU policies. Several new initiatives have been put forward under the European Green
Deal, most of which have already been adopted (e.g. the European Climate Law, the Just Transition
Fund, the EU Green Taxonomy, the 'farm to fork' strateqy, carbon border adjustment mechanism)
and, most recently, in February 2024 Parliament voted in favour of thenature restoration law, which
is now awaiting adoption by the Council before it can be published in the Official Journal. In April
2023, the European Parliament and the Council of the European Union approved several pieces of
legislation that are part of the 'fit for 55' 2030 package, including an EU Social Climate Fund and the
reform ofthe emissions tradingsystem.

At the December 2023 European Council meeting, EU leaders welcomed the conclusion of the
COP28 UN Climate Conference and thefirst Global Stocktake of the Paris Agreement. In particular,
they signalled their supportfori)an agreementto accelerate emission reductions towards net zero
by 2050, ii) the agreement on reducingglobal emissions by 43 % by 2030 and 60 % by 2035 relative
to the 2019 level, and iii) the agreement to transition away from fossil fuels in energy systems.
Nevertheless, there are concernsthatthe EU may not reach its own 2030 targets.

Energysecurity

Asearly as 2011, the European Council identified security in energy supply as a key element for the
EU's overall security, and stressed the importance of coherent EU external action in the field of
energy. It also called for increasing transparency towards the EU institutions and other Member
States when one country is negotiating a cooperation agreement in the field of energy with third
countries on a bilateral basis. The emergence of the crisis in Ukraine in 2014 led the European
Councilto consider energy security at several of its meetings thatyear. It reiterated its previous calls
for 'energy dependency reduction’, stressed the importance of maintaining affordable energy
prices, and mandated the European Commission to explore means to address the energy
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dependency challenge. In response, in 2014, the European Commission presented the European
energy security strategy followed by the 2030 framework for climate and energy and the energy

packagein 2016.

In 2022, Russia's war on Ukraine has brought about a major shift in the EU's energy policy. For the
first time in over a decade, the security aspect has started prevailing over the price component,
making LNG a key element of EU energy policy in the short to medium-term. Infrastructure
modernisation, now being carried out to increase LNG capacity, should be beneficial in the longer
term to hydrogen development and to the overall green transition. EU Member States individually
and collectively are net importers of energy products, in particular crude oil and natural gas. Until
2021, Russia was the main external supplierfor both these energysources,as shown in Figure 6. EU
leaders addressed the spike in energy prices three times during the autumn of 2021 and five times
in 2022 - afirst since 2014 when the topic was last rolling on the European Council'sagenda.

Figure 6 — EU imports of natural gas and crude oil from Russia (share of total imports)
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Source: EPRS, Future Shocks 2022, basedon Eurostat (NRG Tl OILand NRG Tl GAS) data.

In December 2021, they reverted tothe discussionon energy pricesand took stock of progress made
in ensuring that the EU is better prepared to respond to future energy crises. At their 10-11 March
2022 informal summit in Versailles, EU leaders agreed to cut EU dependency on Russianfossil fuels,
and at their 24-25 March 2022 formal meeting in Brussels, they confirmed that, by mid-May 2022,
the European Commission would present a plan to phase out Russian fossil fuels by 2027. In May
2022, the EU leaders took stock of the situation and exchanged views on the REPowerEU plan, calling
for accelerated renewables deploymentalong with new infrastructure required for that purpose. In
the autumn of 2022, EU leaders discussed three lines of action: 1) reducing energy demand; 2)
increasing security of supply; and 3) reducing energy prices. They also considered the reform of the
energy market, a sensitive topic that had been raised for the first time a year earlier at the informal
summitin Brdo priKranju.In the Granada Declaration, EU leaders highlighted how they effectively
responded to energy blackmail by reducing dependencies and diversifying sources. Another
method for responding to energy blackmail, was to ensure a higher level of reserves. On
17 August 2023, the EU's reserves of natural gas hit an historic high with Member States' gas storage
moving beyond the 90 % target, 3 months ahead of schedule. Furthermore, energy was less
prominentin the debate at the European Council meetings in 2023 than it was in 2022.

Atthe March 2023 European Council, EU leaders took stock of actions taken to achieve the energy-
related objectives, particularly the threelines of actiondiscussedin autumn 2022. In March 2022, EU
leaders had called on the co-legislators toreacha 'promptagreement'on the EU'sinternal electricity
market design. EU energy ministers held their first policy debate on the proposed revisionin late
March 2023. On 14 September 2023, the European Parliament plenary gave its green light for
negotiations with the Council to start. On 17 October, the Council reached an agreement (general
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approach) on a proposalto amendthe EU's electricity market design. On 14 December 2023, the co-
legislators reached a provisionalagreement to reform theEU's electricity market design.

Concerning renewable Energyand the energy performance of buildings Directive, at its meeting in
December 2022, the European Council had called for the swift finalisation of discussions on both
directives. Following trilogue negotiations on the Renewable Energy Directive, the co-legislators
reached an agreement and the Directive was signed in October 2023. Two months later, on
7 December 2023, the Council and the Parliament reached a deal on the revision of the Energy
Performance of Buildings Directive.

E. Challengesahead and outlook

Climate change, a top priority for the 2019-2024 strategicagenda, will continue to feature high on
the European Council's agenda in the yearsto come. Some Member States have explicitly called for
a more ambitious approach to fighting climate change. In the broad context of threats facing the
EU in comingyears, climate change and energy security will remain two major ones. A fine balance
will have to be struck between climate action and energy security.

In Granada last October, EU leaders agreed thatthey would focus on energy and resource efficiency,
circularity, decarbonisation, resilience to natural disasters and adaptation to climate change.
President Michel recently noted that the next strategic agenda will build upon the discussions in
Granada.ltis therefore likely that energy and climate related issues will be discussed by EU Leaders
in the preparationprocessfor the new Strategicagenda.

Energy security and affordability was a big issue in the European Council in 2021 and 2022.
Considering, forinstance, the progress achievedin increasing the EU's gasreserves, in combination
with lesser tensions on the gas market, theissue was less prominent in 2023 and was not discussed
at the February 2024 European Council. Looking forward, the Indicative Leaders' Agenda does not
envisage energy being a key topicfor discussion in the European Council in the first half of 2024.
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10. Building a social and inclusive Europe

A.Background

Social Europe has developed mainly in the margins of the social policies carried out at the national
level due to the EU's limited competencies in this field. Despite restrictions in capacity to act, the
European social frameworkhas developed gradually overtime as a result of treaty changesand the
progressive extension of EU competences. In recent years, support for working towards a social
Europe has been expressed at the highest political level by the European Council, the European
Parliament and the European Commission.

A Special Eurobarometersurveyon the attitude of Europeans to socialissues that was published in
March 2021, after being carried out during November and December 2020, found that 88 % of
respondents considered social Europe important to them personally. It also highlighted thata large
majority of Europeans surveyed believed there should be more decision-making at European level
inthe eight'®areas mentioned,including health and social security issues. The mostrecent Standard
Eurobarometerof November 2023 showed a decrease since 2021 in EU citizens' concerns regarding
social issues such as pensions, unemployment and health. Despite a decrease since the end of the
coronavirus pandemic, concernsregarding socialissues remain high, notably the increased cost of
living crisis in the context of the consequences of the war in Ukraine.

People at risk of poverty or social exclusion, 2022
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Despite a reduction in unemploymentthroughoutthe EUand a growth in nominal wages, the cost
of living has increased for EU citizens owing to rising costsin areassuchas food and energy. A report
from 2022 found that inflation had likely deepened material and social deprivation, absolute
poverty and energy poverty, widening existing social inequalities within the EU. In response, many
EU governments introduced various forms of assistance and subsidies to support the most
vulnerable, such as energy credits, energy price caps, and reduced public transport fees. Some of

19 (i) Protecting the environment and reducing climate change (76%), (ii) Promoting decent working conditions in the
EU and abroad (74%), (iii) Promoting equal treatment of women and men (70%), (iv) Stimulating sustainable
investment and job creation (65%), (v) Supporting education, training and skills (63%), (vi) Dealing with healthissues
(619%), (vii) Promoting digitalisation and automation (60%), (viii) dealing with social security issues (59%).
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these measures were extended into 2023, others will continue into 2024 and/or have become
permanent to addresstheincreasedcost of living.

B. Legal basis for European Council action

Article 15 of the Treaty on European Union (TEU). The European Council, when fulfilling its Treaty
role of 'defining general political directions and priorities' will consider the following provisions of
general application:

> Article 8 TFEU: in all its activities, the Union shall aim to eliminate inequalities,
andto promote equality, between men and women.

> Article9TFEU:in defining and implementing its policies andactivities, the Union
shall take into account requirements linked to the promotion of a high level of
employment, the guarantee of adequate social protection, the fight against
social exclusion, and a high level of education, training and protection of human
health.

> Article 10 TFEU: in defining and implementing its policies and activities, the
Union shall aim to combat discrimination based on sex, racial or ethnic origin,
religion or belief, disability, age or sexual orientation.

Employment policy
= Article3(3) TEU and Articles 8-10, 145-150, 156-159 and 162-164 TFEU.

> Article 148(1) TFEU: 'The European Council shall each year consider the
employment situation in the Union andadoptconclusionsthereon, on thebasis
ofa jointannualreport by the Counciland the Commission'.

Social policy, including fight against poverty, social exclusion and
discrimination

= Article3 TEU,and Articles 9,10, 19, 45-48, 145-150 and 151-161 TFEU.

> Article 153 TFEU allows the EU to act in the wider area of equal opportunities
and equaltreatmentin matters of employment and occupation, and within this
framework Article 157 TFEU, authorises positive actionto empowerwomen.

Education, vocational training and culture
> Article3 TFEU and Articles 165-167 TFEU.

Equality between women and men
> Articles2and 3(3) TEU, Articles 153, 157,19 and 8 TFEU.

Health
= Article 168 TFEU and Article 114 TFEU.

C. Strategicorientations

In the 2017 Rome Declaration, EU Heads of State or Government pledged their supportfor working
together for a 'social Europe'. While the objectives of the Rome Declaration are reiterated in the
strategicagenda for 2019-2024, they are now placed in the context of a just transition to a carbon
neutral economy. This will require that high standards of social protection and inclusiveness of
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labour markets be maintained, and that particular attention be paid to groups that may need extra
supportand/or are more likely to experience inequality, suchas ensuring access to education.

