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I. Challenges

The European Union has started 2007 in good ecanbealth. Forecast growth rates
for the coming years are well above 2% on averagmany EU countries confidence
is growing among companies and households, thegigtobal economy is

stimulating exports, labour markets are picking lupdget consolidation appears to be
gaining ground in many countries, price rises ait@iw the European Central Bank’s
expectations.

These developments demonstrate that structuralmafpay off. The efforts made by
many Member States are beginning to bear fruit.98bdating public budgets,
reducing the tax burden on companies and househwlalsng social and health
systems sustainable, deregulating labour marketdansting research, development
and innovation — it is clear that these things work

In other words, many economic indicators for the &¥ encouraging. But we must
interpret these figures correctly. Because theynatosignal that the reform process in
Europe has been successfully completed. On theargnthey are an invitation to
redouble reform efforts in the EU, in order to secaur economic success. On this
point, BDI and BDA are at one with BUSINESSEURORg Confederation of
European Business.

Europe is lagging behind on an international conspar. And falling short of what it
needs to do. Fifty years after the Treaty of Roameund twenty years after the
ambitious “Internal Market 1992” project and fiftegears after the Maastricht Treaty,
Europe can only maintain its strength if it ensysesfitable value creation in the EU.
Higher productivity and more innovations can stitéeg Europe’s international
competitiveness and its attractiveness as a latéiobusiness. Higher productivity
and more innovations generate the growth ratesiwdiie needed to underpin the level
of well-being in Europe on a sustainable basis. Am&y also help adequately to meet
the challenges posed by an ageing society — andstheciated consequences for
market developments and social systems.

According to forecasts, Europe’s working-age popaiawill be one fifth smaller than
it is today in 2050. The number of over-65s wiltiease by more than 60%. The
average proportion of persons of retirement age percentage of the population of
working age will double by the same date, incregsmaround 50%. Demographic
developments could help to shrink potential groimtthe EU from today’s 2-2.25% to
1.25% by 2040. To that can be added the lower eynpémit rate of older workers.
Ever fewer workers, ever more benefit claimantgrexore people of retirement age:
these are immense challenges.

A common approach, a clear strategy is still weatéterminant for more
competitiveness, jobs and welfare across Europ200 the EU agreed the Lisbon
strategy, whereby it set itself the ambitious gafabecoming the most competitive
economic region. By 2010. The EU can no longer ri@stobjective. But Europe can
markedly increase its competitiveness by 201Q. thikes on the challenges. If it acts
more rapidly and with greater courage.

A close look shows that the weaknesses are unchabBgeope suffers from slow
growth. True, growth in the EU is currently verytisiactory. But it is not even half as
strong as growth in the global economy. That grow#s almost 5% last year. And
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Europe gains less than other regions from the esiparof world trade. According to
WTO, world trade grew by 6%. The EU’s external &day just 3.5%.

And the EU is losing relative to the USA. Until thed-1970s the Community was
continuously catching up with the USA in terms ef papita GDP. However, after a
period of stabilisation, the EU is now losing grdusince 1996 EU per capita GDP
has been increasing by an annual 0.4% less thadrilted States. Europe’s largest
continental economies — Germany, France and Itdgve grown around one third
more slowly than the American benchmark since 198@ EU’s growth potential is
estimated at around 2% a year — against almost 813%@ USA. Whereas labour
productivity in Europe grew more rapidly than aardise Atlantic for decades, the
situation has now reversed. In the period 19960@32 productivity in the EU
increased annually by 1.4% — in the USA by 2.2%d Aris despite the fact that
productivity in the EU is only 80% of the level agbed in the USA.

And Europe has an employment weakness. Despitevatlyiin employment over the
last year, developments on the labour market areaovincing on an international
comparison. In 2006 the 7.9% unemployment ratéénEU was markedly higher than
the USA’s 4.6% rate or Japan’s 4.1%. The OECD ayemas also well below the
European rate at 6%. What is dramatic is the difiee for the long-term unemployed:
in 2005 this was six and a half times higher in Buwgthan in the USA.