The Gothenburg Social Summitin November 2017, which was followed by an EU leaders' meeting
to discuss social issues, led to the endorsement of the European Pillar of Social Rights. The Social
Pillar includes 20 principles designed to act as sign posts towards a fairer and more inclusive EU.
Some principles reiterate rights already present in the Union acquis, whilst others set goals for the
European Union in response to the challenges stemming fromthe digital transition aswell as socio-
economicdevelopments.

On 4 March 2021, in advance of the Porto Social Summit, the Commission released the European
Pillar of Social Rights Action Plan, thus setting stepsfor the furtherimplementation of the principles
of the Social Pillar. Following the trend setin Gothenburg, the Porto Summit was also followed by
an informal EU leaders' meeting taking place in the margins. This provided EU leaders with the
opportunity to discuss social issues, which are only rarely on the European Council agenda. The
Porto Declaration adopted at that meeting signalled the European Council's support for the 'the
new EU headline targets on jobs skills and poverty reduction' and the updated social scoreboard.
However, the European Council did not goas far asto endorsethe Commission'saction plan, despite
a specificrequest to do so. Given the sensitivity of certain aspects of social policy and the European
Council's method of working by consensus, the lack of endorsement of the European Pillar of Social
Rights (EPSR) is not necessarily surprising. EU leaders did however highlight the importance of
following the implementation of the EPSR and the headline targets for 2030 at the highest level,
whilst recognising the 'useful guidance' provided by the Commission's Action Plan.

The European Council's Strategic Agenda 2019-24 already acknowledged the significance of
developing EU Social policy in response to the green and digital transitions. The outbreak of the
coronavirus pandemic, followed by a cost of living crisis, has further heightened the need for a
strong social Europe. These elementswere also discussed duringthe informal European Council in
Granadaon 6 October 2023. The GranadaDeclarationadopted at that meeting underlines the need
fora cohesive Europe, provision of social welfare and action to preserve the social dimension of the
single market.

The Conference on the Future of Europe, which was officially launched on 9 May 2021, was designed
to take another step towards greater citizens' engagement and work on the issues that are of
concern to European citizens. It delivered its final report to the presidents of the EU institutions on
9 May 2022. This final report contains many proposals related to socialissues, notably on inclusive
labour markets and stronger social policies. However, the follow-up, or rather lack of, by the
European Council - despite support from many individual Member States to act upon the final
report — contrasts with the strong commitment shown by the European Parliament and the
European Commission, which both supported the establishmentof a Convention forthe revision of
thetreaties.

D. Noteworthy commitments: Specificrequests, and follow-up

Social partners and the European Council

Therepresentatives of European workersand employersare referred to as'social partners',and their
role in labour relations and European social dialogue is recognised at EU level in Article 152 TFEU.
Article 154 TFEU stipulates that, before submitting proposals in the social policy field, the
Commission shall consult management (i.e. employers' representatives) and labour (i.e. workers'
representatives) at Union level. Article 155 TFEU gives them the possibility to conclude agreements
between each other at EU level, which can 'be implemented either in accordance with the
procedures and practices specificto management and labourand the Member States' or 'a Coundl
decision on a proposal from the Commission'.
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Since 1997, the Presidency of the Council of the EU has invited the social partners tomeet the 'troika’
(i.e. the past, current and next Presidency of the Council of the EU) immediately before European
summits. The 2001 Laeken European Council agreed that a social affairs summit with European
social partners would be held before each spring European Council, which is traditionally dedicated
toeconomicand EU internal marketissues. This was confirmed by the Barcelona European Coundi
of 15 and 16 March 2002 and detailed in a Council Decision of 6 March 2003.

Nowadays, the tripartite social summit takes place twice a year (in the context of the March and
October European Council meetings) and is a 'forum for dialogue between the EU institutions at
president leveland theEuropean social partners at top management level. The summit is co-chaired
by the President of the European Council and the President of the European Commission' and
attended by the Head of State or Governmentrepresenting thePresidency of the Council of the EU.

The participants at the October2023 tripartite social summit discussed i) labour shortages and i) an
industrialand energy policy for a successful Europe delivering quality jobs and sustainable growth.
Social partners alsogave their views oniii) the response tothe United States' Inflation Reduction Act
and measures for the European economy.

Fighting youth unemployment, social exclusionand poverty

Addressing inequalities, affectingyoungpeoplein particular, remainsan important objective for the
European Council. The strategic agenda cautions against the potential ramifications of inaction in
the long term with a risk of generational, territorial and educational divides increasing across the
EU. The COVID-19 crisis and resulting lockdowns caused the percentage of unemployed young
people in the EU to increase sharply from around 15% in 2019 to 18 % in 2020. Then, the rate of
youth unemployment in the EU began falling again, returning to the trend observed prior to the
outbreak of the COVID-19 crisis. In August 2023, the youth unemployment ratewas 14 % in the EU.
In the Porto Declaration, the European Councilagreed to prioritise action to support young people
in accessing the labour market and todeveloptheir skills. EU leaders also emphasised the role of the
Erasmus-+instrumentas a toolto boost youth mobility.

A number of initiatives and actions to boost the levels of youth employment have been introduced.
They mainly focus on educating, reskilling and upskilling, and thusaim at preparing this generation
for the challenges of the twin digital and green transitions as well as the fallout from the Covid-19
pandemic. The aforementioned support includes, butis not limited to the 2020 Youth Employment
Support package, which is built on four branches (i) the reinforced Youth Guarantee (ii) Council
Recommendation on Vocational Education and Training (iii) The European Alliance for
Apprenticeships (iv) the European Network of PublicEmployment services and the Action Plan for
the Social Economy.In June 2023, the European Parliament votedin favourof a report calling on the
Commission to propose a directive on quality traineeships and to update the existing guality
framework for traineeships. The Commission initiated the process in July 2023 through
consultationswith social partners on how the framework could beimproved.

Reducing the number of people at risk of poverty or social exclusion by at least 15 million by 2030
was one of the three headline targets set out in the Commission's EPSR action plan. In the Porto
Declaration, the European Council welcomed this headline ambition. Whilst the number of people
at risk of poverty or social exclusion in the EU-27 fell to 95.3 million in 2022 after it had peaked at
108.7 million in 2012, the relative income of the mostvulnerable has notimproved. In orderto reach
this headline target,Europeaninstitutionsand Member States will have to work together to address
the causes of social exclusion and poverty. In June 2022, EU ministers adopted a recommendation
to increase the number of adults participating in training every year. Insufficient financial support
and time constraints are some of the barriers to adult training that the Council has highlighted. In
March 2023, the European Councilunderlined theimportance of investing in training to ensure an
inclusive digitaland green transition.In October 2023, EU leaders highlighted the need toaccelerate
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work on the EU's competitive edge in digital and clean technologies, by focusing on innovation,
research, educationand skills.

Fair working conditions

Out ofthe 20 principles outlined in the European Pillar of Social Rights, sixrelate to chapter two on
fair working conditions. The European Council stated, in the Porto Declaration, that the
implementation of the principles of the EPSR was essential to ensuring the creation of more and
better jobs in the context of an inclusive recovery. This demonstrates that fair working conditions
areanimportantissue evenatthe highestlevelin the EU.

The Porto Declaration, the Porto Commitment, and the European Pillar of Social Rights Action Plan
all signalled the need to ensure fair working conditions, adequate minimum wages and decent
quality employment conditionsin Europe. These aspects of social Europe are increasingly important
in the aftermath of the Covid-19 pandemic, the current economic context in Europe, and rapid
changesinthelabour marketdueto digitalisation and the transition to a carbon neutraleconomy.

Such changes may make it more difficult to ensure that all workers benefit from fair and dignified
working conditions. Moreover,ensuring adequate minimumwages has become even more salient
since the pandemic has affected low-wage earners predominantly, in particular in the cleaning,
retailand health sectors, but also in long-term care. This was a sensitive subject, as signified by the
differences in language used in the Porto Declaration adopted by EU Leaders and refers to
'defending fair wages', whilst in the Porto Social Commitment signed by social partners, the
European Parliament, the European Commissionand the Portuguese Presidencyreads 'supporting
decent wages'. Nonetheless, on 4 October 2022, the Council adopted the Directive on adequate
minimum wages. The directive does not state the amount at which minimum wagesshould be set,
but provides a framework to promote adequateminimumwages acrossthe EU. More specifically, it
stipulates that Member States shall take measures to enhance access to statutory minimum wage
protection. Denmark brought the directive before the Court of Justice in January 2023 and
requested its annulment on account of the lack of EU competence in the area. The case is still
awaiting the Court's decision.

Empowering people: education and culture

In 2017, an informal meeting in Gothenburg of Heads of State or Government was dedicated to
education and culture. Atthe December 2017 European Council, following a discussionon a leaders'
agenda note on education and culture, EU leaders set outa number of work strands to guide the
work of the institutions and the Member States for the next years. These include strengthening
strategic partnerships among universities (European Universities), facilitating the recognition of
academic diplomas, stepping up youth mobility (Erasmus+), participating in educational activities
(European Student Card), improving digital skills and language learning. The European Council's
Strategic Agenda 2019-24 has emphasised the importance of education and training for both the
economy and the society and called for more investment in people's skills and education. This
sentiment was reiterated in the Porto Declaration.

These objectives contribute to the implementation of the European Education Area, which the
Commission hasset outto achieve by 2025. A communication on the European Education Areawas
released in late September 2020. Moreover, as partof the Skills Agendafor Europe, the Commission
adopted a Councilrecommendation onvocational educationand training, supporting, inter alia, the
establishment of 50 centres for initial training of young people and for up- and reskilling of adults.
Furthermore, in June 2022, the Council made two recommendations to the Member States in the
area of skills:one on individual learning accounts and the other on micro-credentials.

At the special European Council on 9 February 2023, building on the Commission communication
on a Green Deal industrial plan, the European Council outlined five areas in which the EU should
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take action to ensure the EU's long-term competitiveness and support the green and digital
transitions. One of these five areas highlighted by the European Councilis the development of the
relevant skills through education, training, upskilling and reskilling; thisis linked to the fact that the
transition to climate neutrality and digitalisation is expected to have a substantial impact on the
number of jobs and their nature. The importance of skills for the competitiveness of the EU economy
was reiterated at the March 2023 European Council. Furthermore, 2023 has been designated the
European Year of Skills with the goal of helping to address the major skills gap in the EU. The
activities arerunning until 30 April 2024.

Union of equality for all

Ensuring equality betweenwomen and men is both a socialimperative and an economic asset, the
strategic agenda reads. Despite progress in this area, women in the EU earned on average 12.7%
less than men per hour in 2021 while the average pension income gap between women and men
was at 30 % in 2018, with variations among Member States. The December 2017 European Coundi
had underlined the need to prioritise theimplementation of the EU action plan on the gender pay
gap. More recently, in the Porto Declaration, the European Council agreed to increase efforts to
tackle discrimination and close gender gaps in employment, pay and pensions. This is in line with
the second principle of the EPSR and the fundamental principles of the European Union.

Despite the adoption of the Pay Transparency Recommendationin 2014, not allMember States had
pay transparency measuresin place, leading to inconsistency between standardsacrossthe EU. On
4 March 2021, the Commission presented a proposal for a directive on pay transparency, aimed at
introducing measures to ensure that women and men receive equal pay for equal work. On
15 December 2022, the co-legislators reached a political agreement on this file, which was then
confirmed and the directive was published in the Official Journalon 17 May 2023.

E. Challengesahead and outlook

Since the European Council meeting in March 2022, the coronavirus pandemic and health issues
have fallen off the agenda of the European Council; and EU leaders have not given a great deal of
attention to social topics as stand-alone agenda points either. However, certain social issues, such
as the cost of living difficulties linked with therise in inflation or training initiatives to equip the EU
labour force with the skills needed for the twin green and digital transition, have been discussed at
recent European Council meetings in connectionwith economicand competitiveness topics.

In the medium term, as anticipated by the European Council at its meeting in March 2023,
developing digital skills will be an essential aspect of efforts aimedat boosting EU competitiveness
and productivity in the coming years. In October 2023, the European Council took stock of the work
on EU competitiveness and emphasised the need fortrainingto develop the skills necessaryfor the
green and digital transition. Research has shown the potential of digitalisation to improve many
aspects of citizens' lives. EPRS has also highlighted how demographic groups (older people, those
living in rural areas) are experiencing an increasing digital divide. Ensuring that people have the
relevant digital skills and trying to preventa large digital divide in the EU will be key to a successful
transition to a more digital society. As shown by a recent evaluation by the Commission, it is not
only digital skills that need to be improved; labour shortages and skills mismatches are also
increasing and will need to be addressed. The need to address challenges facing the EU labour
market, such as skills and labour shortages, and the digital transition, were mentioned by
Ursulavonder Leyen in her state of the Union speech. Following a request by the European
Parliament on 24 January 2024, the European Commission proposed to revise the directive on
European Works Councils to furtherimprove social dialogue in the EU. EWCs are information and
consultation bodies that ensure that employees areinvolved in decisions related to transnational
issues. They concern companies with more than 1000 employees operating in at least two EU
and/or European Economic Area (EEA) countries.
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Key issuesin the European Council: State of play in March 2024

The European Council has started the process of formulating a new strategic agenda for the new
2024-2029 legislative cycle. European Council President Charles Michel has mentioned the EU's
economicand social base as onearea where EU leaders will need to set outthe EU's future priorities.
Elements of the Granada Declaration, such as a cohesive Europe, provision of social welfare and
action to preserve the social dimension of the single market, indicate what could be some of the
social priorities of the Strategic Agenda 2024-2029. Discussions are expected to intensify atthe next
European Councilmeetings, notablyat the 17-18 April special European Council, which is to discuss
afirst draft for the next Strategic Agenda; a final versionis expected to be adopted in late June 2024,
still under the Belgian rotating Presidency of the Council of the EU. The Belgian Presidengy's
programme envisages consolidating 'the European Pillar of Social Rights, setting forth a robust
socialagenda for 2024-2029'.
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11. Promoting EU interestsand valuesin the world

A.Background

Russia's war on Ukraine has altered the European security architecture profoundly, highlighting its
fragility. During the first year of war, the EU Heads of State or Government held nine - formal and
informal — meetings, where they closely followed the evolution of the situation in Ukraine.In June
2022, the European Council -responding to the European aspirations of the people of Ukraine and
neighbouring Moldova - granted candidate country status to both countries, while expressing its
readiness to grant Georgia candidate country status 'once the priorities specified in the
Commission's opinion on Georgia's membership application have been addressed'. In her 2022
State of the Union speech, President von der Leyen addressed the people of the Western Balkans,
Ukraine, Moldova and Georgia: 'You are part of our family,yourfuture is in our Union, and our Union
is not complete without you! The European Council will, most probably, continue to follow the
evolution of the situation in Ukraine in the months to come, reaffirm the EU's support, and call on
Russia to end its war and withdraw from Ukraine.

The war against Ukraine is the latest display of the revisionist policy Russia has pursued over the past
decade, greatly contributing to the decline of the security landscape in the EU's wider
neighbourhood, through its actionsin Syria, in Libya, in Africa, but also previously in Ukraine, where
it annexed Crimeaiillegally in 2014 and has since conducted a war in Donbas. In previous years, EU
leaders had pointed to the threat posed by Russia's growing assertiveness, including its
disinformation activities, condemned and outlined the illegal character of Russia's annexation of
Crimea, and monitoredthe war in Donbas.

In parallel, the European Council has continued to deal with 'pressing internationalissues', such as
the conflict in the Middle East, Turkey's natural gas exploration within the EU Member States'
exclusive economic zones (EEZs) in the eastern Mediterranean, the situation in Nagorno-Karabakh
and instability in the Sahel. The fragile situation in the Western Balkans also remains a matter of
concern, with EU leaders regularly returning tothe subject. This wasthe casein October 2023, when
they called for de-escalation and for both parties — Kosovo and Serbia - to implement the
Agreement on the Path to Normalisation. While the EU has been determined and united in its
support for Ukraine, defining a united position has been more difficult when responding to other
internationalissues, particularly the conflictin the Middle East.

The return of the United States (US) to multilateralism under the Biden administration offered the
opportunityto strengthen the transatlanticbond and focus on a wide range of areas, from security
to trade and climate change. The President of the US, Joe Biden, hasattendedthe European Coundi
twice since early 2021, once online (March 2021) and morerecently in person (March 2022). At the
latter meeting, President Biden and EU leaders discussed the situation in Ukraine and transatlantic
cooperation, including security and defence cooperation, stressing the unfailing unity binding the
two sides of the Atlantic. Analysts concur that Russia's war on Ukraine has helped strengthen the
transatlantic bond, with NATO and the EU playing complementary roles, the former on collective
defence and the latter on the development of European military capabilities.

The EU's relations with China have been on theEuropeanCouncil'sagendaregularly in recentyears,
most recently in June 2023, when EU leaders adopted conclusions on China for the first time since
2020. These conclusions highlight the political will to move towards a common approach on
relations with China, based on a de-risking strategy. They also expressed concern about human
rights abuses and a willingness to engage with China on global issues, such as climate change and
food security. In December 2020, the EU-China comprehensive agreementon investment was
agreed, but its ratification is on hold for aslongas sanctionson EU entities, Members of the European
Parliament and the Member States' parliaments remain in place. In early December 2023, Charles
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Key issuesin the European Council: State of play in March 2024

Michel and Ursula von der Leyen travelled to China for the firstface-to-face EU China summitin four
years.

B. Legal basis for European Council action

Foreign affairs remain the embodiment of the intergovernmental method in the EU. Decisions
pertaining to foreign and security policy are taken unanimously within the European Council. A few
Treaty-based exceptions, such as the appointment of the High Representative of the Union for
Foreign and Security Policy (hereinafter, the High Representative), allow for the use of qualified
majority voting (QMV). According to Article 31 TEU, the European Council can also decide by
unanimity to extend the list of foreign policy items to which QMV applies, with the exception of
decisions having military and defence implications, where Treaty change s required.

General orientations for foreign and security policy

Articles 15, 16(6), 22, 24 of the Treaty on European Union (TEU): the European Councilidentifies
'theUnion's strategicinterests'and'objectives' andsetsout strategicorientations for the EU, including
for matters of foreign,securityand defence policy.

Article 24(1) TEU: the EU's common foreign and security policy (CFSP), of which defenceis an
integral part,is 'defined and implemented by the European CouncilandtheCouncil'.

European Council preparationand decision-making

Article 16(6) TEU: the Foreign Affairs Council, in cooperation with the President of the European
Council, prepares and ensures the follow-up of the European Council foreign, security and defence
policy meetings.

Articles 15 TEU: the European Council President 'ensures the external representation ofthe Union'
in away thatdoes nothampertheaction of the High Representative.

Articles 18, 22, 24, 31 TEU: unanimity is required in the European Council for foreign and security
policy decisions, unless qualified majority applies (for example, when appointing the High
Representative).UnderArticle31(3), the EuropeanCouncilcan, byunanimity, extend qualified majority
voting to more foreign policy areas than those identifiedin Article31(2) TEU.In his'state of the Union'
addressof September2018, thenEuropean Commission President, Jean-Claude Juncker, called for the
use of this treaty mechanism and for the extension of QMV to cover more foreign policy areas,
including civilian CSDPoperations.

Article 26 TEU:thePresident'shallconvenean extraordinarymeeting ofthe EuropeanCouncil with the
objective of defining 'strategiclines'should theinternationalsituationsorequire. On severaloccasions,
extraordinary meetings have been convened to discussforeign policy matters (forexample, Ukraine
in 2014), while defence has been consideredonlyatregular EuropeanCouncilmeetings.

C. Strategicorientations

The European Council's strategicagenda 2019-2024 identifies the promotionof European interests
and values in the world as one of the main priorities for the years ahead. Thereis an increase of 7%
in attention paid to foreign and security policy in the strategicagenda2019-2024 in comparison to
the 2014-2019 agenda. This can be explained by the rise of international volatility as well as by the
growing awareness amongst EU leaders that 'the EU needs to pursue a strategic course of action
andincreaseits capacity to act autonomously to safeguard its interests'. In this context, EU leaders
decided that, in the next years, priority will continue to be given to four strategic orientations:
1) promotion of EU strategicinterests; 2) a European perspective forthose'European States able and
willing to join' the EU; 3) an ambitious neighbourhood policy; and 4) engagementwith partners.