Europe also has an innovation weakness. Global etitign between locations
today’s means first and foremost innovation contpmeti It is true that the innovation
gap between the EU and the USA has narrowed oedatt four years. But it is still
far from closed. The USA’s advantage is based anuthgr things on better
availability of risk capital for entrepreneurs, igliner proportion of the population with
university education and a larger number of patdaasope invests too little in
research and development: EU-25 scarcely 1.9% d? GBe USA 2.7%. Added to
that, the USA invests more in education. A consagaein the period from 1980 to
2003, US scientists won twice as many Nobel praetheir European counterparts.
And: in 2004 26.8% of all US exports were high-tecthe comparable figures for
Japan and Europe are 22.4% and 18.4% respectiMedyopportunities presented by
new technologies are not exploited with sufficidetermination, even if they are
determinant for productivity and growth. By wayefample, that is the case for
information and communication technology (ICT): akhthree quarters of the world’s
leading ICT businesses are based in the USA.

Weights in the world’s economy are shifting at anpressively rapid rate. According
to a 2003 study, China will overtake the USA aswleld’s largest economy in 2035.
Similarly, China and India will enjoy annual growthites of at least 6% in coming
decades. Twenty years ago, 10% of global indugbriedluction came from developing
or emerging countries. By 2020, the share of Chim@ India alone could reach 50%.
In addition, the Chinese economy is consistently mpidly increasing the share of
knowledge-intensive products in its exports. Thaltgalue of Chinese exports of ICT
products was around 329 billion US dollars in 208glcompared with only 35 billion
in 1996. OECD calculates that China exported m&/E products than the USA in
2004. More than one quarter of a million enginegedduate from India’s universities
each year. As the leading location for off-shoropgerations, the country dominates
global trade in IT services and IT-assisted busimesdels.
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Does that mean that Europe has been left behirtdebi SA and outstripped by Asia?
A lot of people in the EU think so. But that is wp Globalisation is not a zero-sum
game. It was not inevitable that Europe’s econohnusd perform relatively worse in
past years. It is also the result of political démis. The EU can become a stronger
winner from globalisation.

Many companies in Europe have seen the writinghenwtall. They have established
global production networks and driven the interoiadil division of labour forward.
Taking part in the global division of labour today longer means only or mainly
exports or imports of goods and services. Wheréasagitrade has developed much
more dynamically than world production, cross-bordieect investments have
increased at an even faster rate. Local produdéioitities, stakes in local businesses
or pure portfolio investments extend the spectrdilusiness options. This means that
markets can be opened better, cost advantagesitisesd. While in the past it was
almost exclusively large groups that developedobal dimension, today international
options are open to small and medium-sized enwpriSMES are also increasingly
global players.

In other words, globalisation is a condition foogth, jobs and well-being in Europe
—and in Germany. Year on year, exporters makeoagtcontribution to growth,
without which Germany would have long been in recas The DAX-30 companies
earn 74% of their turnover abroad. Some SMEs haperé shares of more than 90%.
And the trend towards gaining overseas marketsimaoes. The share of exports in
German GDP is increasing steadily and now accdontsiore than 40%. Two out of
every five euros are earned abroad. That has antefh the labour market: just under
one quarter of German jobs — almost nine milliasepend on the export economy.
New jobs in Germany are today created in particblacompanies which are
successful in overseas trade.

In order to be able to make the most of the oppdtias of globalisation, companies have
carried through sometimes painful restructuringcpsses. Almost everything has
changed in business: structures are slimmer, pgesdsave been optimised. The
challenge is to be a market winner. And that mefiasige.

Change - the same also applies for all societiekimg change possible should be at the
heart of responsible policy-making. At both natioarad European level. It is true that
some countries have made remarkable progress.henduropean level has in part also
successfully readjusted framework conditions. Buweating challenges and seizing
opportunities will only be successful if we cleaityensify our reform efforts. We have
the choice.