Promotion of European interests and values. EU leaders put strong emphasis on the need for
unity and coordination, two prerequisites for a 'more assertive and effective' foreign and security
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policy. To protect economic, political and security interests, the EU needs to overcome the silo
approach, leverage all policies and address internal and external challenges in a coordinated
manner. In this context, priority would be given to countering disinformation, supporting
sustainable development, supporting a robust trade policy as well as to boosting an active EU
climate diplomacy. Furthermore, the roadmap for recovery —jointly presentedby President Charles
Micheland President von derLeyen atthe request of theEuropean Council following the coronavirus
outbreak — confirmed the EU's commitment to 'multilateralism and a rules-based international
order',and underlined the Union's 'responsibility' to help shape a globalresponse to the pandemic
The Strategic Compass presented in March 2022 and endorsed by the European Council, puts strong
emphasis on the Union's capacity to act on the world stage, and for that purpose, on the need to 'enhance
the EU's strategic autonomy and its ability to workwith partners to safeguard its values and interests'. In
June 2023, EU leaders acknowledged progress made in implementing the Strategic Compass.

European perspective for those 'able and willing to join' the EU. On 5 February 2020, the
European Commission publisheda communicationon'Enhancing the accession process— A credible
EU perspective for the WesternBalkans'. In this communication, it presented a new methodology for
enlargement negotiations, underlining the merit-based nature of the accession process. A major
change is the introduction of six thematic clusters, which will be open for negotiation as a whole,
with the aim of rendering the accession negotiation process more dynamic. Thefirst cluster on rule
of law will be opened first and remain open until the end of negotiations. On 6 October 2020, the
European Commission published the communication on EU enlargement policy. More recently, in
June 2022, EU leaders granted Ukraine and Moldova candidate country status, and recognised
Georgia's European perspective. In June 2023, at the second EPC Summit, the leaders of Ukraine and
Moldova leaders expressed their strong European aspirations and their countries' willingness to open
accession negotiations by the end 2023. This demand was backed by European Parliament President
Roberta Metsola and enshrined in a resolution of the European Parliament.

An ambitious neighbourhood policy. Commission President von derLeyen underlined that
'working hand in hand with our neighboursand ourpartners'is vital for the EU. In the first quarter of
2020, the European Commission presented a new EasternPartnership strategicdocument outlining
'new long-term policy objectives for the Eastern Partnership'. A renewed agenda for the southern
Mediterranean was adopted by the Council in April 2021. In June 2023, EU leaders welcomed the
conclusion of a comprehensive partnership package with Tunisia and supported the idea of
developing similar partnerships in the region, notably with the aim of tackling illegalimmigration.
Engagement with partners. EU leaders stressed that engaging'on an equalfooting' with partners
both bilaterally and multilaterally is a key elementof a dynamic, effective and'robust'EU foreign and
security policy. To this end, it is expected that the review of regionaland country-related strategies,
initiated as early as 2016 as part of the implementation of the EU Global Strategy, will continue. In
her agenda for Europe, Presidentvonder Leyen called for a comprehensive strategy on Africa, which
was put forward in March 2020, outlining that the EU will continue to support African peace efforts
and step up cooperation on fighting criminal networks. More recently, on 17-18 February 2022, EU
and African Union leaders mettodiscuss long-term partnership onseveral thematicissues, including
growth, health, migration, climate and energy, and peace and security. More recently,on 17-18 July
2023, Brussels hosted the first EU CELAC summit since 2015, seeking to renew the EU partnership
with Latin American and Caribbean states and bring work forward on trade agreementswith Chile,
Mexico and Mercosur.

D. Noteworthy commitments: Specificrequests and follow-up

European perspective for the Western Balkans

The Western Balkansfeatured regularly on the agenda of the European Councilin recent years. The
agenda was dominated by counter-terrorism cooperation, by the need to stem migration on the
Western Balkans route and, morerecently, by enlargement. At the end of 2019, the enlargement
process was in stalemate with several Member States inthe European Council opposing the opening of
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accession negotiations with North Macedonia and Albania, while France was calling for a revision of
the enlargement rules. In February 2020, the European Commission presented a new approach to
enlargement with its communication on 'Enhancing the accession process - A credible EU
perspective for the Western Balkans', the aim of which was to further streamline the accession
process. Subsequently, on 26 March 2020, EU leaders endorsed the General Affairs Council
conclusions, which green-light — under stricter country-related conditionality rules — the opening of
accession negotiations with Albania and North Macedonia,albeit withoutindicating a clear datefor
their start. In July 2022, once a positive outcome to the Bulgaria—North Macedonia dispute was
reached, that accession negotiations with Albania and North Macedonia could be opened. Earlier in
2022, the European Council discussed the worrisome political situation in Bosnia and Herzegovina,
reaffirming the country's European perspective and calling for the finalisation of the long-overdue
constitutional and electoral reform. In December 2022, EU leaders endorsed the conclusions of the
General Affairs Council granting Bosnia and Herzegovina candidate country status. On 8 November
2023, the Commission presented its enlargement package, highlighting that a significant number
of reforms still need to be carried outin the region. The Commission also recommended opening
accession negotiations with Bosnia and Herzegovina, once the country has achieved the necessary
degree of compliance with themembership criteria. In March 2023, the European Council welcomed
the Agreementon the path tonormalisation of relations between Kosovo andSerbia, reachedin the
framework of the EU-facilitated Dialogue led by the High Representative Josep Borrell. EU leaders
described theimplementation of the Agreement asan integral part of KosovoandSerbia's European
path. Most recently,in October2023, EU leaders reiterated supportfor the Western Balkan countries
as they work on their reforms as part of their European path. In November 2023, the Commission
adopted its Growth Plan for the Western Balkans (a €6 billion package for the 2024-2027 period),
which aims to support Western Balkan countries in their socio-economic convergence with the EU
and in accelerating the reforms necessary for EU membership. At the December 2023 European
Council, EU leaders asked the Commission to report before March 2024 on progress in compliance
with the membership criteria for Bosniaand Herzegovina (BiH); if BiH successfully meetsthe criteria,
the European Council would consider opening accession negotiations. EU leaders also called on
North Macedonia to accelerate the completion of the 'constitutional changes' listed in the Council
conclusions of 18 July 2022. As a follow-up to the Western Balkans summit, which preceded the
December 2023 European Council meeting, EU leaders reiterated their commitment to the EU
membership perspective of the Western Balkans, and called on the countries of the region to speed
up EU-related reforms and to advance on regional economicintegration.

Russia's war on Ukraine

The EU leaders were monitoring the situation in Ukraine closely before the start of the war
(December 2021 and 17 February 2022) and have continued to do so since at the meeting since
then: 24 February 2022, 10-11 March 2022, 24-25 March 2022, 30-31 May 2022, 23-24 June 2022, 6-
7 October 2022, 20-210ctober 2022, 15 December 2022, 9 February 2023, 23 March 2023, 29-30 June
2023, 26-27 October 2023 and 14-15 December 2023. They have (re)affirmed the EU's support for
Ukraine's territorial integrity, called on Russia to end its unjustified aggression immediately and
stressed that 'war crimes must stop immediately', expressing confidence in international justice to
hold those responsible to account.The European Council responded in a united manner to Russia's
aggression, giving the green light to successive packages of sanctions and committing to move
quickly on further sanctions.During thefirst year of war, the EU and the Member States offered €67
billion in support to Ukraine, of which €12 billion in military support. The EU offered temporary
protection to all war refugees from Ukraine, as well as assistance to (non-)EU countries coping with
the uninterrupted wave of Ukrainians fleeing the war. Since the start of the war, the President of
Ukraine, Volodymyr Zelenskyy, hasregularly addressed the European Council by video-conference,
calling on EU leaders not to be 'late’in 'preparing Ukraine's membership' of the EU. On 9 February
2023, he addressed the European Council in person, calling for support and warning EU leaders of
Russia's intention to replicate the Ukraine scenario elsewhere. Earlier that day, Zelenskyy had
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addressed the European Parliament at an extraordinary plenary session during which Metsola
stressed that 'our response must be proportional to the threat— and the threat is existential'. Most
recently, on 26 October 2023, Zelenskyy addressed EU leaders by video-link once again. He focused
on Ukraine's progress on the path to EU membership and the importance of this for Ukrainian
people.

From the start of the war, EU leaders praised the courage of the Ukrainiansand strongly emphasised
that the EU would continue to 'offer humanitarian, medical and financial support toall refugees and
the countries hosting them'. At the same time, the European Council has also started discussing
support for the reconstruction of a democratic Ukraine and agreed on the creation of a Ukraine
solidarity trust fund. A donors' conference was held on 5 May 2022. In their attempt to formulate a
long-term response to the crisis, EU leaders adopted the Versailles Declaration, in which they
articulated a medium tolong-term response, identifying theeconomy, energy security, security and
defence, and food security as areas that the EU should bolster in order to strengthen its resilience.
EU leaders stressed their attachmentto a rules-based international order, outlining thatwar crimes
committed in Ukraine would not remain unpunished. EU leaders have also repeatedly expressed
their support for Ukraine's peace formula and the organisation of a global peace summit with the
widest international participation.

At the December 2023 European Council and the February 2024 special meeting, EU leaders
discussed additional funding to support Ukraine — which would include a €50 billion top-up to the
multiannual financial framework (MFF) for Ukraine(non-military support), a €20 billion segment of
the European Peace Facility, €500 million as part of the eight package of assistance measures. In
December, EU leaders did not manage to reach an agreement on the MFF multi-year funding for
Ukraine, as only 26 Member States approved the negotiation boxas proposed by President Michel.
However in February, an agreement was facilitated by a breakfast meeting with Hungarian Prime
Minister Viktor Orbdn (made up of a small group of EU leaders) ahead of the European Coundl
meeting.

In addition, EU leaders discussed the use of extraordinary revenues stemming from frozen Russian
assets, and welcomed the agreement on using them to support Ukraine's recovery and
reconstruction in line with EU and internationallaw. The EU leaders' conclusions opened the way to
the Council decision of 12 February 2024 'immobilising' the assets held by financial institutions in
the EU Member States.

Food security

Food security has not been on the European Council's agenda in the decade prior to the start of
Russia's war against Ukraine. In a world where up to 828 million people were already affected by
hungerin 2021, the war has exacerbated existing food security and affordability issues by causing a
massive shock to food supplies. Both Ukraine and Russia play animportant role in the global food
supply chain.In 2021, they accounted for 28 % of global exports of wheat, 20 % of corn and mineral
fertilisers, and more than 70 % of the world's sunflower oil trade. As highlighted by the European
Councilin March 2023, Russia has been using foodas a weapon since the startof the war, attacking
crops, stealing Ukrainian agricultural products, and blocking exports. The European Council has held
Russia responsible for the crisis it has induced artificially, and which has a global impact. It affects
firstand foremost vulnerable countries. In December 2022, the European Council reiterated its
support for'solidarity lanes". In July 2022, supported by the UN, Russia, Turkeyand Ukraine signed a
deal agreeing to allow Ukrainian grain exports via Black Sea ports. This initiative, backed by the
European Council, played a role in reducing food prices. However, in July 2023, Russia announced
thatit was pulling out of the deal unilaterally. Since this decision, Russia has launched a number of
attacks on Ukraine's maritime infrastructure and agricultural produce storage facilities. Russia has
set out demands that it wants the West to meet, before it will re-join the grain deal. In October 2023,
the European Coundil criticised Russia's actions, which 'weaponise food and undermine global food
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security’. In this light, they called for the capacity of solidarity lanes to be increased and invited the
Commission to propose new measures to address this.

Eastern enlargement

In June 2022, the European Council decided to grant the status of candidate country to Ukraine and
Moldova and signalled its readiness to grant the status of candidate country to Georgia once the priorities
specified in the Commission's opinion on Georgia's membership application have been addressed. In
August 2023, Michel stated in his speech at the Bled Strategic Forum that both the EU and the candidate
countries must be ready for enlargement by 2030; He did so without prior consultation with the
Commission, which then underlined that the process was not based on any target date. Thus, at the
October European Council, EU leaders reiterated the EU's willingness to work closely with Ukraine,
Moldova, and Georgia by supporting their reform efforts. On 8 November 2023, the Commission
recommended that the Council open EU accession negotiations with Ukraine and Moldova, while
granting candidate status to Georgia, once a number of conditions have been fulfilled. Despite
uncertainties ahead of the December 2023 meeting, the European Council managed to reach the
historicdecision to open accession negotiations with Ukraine and Moldova and to grant the status
of candidate country toGeorgia, with the caveat that therelevantstepsset out in the Commission's
recommendations of 8 November 2023 be taken.

Middle East

Therecent escalation of Israeli-Palestinian violence, following the brutal and indiscriminate terrorist
attacks by Hamas across Israelon 7 October 2023, is the most recent chapterin alongstanding and
often violent conflict. The Israeli-Palestinian conflict hasbeen a subject of EU foreign policy debates
for decades. Member States signed the Venice Declaration in 1980, recognisingbothlsrael'sright to
live in peace and security, and the Palestinians' right to self-determination. Since then, the EU has
continually reiterated its commitment to a two-state solution-with an independent Palestine and
Israel co-existing peacefully. On 7 October, Hamas militants launched a terrorist attack on Israeli
territory close to the Gaza Strip, killing 1 200 Israelis and taking roughly 239 hostages. In response,
thelsraeli military declared the country to bein a nationalemergency and launched air strikes and
a ground offensive, which have reportedly resulted in the deaths of over 29 000" Palestinians and
led to a dire humanitarian situationin Gaza.

In contrast with Russia's war against Ukraine, this conflict has demonstrated more division, at times,
between EU leaders.The EU has been criticisedfor its disjointed initial response in thefirstdays after
the Hamas attack. On 15 October 2023, the European Council released a statement outlining its
position: (i) condemnation of Hamas's terrorist attacks; (i) support for Israel's right to defend itself in
line with international law; (iii) a call for the release of hostages; (iv) a call for protection of civilianlives;
(v) attentionto theurgentneed to supply humanitarianaid to civilians; and (vi) a commitment to the
two-state solution. In order to unify the messaging of the various EU actors and address the
escalating situation in the Middle East, European Council President, Charles Michel called an
extraordinary meeting of EU leaders via video-conference on 17 October. Michel emphasised the
importance of settinga common line building on the EU leaders' joint statement of 15 October, as
well as the need to establish a clear and unified course of action. At the meeting, EU leaders
identified four strands of action to guide the work of EU foreign ministers (humanitarianassistance,
engagement with partners, domestic security issues, and migration). On 26 October 2023, EU
leaders reaffirmed the main points of their 15October statement. They also called urgently for
humanitarian access and aid to reach those in need through all necessary measures including
humanitarian corridors and pauses for humanitarian needs. In addition, they called for an
international conference to be convened within six months so as to revive the Middle East peace
process on the basis of a two-state solution. At the December 2023 and February 2024 European

""" The figure reported on 21 February 2024.
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Council meetings, EU leaders discussed the situation in the Middle East, but did not adopt any
conclusions on the matter. The invitation letter for the December meeting stated that Israel had the
right to defend itself 'against Hamas' — the nuanced addition of 'against Hamas' could be a way of
indicating that Israel should do more to prevent civilian casualties (differentiating between
inhabitants of Gaza and Hamas) when addressing the terrorist threat of Hamas. The February meeting
took place in the context of an increasingly volatile security situation in the broader region. When
reporting on the debate, President Michel stated that EU leaders had underlined the need to avoid
regional escalation.

E. Challengesahead and outlook

The EU will continue to face a volatile security situation in its neighbourhood in the years to come.
In this context, the European Council will have to play its Treaty role to the full and continue to set
strategic guidelines for foreign policy action. This requires a regular assessment of the threats and
risks the EuropeanUnion is faced with, asrequested by several Heads of State or Government, in the
'Future of Europe' debate in the European Parliament plenary, and outlined by the Strategic
Compass. It would alsorequire close monitoring of the Western Balkans' progress towards European
integration, reinforced cooperation with allies such as the United States, regular collective debates,
a reassessment of the EU's position regarding China, and continuous support to Ukraine.

According to theindicative leader's agenda for the first half of 2024, externalrelationsis due to be
discussed at boththe March and June regular European Council meetings. Notably, Ukraine is in line
to bediscussed at those meetingsand at the informal European Council meeting in April. However,
Ukraine continues to be a topic in its own right on European Council meeting agendas and is not
covered under the externalrelations section.

European Council members are currently participating in meetings aimed at preparing the next
strategicagenda (2024-2029), which is expected to include foreign and security policy as one of the
main priorities to be addressed in the comingyears. In the Versailles Declaration EU leaders stressed
how Russia's war in Ukraine 'constitutes a tectonicshiftin European history'. They also stated that,
in response to growing instability and security threats, the EU would take more responsibility for its
security and bolster its defence capabilities. The increased international volatility will most likely
lead to increased attention on foreign and security policy in the upcoming strategic agenda, as it
didin 2019.For now, EU leaders recognised that 'the EU needsto pursuea strategic course of action
and increase its capacity to act autonomously', opening the way to longer-term strategicaction in
various policy areas, including security and defence, trade, and energy security, which will most
likely be pursued in the comingyears.
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12. Greater responsibility for our defence

A.Background

The 2019-2024 strategic agenda indicates that European defence cooperation (EDC) remains a
priority for the EUin the years to come. Arollingitem on the agenda of the European Council, EDC
began to gain impetus nearly a decade ago, but the process has accelerated significantly over the
past six years with the introduction of a series of mechanisms - permanentstructured cooperation
(PESCO), and the European Defence Fund (EDF) — aimed at fostering cooperation. Whereas at the
start of the period (2012), the European Council security and defence conclusions included mainly
statementson the need tostrengthendefence cooperation, overtime there has been a progressive
increase in the number of commitments, i.e. concrete policy steps to develop joint initiativesin the
field of defence.

Russia's war on Ukraine has altered Europe's security architecture profoundly, calling into question
the principles of the Helsinki Final Act and the Charter of Paris for a New Europe and giving a new
push to European defence cooperation. On 10-11 March 2022, EU leaders adopted the Versailles
Declaration, affirming their political will to further strengthenand deepen, in close partnership with
NATO, Europeandefence cooperation by inter alia investing moreand better in defence capabilities
and innovative technologies. At its subsequentsummit of 24-25 March 2022, the European Coundi
endorsed the Strategic Compass, the Union's first-ever white paper on defence, which includes
robust language on Russia and clearly reflects the latest developments related to Russia's
'unjustified and unprovokedaggression against Ukraine'. On 30-31 May 2022, the European Coundi
considered the joint communication on the defence investment gaps analysis presented by the
European Commission on its request, strengthening the importance of bolstering European
defence industrial capacities in line with the Versailles Declaration. Progress has since been made,
with different instruments put forward by the European Commission. The European Defence
Industry Reinforcement through Common Procurement Act (EDIRPA) was tabled on 19 July 2022,
followed by the Act in Support of Ammunition Production (ASAP) in May 2023, both havenow been
adopted. The adoption of ASAP marks the first time the EU has used its budget in support of
production in the field of defence. The commitments of the Versailles Declarationand the Strategic
Compass were reaffirmed with the Granada Declaration adopted by the EU leaders at their informal
European Council meeting on 6 October 2023.

Addressing EU leadersin October2022, President Metsola recalled the unjustified natureof Russia's
invasion of Ukraine and stressed the importance of continuing to provide Ukraine with military
assistance, includingair defence systems, tanks and financial support. She stressedthatsecurity and
defence had to be kept at the top of the EU's agenda. At the March 2023 European Council, she
expressed her support for the Council's agreement on the supply and joint procurement of
ammunition, describing it as a'landmarkmoment'for Ukraine andfor Europe. When addressing the
EU leaders during the 26-27 October European Council meeting, Metsola reiterated the need to
show support for Ukraine and the need to keep supporting the countryin military terms.

B. Legal basis for European Council action

The treaty provisions outlined above in the external relations chapter (chapter 10) also apply to
defence cooperation. They are complemented by specific provisions, of which some are discussed
below:

> Article 42(2) TEU:the'progressive framingofa common Uniondefence policy’
may lead to 'common defence' should the European Council 'acting
unanimously' so decide. This treaty provision remains unimplemented to date,
as noaction has yet beentaken by the European Council in supportof ‘common
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defence'.

> Articles 42(6) and 46 TEU and Protocol No 10: Member States willing to make
'more binding commitments' in defence may use permanent structured
cooperation (PESCO) for this purpose. Successive attempts to activate PESCO
remained unsuccessful until December 2017, when 25 EU Member States
expressed their commitment to the mechanism and the European Council
welcomed its launch.

C. Strategicorientations

The European Council's 2019-2024 strategicagenda outlinesfive strategic orientations that will be
pursued up to 2024, namely: 1) strengthening CSDP; 2) cooperation with partners, including the UN,
NATO, and the African Union; 3) addressing new security challenges; 4) support forthe development
of capabilities; and 5) the strengthening of the defence industryand the defence market.