Europe holds the lever for economic success invits hands. The European Union
has major strengths: extremely well educated pedyihly innovative companies,
closely meshed networks of science and businessnafl and medium-sized
enterprises, the largest internal market in theldverand a unique quality of life.
Capitalising on Europe’s strengths — but that rexpiclear objectives — as well as the
will to achieve them. A priority for Europe’s pojianakers must be competitiveness.
On a firm foundation: market economy and compaetition that foundation, Europe’s
comparative advantages can be developed, valuéaremd employment potential
can be realised.
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Europe must take a more offensive stance vis-dhé@shallenges: value creation
before redistribution, supply before demand, striaitreforms before treating
symptoms. Ultimately, what sounds like the “coldatted” market is good for
everybody. Because social balance and ecologicagrpss only function from a solid
base: economic success. Europe must take thedegigions. Courageously — and
consistently.



BDI / BDA - Position paper 9
Capitalising on Europe’s strengths. Recommendations for a more competitive European Union

[l. Where are we now?

In recent years Europe’s policy-makers have resghimany of the central areas
where action is needed — and sometimes also acteatdingly. A snapshot of the
current situation shows that European policy-makengee made some important
progress since 2000 in improving the economic fraor& conditions in Europe in
the light of the new challenges.

Lisbon cycle

On 23-24 March 2000 heads of state and governnggeed a new strategic goal for
the EU at an extraordinary meeting in Lisbon: Eeregms to become the most
competitive and dynamic knowledge-based econongimneof the world by 2010.

Implementation of the new strategy has subsequéetiy the subject of numerous
reports by the European Commission. These repectsgnise a strong industrial base,
efficient EU regulation and a strengthening of draald medium-sized enterprises as
essential elements for the strategy’s success amupE’s competitiveness.

In spring 2004 the Commission set up an indepenidigtlevel group of experts
headed by Wim Kok as part of the mid-term reviewhs Lisbon strategy. The
experts presented their report in November 2004. [@tier identified inadequate
implementation of the agenda, in particular by Mem$8tates, as well as a relative
loss of competitiveness vis-a-vis competitors Amid the USA.

The Commission took up the Kok report’s recommeinaist In its communication

in preparation of the spring summit, it invited @euncil to breathe new life into the
Lisbon strategy, in particular by focusing moresdly on measures for growth,
competitiveness and jobs (COM 2005/24).

At its meeting on 22-23 March 2005, the Europeanreid took stock of successes

in the framework of the Lisbon strategy. It ascextd clear lags and called for urgent
political action. The importance of growth and catipiveness was moved into the
foreground. Investments in research, educationimmalvation, creation of more
flexible labour markets, reduction of the admirasitre burden on companies, open
service markets and a more harmonious relationséiyween growth and
environmental protection was intended to give tinategy new impetus. The
guantitative objectives of the original strategyrgvaot reincorporated.

A new “governance” cycle was supposed to streandime simplify the strategy’s
reporting and monitoring procedure. This includesfying the strategy at three-year
intervals, adoption by the Council of integrateddglines 2005-2008 (comprising
the earlier broad economic policy guidelines angleyment guidelines), annual
presentation by the Commission of a strategy rep®mvell as national progress
reports from the Member States.

As a part of the new Lisbon cycle, the Commissiogspnted the “Community Lisbon
Programme” (COM 2005/330) in July. In October 2@0& Member States submitted
their national reform programmes, building on tihetégrated Guidelines for Growth

and Jobs” (COM 2005/141).
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The Commission’s January 2006 report evaluatinghtiteonal programmes (COM
2006/30) urged more ambitious steps for more imaests in research and
development, a further reduction in the burden MES, promotion of employment
and an efficient, secure and sustainable energgypol

At the spring summit in March 2006, the Lisbon &gy was fine-tuned. Heads
of state and government agreed on “specific areaprfority actions”, including
investments, innovation and realisation of entrepteial potential.

Industrial policy

Several communications from the European Commissiomdustrial policy have
the purpose of driving implementation of the Lisksirategy forward. Because the
basis for a competitive Europe is a strong indakbtrase.

“Industrial policy in an enlarged Europe”, a comriaation from December 2002
(COM 2002/714), analyses the structure of EU induahd what needs to be done
against the background of enlargement.