The Strategic Compass process allowed Member States to jointly identify and assess the common
threats and risks to security that the EU faces.In February 2021, the European Council was presented
with theresults of thefirst ever EU threat analysis prepared by the EU's Single Intelligence Analysis
Capacity, based on input from the Member States' intelligence agencies. In October2021, EU leaders
discussed progress on the Strategic Compass at their informal Brdo pri Kranju meeting and
committed to closely monitoring this process until its completion in March 2022, when they finally
endorsed the documentand called for its implementation. The Strategic Compass offersa common
vision of what the EU needs to do for its security and outlines a guide for action as well as practical
proposals and timelines for numerous initiatives that are to be implemented by 2025. One such
initiative — new financing solutions for joint procurement —is key to ensuringthat the vision set out
in the StrategicCompass is met by adequate means. Addressing the EU leaders in Versailles and in
Brussels, the European Parliament President, Roberta Metsola, stressed that the Union 'must make
the EU budget work for our security and defence policy whenever it adds value'. She advocated
more effective use of the EU budget, stressing that EU funding should be channelled 'towards the
causes that need them the most".

The StrategicCompass seeksto bring 'greater coherence and strong common sense of purpose' to
the EU's security and defence efforts. It provides a visionfor the next 5to 10 years as well as practical
proposals and timelines for the coming 3 years. Every year, on the basis of a progress report, the
European Council will discuss and review progress made over the previous 12 months.Basedona
revised threat analysis and the achievement of key objectives, a possible revision is planned for
2025.

D. Noteworthy commitments: Specificrequests and follow-up

A series of cooperative mechanisms - the coordinated annual review on defence (CARD), PESCO,
and the EDF - were introduced since 2016, with the aim of enabling EU Member States to jointly
identify defence capability shortages and, subsequently, to develop new ones. Their interaction is
presentedin Figure 7. Their introduction has boosted the secretarial role of the European Defence
Agency (EDA), progressively leading to anincrease in resources (financial or manpower). It has also
led to the creation in the von der Leyen Commission of the Directorate-General for Industry and
Space, as part of the Internal Market portfolio of Commissioner Thierry Breton.

In response to the May 2022 European Council's call to strengthen the EU's defence industrial
capacities, the Commission started workon three instruments for the short to long term:the EIDRPA,
the ASAP and the European defence investment programme (EDIP), which is expected to be
presentedin March 2024 alongside the European defence industry strategy (EDIS). On EDIRPA, the
co-legislators reached an agreement in June 2023, paving the way for its adoption on 18 October
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2023. The Actin Support of Ammunition Productionwas adopted in record time, as less than three
months elapsed fromthe Commission proposal toits adoptionin July 2023.

Coordinated annual review on defence

The coordinated annual review on defence (CARD) is a voluntary mechanism allowing the
identification of EU Member States' capabilities and shortfalls. The EU leaders tasked the then High
Representative Federica Mogherini with making a proposal to define the mechanism. The CARD
modalities were agreed upon in the Council in the first half of 2017, and the European Defence
Agency (EDA) was tasked with the secretariatwork.The first CARD trial run took placein 2017-2018,
based on a methodology developed by EDA. The exercise showed that defence spending was on
therise, althoughits 2017 level remained in real terms lower than the 2005 level. It has also shown
disparities between Member States as regards their defence investments. Another area of concern
was defence research and technology as Member States were unable to meet the undertaken
collective benchmark of 2% of total defence spending. A first full CARD cycle exercise was
conductedin 2019, based on lessons learned from the trialrun,and afirst report was presented to
the Council on 20 November 2020. In December 2021, a second CARD cycle (2021-2022) was
launched with the aim of supporting the development of European capabilities, whilst offering
Member States solutions tailored to their individual situations. In November 2022, the Foreign
Affairs Council was presented with and adopted the 2022 CARD report, which inter alia makes
recommendations regarding better defence spending, planning and cooperation. In November
2023, the EU defence ministers approvedthe EU capability development priorities, which will serve
as a baseline for different initiatives, including EDA's work within CARD in its third cycle (2023-2024).

Figure 7 — Interaction between CARD, PESCO and the EDF
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Permanent structured cooperation

The European Council agreed to launch Permanent Structured Cooperation (PESCO) in June 2017
to meet the ambitions of the 2016 Global Strategy presented by the High Representative (HR//P),
Josep Borrell. Twenty-five Member States informed the HR/VP of their intention to take part. Then,
in December 2017, the Council formally established PESCO with 25 participating members.
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Aninitial set of 17 PESCO projects was agreed in Councilin March 2018, followed by three additional
sets of projects, raising the number of PESCO projects so far to a total of 68. New projects could be
added and some of the existing ones, following a progress assessment, could be confirmed, re-
grouped or discontinued.Following the Danish referendum vote in favour of waiving the country's opt-
out from the EU's defence policy, Denmark became the 26th member participating in PESCO in May 2023.
Malta remains the only EU Member State not participating in PESCO.

‘Military mobility'is the flagship project — and the only individual PESCO project that the European
Council has focused on so far. It is also the most inclusive PESCO project, with 25 out of 26 PESCO
participating Member States. It is complemented by two other initiatives developed by the
European Commission (the November 2017 joint communication on improving military mobilityin
the EU, funded through the Connecting Europe Facility instrument as a dual-use project), and the
EU-NATO initiative. The overallaim is to facilitate the rapid movement of military capabilities from
oneside of the continent to the other, if need be. After lengthy debates, on 5 November 2020, the
Council adopted the conditions for third-country participation in PESCO projects. To be invited to
participate, non-EU countries must, inter alia, share the values of the EU and have a classified
information exchange agreement with the Union. In November 2022, the Councilrecognised that
the United Kingdom met the requirements for participation in PESCO. The Strategic Compass
underlines the key strategic value of the military mobility project in the context of Russia's military
aggression against Ukraine and emphasises that ongoing implementation efforts will be
accelerated. It also underlines thatthe action plan will be revised,and harmonisation of cross-border
procedures completedby 2025. In the first Strategic Compass annual report, published in March 2023,
HR/VP Josep Borrell emphasized the significance of the November 2022 Action Plan on Military
Mobility and highlighted the Commission's financial support of €1bn for dual-use transport
infrastructure for military mobility in 2022. The next annual report is due to be presented in the
spring of 2024.

European Defence Fund

From December 2016 onwards, the European Council discussed the European Defence Fund (EDF)
at each of its meetings dedicated to matters of defence. The EDF is comprised of two windows, one
dedicated to defence research and another to capabilities. The research window is fully funded by
the EU budget. The capability window includes the development of prototypes co-financed by the
EU budget (20%) and Member States (80%), and an acquisition dimension fully funded by the EU
Member States. In July 2020, the European Councilagreed on an envelope of €7 billion for the EDF
under the forthcoming 2021-2027 MFF; this represents nearly 40% less than the amount initially
proposed by the European Commission backin 2018, namely€11.4 billion. The European Parliament
has on several occasions expressed its concern that reduced funding for key projects such as the
EDF and military mobility would endanger the EU's ability to stand by its level of ambition. The
Strategic Compass recognised that the full potential of the EDF's financial weight should be
harnessed andthat the EU 'should be prepared to match theincreased ambition at Unionlevel with
the adequatelong-termfinancial weight' of the EDF.

Bolstering European defence industrial capacities

In May 2022, the European Council stressed the importance of bolstering European defence
industrial capacities in line with the Versailles Declaration. To this end, the European Commission
presented a shortterm-instrument, the Europeandefence industry reinforcement through common
procurement act (EDIRPA)on 19 July 2022, on which the co-legislators reached a political agreement
on 27 June 2023. The EDIRPA benefits from a budget of €300 million for the period 2022-2025. In
June 2023, EU leaders welcomed the agreementreachedby the co-legislators on EDIRPA (which has
since been adopted) and called on the European Commission tomove speedily to present the EDIP
- which Commissioner Thierry Breton said in October 2023 needed to be ambitious to sustain
capabilities in the long term.The EDIP is a longer-term instrument and would build on EDIRPA and
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aim to foster joint procurementof capabilities developed collaboratively,notably benefitingfrom a
value-added tax (VAT) exemption. The proposal for EDIP is due to be presented by Commissioner
Breton and High Representative Borrell in March 2024. The aim of the proposalis to enable the
defence industry to expand its production capacity further. Moreover, in December 2023 the
European Council taskedthe High Representativeand the Commission, together with the European
Defence Agency, to prepare an over-arching Europeandefence industrial strategy (EDIS), which the
HR/VPis expected to present at the European Council meetingin March 2024.

Faced with the important need for ammunition to support Ukraine and replenish stocks, in
March 2023 EU leaders welcomed the Council's agreement on the three-track proposal on
ammunition (delivery from existing stocks, joint procurementfromindustry,increasing production),
aimed at providing Ukraine with 1 million rounds of artillery ammunition over a 12-month period.
At the European Council meeting on 1 February 2024, however, Commission President von der
Leyen revealed that the EU will only have delivered 520 000 rounds by March 2024 and will only
reach the target of one million rounds at the end of 2024, which the High Representative
acknowledged fellshort of the original commitment to Ukraine. To support the ramp-up of missiles
and ammunition production capacity in the European defence industry, on 3 May 2023 the
Commission presented the ASAP. Adoptedon 20 July 2023, the ASAP will benefit from a budget of
€500 million, of which €240 million was originally allocated to the future EDIRPA. The Commission
is in the process of evaluating the proposals by the manufacturers and due to select the projects
that will benefit from ASAPin February 2024.

Atthe June European Council, President Metsola highlighted the importance of strengthening the
EU's industrial base, and welcomed the progress on EDIRPA and ASAP, stressing that these
regulations will be necessaryto support Ukraine. President Metsola welcomed the determination of
the Member States to deliver the one million ammunition rounds by the end of 2024, amid the
difficulty in meeting the original March 2024 target.

E. Challengesahead and outlook

The European Council has regularly monitored progress in security and defence cooperation and
will continue to do so in the months to come as commitments undertaken under the Versailles
Declaration and the Strategic Compass start being implemented. The European Council underlined on
1 February 2024 that more needed to be done to implement the objectives of the Declaration and the
Strategic Compass. Defence cooperation remains a priority for both the European Council and the
European Commission; however, only the latter sets worktowardsa European Defence Union as an
objective to attain, whilst the European Council only calls on the EU to take 'greater responsibility
for its own security and defence, in particular by enhancing defence investment, capability
development and operational readiness".