A second communication entitled “Fostering struatwhange: an industrial policy
for an enlarged Union” (COM 2004/274) describesdbeline in the share of industry
in the economy against the background of a longtgtructural change.

Among other things, the communication places dgwalent of a European industrial
policy for individual economic sectors on the Corasibn’s agenda. Alongside
existing activities in the areas of pharmaceuticaésonautics, ship-building, business
services and textiles, new analyses are announhéathwre to cover the automotive
industry, mechanical engineering, environmentalsides, non-ferrous metals and
information technologies. In this way, the Comnusswants to identify structural
changes in individual sectors at an early stageaah@ccordingly.

In early 2005, on the basis of the communicatiohigh-level group known as
“CARS 21" (= Competitive Automotive Regulatory Sgst for the 21st Century) is
set up, whose remit is to prepare proposals for twiucrease the automotive
industry’s global competitiveness. The final reparDecember 2005 contains
concrete recommendations for the sector’s futuadility: simplification of the

legal framework governing the automotive industnyproved access to non-EU
markets, greater traffic safety of vehicles and enemvironment-friendly technology.
The recommendations were included in a Commissiopgsal for a new strategy
for the automotive industry presented in Februdy972

The October 2005 communication “Implementing then@aunity Lisbon programme:
a policy framework to strengthen EU manufacturing@wards a more integrated
approach for industrial policy” (COM 2005/474) péacindustrial policy more strongly
than in the past in the context of the Lisbon siggt Following a competition analysis
of 27 industrial sectors, the Commission propose®s cross-sectoral measures —
including creation of a high-level group on compeéness, energy and the
environment — as well as seven sector-specific oreas

The high-level group on competitiveness, energythedenvironment (HLG) met for
the first time on 28 February 2006. The group hasaadate for two years and is
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intended to strengthen the coherence of industrgtgy and environment policy
initiatives. Members include representatives ofdp@an industry. The HLG with
this remit is a new instrument of European poliyits meeting on 2 June 2006, the
HLG adopted its first report with concrete poli@commendations. The HLG’s work
will conclude in November 2007 after the group’stlsimeeting.

The EU’s innovation capacity took centre-stage mthe Finnish Presidency. An
innovation strategy (COM 2006/502) set out to fitatié innovative activity be
businesses through development of so-called “learkets”, with targeted creation
of favourable conditions for successful marketifignmovative goods and services.

In December 2006 the seventh framework programmeefearch, technological
development and demonstration (2007 to 2013) waptad with a budget of more
than 50 billion euros.

External competitiveness

In its communication “Global Europe: competing lire tworld” (COM 2006/567),
the Commission explains how trade policy can makewen greater contribution to
enhancing the competitiveness of European busisesse

In the Commission’s view, a successful conclusibthe WTO negotiations (Doha
round) still has the highest priority. However,addition to that, access to important
and rapidly growing markets should be improved dargeted basis in bilateral talks.
According to the Commission, these markets inclundiéa, Korea and ASEAN.
Negotiations with these partners are due to stattié course of this year.

Furthermore, the Commission has announced thatréviewing its market access
strategy. In future, trade barriers that Europeammanies encounter on non-EU
markets should be eliminated more effectively. ddiion, Trade Commissioner
Mandelson is planning a review of trade proteciitstruments. The Commission has
launched a broad discussion process based on a gager. Alongside this, the Trade
Commissioner has announced measures in other BEtymokas, for instance
monitoring environment policy more closely for @gnsequences for international
competitiveness and its compatibility with interioa@l rules.

Small and medium-sized enterprises

Another priority in the framework of the Lisbon pess is promotion of small and
medium-sized enterprises. Because growth and jabe two main objectives of the
Lisbon strategy — are underpinned to a large exigriEurope’s small and medium-
sized enterprises.

With the communication “Implementing the Communiigbon programme — modern
SME policy for growth and employment” (COM 2005/55the Commission seeks to
put in place a uniform and coherent framework foriRitiatives in favour of SMEs.
The Commission wants to provide greater stimulusefdrepreneurial initiative,
improve growth potential and market access, anchagle bureaucratic barriers. An
intensive dialogue in the framework of consultasiés expected to ensure that
legislative initiatives are more closely alignedtbe needs of SMEs.
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In the March 2006 spring summit heads of stategowkrnment agreed to adopt the
“think small first” approach as the guiding priniggdor al relevant legislation at both
European and national level.

Easier access to external capital for the creamhexpansion of SMEs is the aim of
the June 2006 initiative: the communication “Impenting the Community Lisbon
programme: financing SME growth — adding Europealue” (COM 2006/349)
describes how risk capital can be attracted, intiomdinancing by banks can be
extended, and existing financing systems can hetstred in a more SME-friendly
way.

The basis for the financing instruments set ouh&communication is the
“Competitiveness and innovation programme” (CIF)eTCIP was adopted on

24 October 2006 and covers the period from 20@0t83 with a budget of 3.6 billion
euros. With regard to successful realisation ofltisbon objectives, the CIP brings
together the three central EU programmes for engregurial initiative and innovation,
ICT policy and energy policy.

Better regulation
Bureaucratic burdens, opaque rules and over-rdgualabnstitute a massive obstacle
to the competitiveness of European companies.

An initiative christened “better regulation” firsaw the light of day as long ago as
1992 at the EU summit in Edinburgh. But it was ommlyhe framework of the Lisbon
strategy that the Commission initiated a continuprecess for simplifying EU rules
and improving their quality, with publication ofdtwhite paper “European
governance” (COM 2001/428).

Building on the white paper, several communicationghe theme of better regulation
have followed. “Updating and simplifying the Comnitynacquis’ (COM 2003/71)

sets out a detailed programme for elimination dflated and obsolete legislative texts
and for a reworking of legislative texts in orderensure that texts are coherent and
comprehensible, and to reduce their volume.

The communication “Better regulation for growth gaobs in the European Union”
(COM 2005/97) ties in directly with the mid-termview of the Lisbon strategy:
starting in 2005, all legislative proposals musishbjected to an assessment of their
possible economic, social and environmental impaith a more intensive
examination of the economic implications. Legistatproposals in the process of
adoption should be verified more thoroughly, andsideration given to their
amendment, replacement or withdrawal.

After Member States had submitted concrete progdsallegislative simplifications
to the Commission, in October 2005 Enterprise Cossioner presented a three-year
plan for simplification of theacquis communautaire (COM 2005/535). It is foreseen
that 222 fundamental legislative provisions wilvibaeen repealed, codified or
reformulated by 2008. In addition, 68 pending l&gise proposals will be scrapped.

A first analysis of the progress made with theiative in autumn 2006 identified
delays in scrapping the proposals on the list.rtfento inject more dynamism into
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the process, the Commission proposes that thetgudlimpact assessments should in
future be verified by an “impact assessment bo&raiB).

The Commission’s January 2007 action plan “Actiooagnamme for reducing
administrative burdens in the European Union” (CQ807/23) makes provision
for a reduction of administrative burdens to thaedd# of higher investments
for growth and jobs: jointly with Member Statese tGiommission wants to
remove 25% of the administrative burden on Europmmampanies by 2012

Successes to date

The 2005 refocusing of the Lisbon process on groatimpetitiveness and jobs was
in line with the business community’s recommendaidt is right to streamline the
Lisbon cycle and also to involve the Member Statese closely.

Many of the current initiatives under the headifigndustrial policy, including
measures for better regulation and creation ohtbh-level group on competitiveness,
energy and the environment, point in the right dien. The deployment of the impact
assessment board currently under consideratiomede a large contribution if it can
work with complete independence.

Hence, economic framework conditions in the EU hiaweroved overall since 2000.
But: too slowly and too little. There are enoughti@t plans and reports. What is
lacking, however, is a policy geared to employmgnowth and competition on the
ground. There is a lack of consistent and congigntity for competitiveness. No
strategy has ever solved a problem. Only its cdedreplementation.