Defence and security will most likely feature in the upcoming discussions on the new strategic
agenda, as Charles Michel has outlined security and defence capabilities as one of the four main
areas and a priority after the informal meeting in Granada. The Commission has announced new
proposals and initiativesto fulfil the requests made by the European Council, including a European
defenceindustrial strategy, supported by an ambitious European defence investment programme,
which, according to Thierry Breton, seeks to enhance the EU's defence capabilities and industrial
base beyond 2025. According to the Commission's 2024 work programme, the strategy will be
presented during the first quarter of 2024, after consultations with the Member States began in
October 2023. The High Representative is expected to present the strategy to the leaders at the
European Councilmeeting in March 2024. On 1 February 2024, the European Council called on the
High Representative and the Counciltoreach an agreement onincreasing the support for Ukraine
within the European Peace Facility based on the proposal by the High Representative. President
Metsola also stressed that it was of utmost importance to provide substantial and predictable
financialassistance to Ukraine's military.
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13. Free and fair trade

A.Background

Profound changeshaveoccurredin the globaltradinglandscape, with common rules and standards
guestioned and new actors entering the world stage. A high level of economicinterconnectedness
andtheineluctablerise of emerging economies onthe global level, notably China,have highlighted
differences across economic systems and divergences over the impact of certain policies and
practices in the global economy. Recent crises, such as the coronavirus pandemicand Russia's war
in Ukraine, have caused countriesand economicblocs to rethink theirtrade-related vulnerabilities.

The existential threat to the core of the multilateral trading system, which seemedto be dwindling,
is now facing new challenges. The EU and US have different priorities and visionsfor reforming the
WTO, the WTO two-step dispute settlement system remains blocked and the lack of fruitful
multilateral negotiations for a numberyearsis jeopardising therelevance of the WTO system. These
trends have been further reinforced by the Russianinvasion of Ukraine, which has created a fault
line with the EU, US and Ukraine refusing to be in the same room as Russia during small group
negotiations.

The election of US President Biden in November 2020 and the subsequent EU-US summit in June
2021 gave rise to new dynamics in EU-US traderelations. The worsening of EU-China relations was
apparent in 2021-2023, and remains difficult in 2024, despite the resumption of the EU-China
Human Rights Dialogue aftera three-year standstilland an EU-China Summit on7-8 December 2023.
As for relations betweenthe EU and the UnitedKingdom, they havetakena more positive step with
theagreement onthe Windsor Framework.

B. Legal basis for European Council action

Article 22(1) of the Treaty on European Union (TEU): On the basis of the principles
and objectives set outin Article 21 TEU, the European Council shallidentify the
strategic interests and objectives of the Union. Decisions of the European
Councilon thestrategicinterestsand objectives of the Union shallrelate to the
common foreign and security policy and to other areas of the external action of
the Union.

Such decisions may concern the relations of the Union with a specific country or
region or may be thematicinapproach[...].

Article 216(1) of the Treaty on the Functioning of the EU (TFEU): The Union may
conclude an agreement with one or more third countries or international
organisations where the Treaties so provide or where the conclusion of an
agreementis necessaryin orderto achieve, within the framework of the Union's
policies, one of the objectives referred toin the Treaties, or is provided forin a
legally binding Union act or is likely to affect common rules or alter their scope.

Article 16(6) TEU: The Foreign Affairs Council shall elaborate the Union's external
action on the basis of strategic guidelines laid down by the European Coundi
andensurethatthe Union'sactionis consistent.

C. Strategicorientations

'Relationswith strategic partners, including ourtransatlantic partners, and emerging powers have to
be a key component of a robust foreign policy' the European Council strategicagendareads. The EU
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is to take a holisticapproach, redesign andrealignits policies to better cope with a rapidly changing
environment. Guaranteeing a level playing field hasbecome the EU mantra, especially with respect to
trade policy, which has taken centre stage in recent years. EU leaders have therefore placed strong
emphasis on 'ensuring fair competition within the EU and on the global stage, promoting market
access, fighting unfair practices, extraterritorial measures and security risks from third countries, and
securing our strategic supply chains'. In this context, the EU continues to pursue '‘an ambitious and
robust trade policy ensuring fair competition, reciprocity and mutual benefits, both at the multilateral
levelin a reformed WTO and in bilateral relations between theEU and its partners'.

The need for the EU to show unity and assertiveness on the global stage can indeed be seen as a
running thread throughoutthe European Council strategicagenda. This focus on unity and on the
EU's ability to act to respond togeopolitical events has been reinforced in the Versailles Declaration.

D. Noteworthy commitments: Specific requests and follow-up

Global supply chain strain

The COVID-19 pandemicand Russia'sunprovoked invasionof Ukraine have exposedlong-standing
vulnerabilities in global supply chains,and shownhow disruptionto them can negatively affectboth
the economy and society. As a result, businesses and policymakers are readjusting their priorities
and moving towards more resilient supply chains. In the Versailles Declaration, the European
Council called for building 'European sovereignty, reducing ourdependencies and designing a new
growth and investment model for 2030'". EU leaders also highlighted some of the EU's strategic
dependencies (critical raw material, semiconductors, health, digital, and food). The EU has made
some progress in addressing these dependencies: the Commission has, for example, proposed the
EU chips act, which will ensure that strategic parts of the supply chain for semi-conductors will be
producedintheEUin future.Notallresourcesare available in Europe, however;diversifying supply
chains will therefore also help reduce EU dependency on a single trade partner.

Russia's invasion of Ukraine has puta strain on the global food supply chain. Russia and Ukraine are
important global exporters of wheat, corn, mineral fertiliser, and sunflower oil. EU leaders have
directly denounced Russia's illegal seizure, destruction, and blockage of Ukrainian agricultural
produce. And, European Council President Charles Michel has several times clearly underlined,
notably when speakingat the United Nations in June 2022, thatfood security issues werenot caused
by EU sanctions, but rather by Russia 'stealing grain, blockading ports and targeting agricultural
resources. Concerned about how to get millions of tonnes of Ukrainian grain out of the country, EU
leaders signalled their support for solidarity lanes, as well as for UN attempts to unblock exports
through an agreement on secure corridors between Russia, Turkey and Ukraine. At European
Council meetings in May and June 2022, EU leaders considered ways to bolster food security and
affordability by facilitating food exports from Ukraine and reducing disruptions to fertiliser
manufacturing. They signalled their support for specific initiatives at EU and international levels,
such as 'solidarity lanes'and the Food and Agriculture Resilience Mission.

Learning from the supply chain vulnerability that was unmasked by COVID-19 and Russia's invasion
of Ukraine, supply chain diversification continues to be an important consideration for EU leaders
and policymaker. In February 2023, the European Council called for the development of resilient,
diversified and reliable supply chains, particularly in terms of access to critical raw materials. The EU
may seek to conclude morefree-trade agreements as part of its efforts to diversify its supply chains.
Recently the EU reached an agreement in principle on a new EU-Chile Advanced Framework
Agreement, which was signed by both sides on 13 December 2023. At the EU-CELAC summit, the
EU and Chile signed a memorandum of understanding on sustainable raw materials value chains.
This further emphasises the importance the EU is placing on diversifying its trade partnerships,
particularly for critical materials. Going forward the EU will look to conclude free trade agreements
with other countries that have access to critical materials. At the meeting in March 2023, the
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European Councilemphasised thatstable and sustainable supply chains were necessaryfor the twin
transitionsto be successfuland animportant elementin the EU's long-term competiveness.

In November 2023, the EU concluded a Free Trade Agreementwith New Zealand. It is the first of the
EU's trade agreementsto include the EU'snew approach totrade andsustainable development.The
Granada Declaration of October 2023 emphasised the importance of 'strengthening and
diversifying our supply chains, fostering partnership, trade andinvestmentagreements, promoting
sustainable development to meet our agreed goals towards net-zero emissions'. The European
Parliament gaveits consent to the trade agreement duringits November plenary session.

Pushing for WTO reform

The WTO has been under significant pressure in recent yearsdue tothe US blockage of nominations
of members to the WTO Appellate Body, secondand highest instance of the WTOdispute settlement
system. The Appellate Body has no remaining judges and can no longer accept any new appeals.
The European Council stated its concern regarding the paralysis of the WTO's dispute settlement
mechanism. Underlying issues behind the current challenges faced by the WTO include: i) the
difficulty of reconciling different economic models, notably the liberal market economies such as
the US with the state-led economic model led by China; ii) disagreement about the definition of
what constitutes a developing country, which under the WTO rules, enables countries to claim
special and differential treatment. Questionshavethusbeen raisedas to whether theWTO rulesare
still fit to address today's economic realities, e.g. digital trade, and whether they still allow its
members to effectively counterunfair trade practices.

At a previous European Council meeting, EU leaders addressed this issue and invited the
Commission to work together with like-minded partners towards a reform of the institution in its
three areas: rule-making, dispute settlementand monitoring. In February 2021, the Commission
released the Trade Policy Review, a trade strategy for the next decade that prioritises WTO reform,
with one annex focusing solely on WTO reform. At the February 2023 special European Coundl
meeting, EU leaders highlighted thatsupportingthe WTO anda multilateral rules-based system will
be key to strengthening Europe's sovereignty and prosperity. In February 2023, the EU also
submitted its proposal for improving the deliberative function of the WTO. This forms part of a
broader discussion on WTO reform (including the functioning of the dispute settlement system),
which was a key topic at the Ministerial Conference in Abu Dhabi (MC13) in February 2024. As
reiterated by the Commission, 'A fully functioning WTO disputesettlementsystem by 2024 remains
the EU's top priority for WTO reform'. Nevertheless, officials at MC13 did not reach any agreement
of substanceregarding WTO dispute settlementreform.

Improved EU-US traderelations

The EU and the US have not concluded a free trade agreement, despite beingamong each other's
largest trade and investment partners. The most recent attempt to reach an agreement was
between 2013 and 2016; however, the negotiationson the TTIP were formally closed in 2019.

In June 2021, both sides agreed to end the Airbus-Boeing dispute thatlasted 17 years. In May 2021,
the EU and the US also agreed to begin discussions to resolve their ongoing section 232 steel and
aluminium conflict, which corroded EU-US trade relations during the Trump-era. In October 2021,
both sides agreed to a truce, resulting in the US replacing section 232 tariffs with tariff rate quotas
for the next 2 years. October 2023 was theinitial deadline forreaching an agreement on this dispute.
However, as no agreement could be reached at the EU-US Summitin Washington, negotiations are
set to continue untilthe end of December 2023.