The goal is clear: Europe needs more innovatioowtr and jobs. How do we bring
this about? Bundesverband der Deutschen IndustdeBandesvereinigung der
Deutschen Arbeitgeberverbande offer their expesdise their guidance:
Recommendations for a more competitive Europearmmtlni
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lll. Recommendations
Strengthening competitiveness

EU climate policy

Absolute global C@reductions are necessary to limit climate chamhgaustrialised
countries must acknowledge the shared but differesponsibilities of states. In line
with the underlying principle of the UN Frameworki®ention on Climate Change,
they must play a leading role. However, on the &angew, each state has the same
responsibility to contribute to climate protectitmthe best of its ability.

- In order to make fair competition possible, all maimitters must participate in a
binding international climate protection regime eTBU must play its pioneering role
in a proportionate manner.

- Worldwide investments in modern and highly effi¢igrstallations and products are
essential. In order for technology transfer to déters motion, the EU absolutely must
make efforts to improve protection of intellectpabperty.

- Dissemination of C@saving products, systems and services must berdforward
through appropriate and consistent incentive system

« International cooperation on development of keytetogies must be widened. It is
also necessary to focus European research policg stimngly on climate and
energy policy objectives.

EU energy policy

Electricity and gas are the most important enerfpeindustry; they account for
around 90% of industrial energy costs. In recemiryeelectricity and gas prices in
Europe have increased drastically for a numbeea$ons, and are now significantly
higher than the price level in other industrialisedions which are significant for
international competition. This dangerous developinie determined in particular
by competition deficits on European electricity ayas markets, the effects of the
EU emissions trading scheme and other state imiposit

« Accordingly, politically imposed burdens on enemgices should be reduced,
especially for energy-intensive industrial conswsnenergy taxes, levies to promote
renewable energies and co-generation, costs okemsstrading, etc.

« The considerable competition deficits on Europdaatecity and gas markets must
be eliminated, in particular through effective meaas as rapidly as possible. These
include discrimination-free network access, expamsif interconnections and
transmission/generation capacities as well as lestaient of an effective regulatory
regime.

» Policy-makers should create a framework in whicbrgy-intensive industrial
consumers can secure their electricity and gadresgants in the medium and long
term at reliable and internationally competitivecps.

» ltis necessary to extend the offer of favourablggd CQ-free energy sources
through further development of all technical opsidrom renewable energies through
clean-coal technologies to nuclear energy. No apglwould be ruled out.

European social policy

European social policy must be structured in anleympent-friendly manner. In this

regard, more social policy regulation is the wrevay to combat high unemployment in
Europe. In particular, excessive labour market lsggan hampers the creation of new jobs
and slows down the reduction of existing unemployimilember States need the necessary
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space to modernise their labour markets and tobalkabour law and social systems in
such a way that necessary social protection ismapaaied by more mobility and flexibility
on the labour market.

« Labour law green paper: on 22 November 2006 the European Commission gtugudi
the green paper “Modernising labour law to meefctmalenges of the 21st century”.
The purpose of the green paper is to stimulatepan debate in the European Union
on the issue of how labour law can develop in otdesupport the objectives of the
Lisbon strategy. The green paper contains a sefigeod analyses of the current
situation of labour law. However, the consideradifmllowing on from the analyses
lead to misguided conclusions such as the ideatehding subcontractor liability
and harmonising the definition of worker. The dission on the future of labour law
should focus on dismantling over-regulation ancagreflexibility, in order to
increase the chance of employed people remainiegnployment or finding a new
job rapidly if they lose their old one.

- Portability directive: the draft directive on portability of supplemantaensions
presented by the European Commission in Octobes 886ks to increase worker
mobility. However, the European Commission purgtésobjective using means
that would weaken rather than strengthen the vahyrgystem for occupational
pension provision. For that reason, German busimegssts the draft directive.
Furthermore, the compromise proposal presentetidiFinnish Presidency at the
end of 2006 fails to tackle the German businessonity’s fundamental objections,
although this proposal would be less burdensomedoupational pension provision
in Germany than the European Commission’s draftative. Particularly worrying is
the fact that the current negotiating stance miilkes no provision for a limitation to
new pension promises and therefore places a retrtgp burden on companies. As
discussions progress, it must be particularly bammaind that occupational pension
provision is the most important voluntary benefitygded by an employer, further
extension of which must not be jeopardised by usdme and bureaucratic rules.