In December 2020, the EU proposed the idea of the Trade and Technology Council (TTC) as a forum
for the EU and the US to coordinate approaches on a number of important issues, including on
extending the transatlantic trade and investment relationship. At the EU-US Summit in June 2021,
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both sides agreed to establish the TTC and the first ministerial level meeting took place on
29-30 September 2021. The TTC includes 10 working groups that will each cooperate on a specific
topicand it will continue to meet periodically at political level. The TTC may also serve as a forumto
resolve differences betweenthe EU and US on sensitive upcoming issues. According to Commission
Executive Vice-President Margrethe Vestager, the TTC has helped the EU and US to respond to the
Russian invasion of Ukraine by facilitating ongoing communication between both sides of the
Atlantic, thus helping to speed up and align their responses. A key outcome of the December 2022
TTC was the agreement to launch the Transatlanticinitiative on Sustainable Trade. The objective of
the initiative is to boost the TTC's work in support of the transition to a low-carbon economy and
explore areas of cooperation in terms of trade and environmental sustainability. After the fifth TTC
meetingin January 2024 in Washington, the next TTCis due to take place in April 2024 in Belgium.

In August 2022, the US introduced its Inflation Reduction Act (IRA). While welcoming this move as a
sign of the US' commitment to investing in the decarbonisation of the US economy, it placed some
strain on EU-US relationship. A major EU concern is that the IRA discriminates against EU
manufactured productsand could cause a subsidy race as wellas an uneven playingfield. However,
a dedicated task force has been established with a view to solving theseissues.

EU-China trade andinvestment relations

The EU's engagement with China covers a large number of areas (over 60 sectoral dialogues), the
traderelationship being the most developed area of cooperation. At the virtual EU-China Leaders'
meeting on 30 December 2020, leaders concluded in principle the negotiations on the EU-China
Comprehensive Agreement on Investments (CAl). The CAl was meant to replace the 26 existing
bilateralinvestment promotionand protectionagreements between China and EU Member States.
However, due to concerns around human rights issues in China, ratification became increasingly
unlikely following the introduction of the first EU-sanctionsagainst Chinain 30 years in March 2021.
The Chinese Foreign Ministry retaliated by introducing sanctions against 10 Europeans, including
five Members of the European Parliament. In May 2021, European Parliament then passed a
resolution stating that it would not consider ratifyingthe CAlwhile the sanctions remainin place.

In 2022, the EU-Chinarelationship has furtherdeteriorated. When Taiwan opened a representative
office in Lithuania, China reportedly responded by imposing an import ban, an export ban and
restriction of services to and from Lithuania or linked to Lithuania. This led to the EU launching a
case against China at the WTO for 'discriminatory trade practices' that impact both Lithuania and
the EU single market. In recent months, Lithuania's exports to China have resumed. As a result, the
EU has requested that the WTO dispute settlement panel, which was working on the case, suspend
proceedings.

On 21 October 2022, the European Councilheld a strategicdiscussion on the EU'srelationship with
China, which lasted over three hours but without written conclusions. When summarising the
discussion, Michel mentioned three elements. The European Council's commitment to more
reciprocity and balance, especially in terms of economic relations between China and the EU, was
oneofthose.In May 2023, at an informal meeting in Sweden, EU foreign ministers agreed to reduce
the EU's economic dependence on China. In his press conference after the meeting, High
Representative Josep Borrell stated that he would work on a paper to be presented at the next
European Councilmeeting, based on the one he had presented at that meeting, taking intoaccount
the considerations raised by the various Member States. At the June European Council, EU leaders
converged towards a position on China. In the conclusions, trade was one of the areas of EU-China
relations thatwas specifically addressed. Asregards EU-China trade, EU leaders stressed that the two
blocks would remain important partners, but that the EU would seek to ensure the economic
relationship is balanced, reciprocal and mutually beneficial. In line with the Versailles Declaration
and recent conclusions on trade in general, EU leaders noted that the EU will 'continue to reduce
critical dependencies and vulnerabilities, including in its supply chains, and will de-risk and diversify
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where necessary and appropriate'. However, this was the first time that the European Coundi
conclusions made this statement specifically about their trade and economic relationship with
China.

In December 2023, Presidents Michel and von der Leyen attended the first in-person EU-China
summit since 2019. They met Chinese President Xi Jinping and Premier Li Qiang. Trade was one of
the main discussion points, and the EU side stressed the importance of rebalancing the trade
relationship —the EU's trade deficit with China has reached an all-time high of almost €400 billion.

EU-UK relations

On 1 February 2020, the Withdrawal Agreement entered into force and opened a transition period
as the UK left the EU. On 24 December 2020 when the European Commission (negotiating on behalf
of the EU) and the UK reached an agreement on their future relationship. The Counciladopted the
decision on the EU-UK Trade and Cooperation Agreement (TCA) on 29 December 2020. European
Council President, Charles Michel, and European Commission President, Ursula von der Leyen,
signed the agreement on behalf of the EU, and Prime Minister, Boris Johnson, on behalf of the UK,
on 30 December 2020. The Agreement entered into forceon 1 May 2021. At the May 2021 meeting,
the European Council welcomed the entry intoforce of the TCA.

The Agreement set out the conditions of the new partnership between the EU and the UK and
consists of three main parts: (i) a Free Trade Agreement (FTA); (ii) a close partnership on citizens'
security; (i) an overarching governance framework. The Agreement foresees that there will be no
tariffs or quotason trade in goods, however tradewill be subject to some barriers, such asincreased
customs bureaucracy. The Agreement covers trade in goods and services, butalso other areas of
importance for trade and competition, such as investment, subsidy control, and taxtransparency.

Theintroduction of the TCA hasnotresolved allthe tradeissues betweenthe twosides.In July 2021,
the UK called for a 'standstill period' and the renegotiation of the Northern Ireland Protocol. The
Commission agreed to halt legal proceedings, but maintained that the Protocol was not up for
renegotiation. In July 2022, in addition to the infringement procedures launched in June, the
European Commission initiatedfour separate legal proceedingsagainstthe UK, to protect the EU's
commercial interests and ensure compliance with the Northern Ireland Protocol. Through the
NorthernIreland Protocol bill, the UK has sought to unilaterally disregard elements of the protocol.
In March 2022, the Commissionproposedan instrumentthatwould empowerit to take action if the
UK breaches the TCA or the Withdrawal Agreement. In February 2023, the European Parliament
approved theinstrument during a plenary session. EU-UK trade relations took a more positive turn
on 27 February 2023, when it was announced that an agreementhad been reached in principle on
the Windsor Framework. The framework outlines new arrangements forthe Protocol on Ireland and
Northern Ireland. In May 2023, the European Parliament endorsed the Windsor Framework,
implementing legislation proposed by the Commission. The framework came into force on 1
October 2023.

Strong and fair trade

The European Council has been calling for the EU to enhance its trade defence capabilities for a
number of years already. It reiterated this call in the Versailles Declaration and at the special
European Council in February 2023, insisting on need to complement the trade and competition
policy toolboxwith instrumentsto defend the EU from unfair trade practices by third countries. On
3 October 2023, Parliament approved the new anti-coercion instrument, which was then adopted
by Councilon 23 October. The instrument will form part of a wider array of trade defence measures
developed by the EU. Other developments in the EU trade defence arsenal include the amended
Enforcement Regulation, the EU foreign investment screening mechanism, the new industrial
strategy,anda proposal for a directive on corporate sustainability due diligence.
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https://bills.parliament.uk/bills/3182
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2022%3A89%3AFIN&qid=1647240636430
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https://ec.europa.eu/commission/presscorner/detail/en/statement_23_1270
https://www.europarl.europa.eu/news/en/agenda/briefing/2023-05-08/16/eu-uk-relations-meps-to-vote-on-three-laws-to-implement-the-windsor-framework
https://www.consilium.europa.eu/media/23985/22-23-euco-final-conclusions.pdf
https://www.europarl.europa.eu/news/en/press-room/20230929IPR06122/meps-adopt-new-trade-tool-to-defend-eu-from-economic-blackmail
https://www.consilium.europa.eu/en/press/press-releases/2023/10/23/trade-council-adopts-a-regulation-to-protect-the-eu-from-third-country-economic-coercion/
https://epthinktank.eu/2022/03/14/proposed-anti-coercion-instrument-eu-legislation-in-progress/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.L_.2021.049.01.0001.01.ENG&toc=OJ%3AL%3A2021%3A049%3ATOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.L_.2021.049.01.0001.01.ENG&toc=OJ%3AL%3A2021%3A049%3ATOC
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_1867
https://ec.europa.eu/info/files/communication-updating-2020-new-industrial-strategy-building-stronger-single-market-europes-recovery_en
https://ec.europa.eu/info/files/communication-updating-2020-new-industrial-strategy-building-stronger-single-market-europes-recovery_en
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The latter proposal on corporate sustainability due diligence, put forward by the Commission in
February 2022, would oblige companiesto monitorrespectfor human rights and mitigate negative
environmentalimpacts throughout their supply chains.In December 2023, the Parliament and the
Council had reached a provisional agreement. However, on 9 February 2024 Member States were
unabletoreach anagreementin COREPER,and the vote was postponed.

E. Challengesahead and outlook

President Michel had placed clear emphasis on trade, by designating it as the EU's 'most effective
tool' to exert global influence. In the Versailles Declaration, the European Council signalled the
importance of a robust EU trade policy to respond effectively to 'growing instability, strategic
competition and security threats'. This suggeststhattrade maybeincreasingly usedby the EU as an
instrumentto achieve its objectives, with the European Council, which has held a strategic informal
discussion on trade, providing the necessary guidancein this respect.

At the March 2023 European Council, EU leaders held a strategic discussion on the geopolitical
aspects of trade, clearly underlining the importance of trade for the competitiveness of the EU
economy. Previously, in February 2023, EU leaders had also highlighted trade as one of the tools
that could be used as leverage to ensure swift and effective returnsto third countries, as migration
re-emerged on the European Council agenda. This indicates that trade is coming back onto the
agenda of the European Council, notnecessarily asa stand-alone topic fordiscussion, but most likely
as anissuethat will permeate otherpolicy areas.

Atthe 2023 EU ambassadors' conference, Ursula von der Leyen noted that China was the EU's most
important trading partnerfor tradein goods; at the same time, she pointed to China's unfair and at
times predatory practices distorting the EU single market, including trade coercion, boycotts of
European goods, and export controls on critical raw materials.

As it gets closer to the European Parliament electionsand all the knock-on effects they will have, EU
policymakers will be trying to finalise any trade legislation (suchas the corporate sustainability due
diligence directive) that should be in the EU's Official Journal before the elections.

In that context, according to the European Council's provisional Leaders' Agenda, trade is high on
theagenda of issues to be discussed by EU leaders at the March 2024 Summit.
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