»  Working time directive: it became necessary to revise the working timective after
ECJ decided that on-call duty must be regardetsiaritirety as working time —
judgements with considerable implications, not anlermany. As the legislative
procedure has moved forward, the Council of minéskes worked out sensible
solutions for the future shape of the working tidiective. However, the argument
about retaining the so-called “opt-out clause”derogating from maximum weekly
working hours has so far hindered the necessaig eaoption of the draft directive.
Against the background of discretion for flexibkeaagements, it is important to
retain the opt-out clause, which helps small andiom-sized enterprises in
particular to smooth out fluctuations in orders anehte jobs. For business, it is
essential that a fresh attempt is made to find ikkalme solution to break the impasse
on the opt-out, so that the legislative procedareloe closed as rapidly as possible.

EU patent strategy

European patent law needs thorough modernisatiopatticular, extensive translation
obligations and the absence of a common jurisdictio patent matters make patents

in Europe both expensive and at the same timellegatertain. In international
competition, this means that European companiesabtpat a considerable disadvantage.
By way of comparison, on average an EU patent dbst® three times as much as in
Japan and five times as much as in the USA. Hahegyatent system places a brake on
innovation capacity in Europe. In addition, thegqudatsystem is becoming stronger in
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Asian countries, in particular in China. This wiltreasingly have an impact on
Europe’s competitiveness.

« Europe needs a Community patent which is unifoegally certain and enforceable.
Europe’s linguistic diversity must not place a lean its competitiveness.
Agreement on the Community patent is an importegrtad for progress in the
Lisbon process.

« In the period prior to implementation of such a @mumity patent, it is urgently
necessary to reduce extensive translation requiresnveéhich push up the cost of
patents, and to reduce legal uncertainty. The “loongrotocol” to the European
Patent Treaty (EPT) must therefore be implemerdpdly.

« The costs and risks for dispute settlement proeedimvolving patents must be
brought down. By concentrating on a common jurisoiic companies could achieve
legal certainty for their patents across Europethibb end, Member States must
rapidly implement the European Patent Litigatiorréement (EPLA).

Innovation

By comparison with the USA, Europe exhibits a sfiegieakness in the conversion of
research results into market successes (innovationdng other things, it lacks a leading
institute comparable with the American MIT. Gerntausiness therefore welcomes the
Commission’s objective of extending the Europeaeaech area and meshing education,
research and innovation at the highest level wiBueopean Institute of Technology (EIT).
Success depends on networking with business.

« EIT should essentially be a virtual and not a lmiakid-mortar establishment.

» The knowledge and information communities (KIC)ttbanstitute EIT must be
chosen for their excellence on the basis of cortipeti

« Business must play a leading role upstream wherdété&rmines strategic areas
and in the selection of the best KIC.

- Partner states should move forward constructicendhternal market for education
and research with the introduction of researchegremd education vouchers.

« The Joint Technology Initiatives in the 7th Resbaftamework Programme must
now be started as rapidly as possible with adeqeatmurces.

« EIT must not distract from the need to improveftiagnework conditions for
innovation, research and development at national.le

European education policy

The general education and vocational training gdiche key to the European Union’s
competitiveness. Notwithstanding national competenthe EU can and must make an
important contribution to implementation of the g strategy in this area. In this regard,
a focus should be placed on the issue of trandfityah the education system, in order to
generate more possibilities for lifelong learning.

» Development of the European Qualification Framew&®F) to promote
transparency, mobility and transferability in Eueap education systems is welcome.
The task now is for Council and Parliament to adbptrecommendations promptly
and to initiate and move forward the debate on ldgwneent of national qualification
frameworks in the Member States.
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» The Bologna process for creation of a Europeaneusity area and the Copenhagen
process for creation of a European area for vogatiwaining are advancing in
parallel with almost no links between them. Thisasinterproductive with a view to
transparency, transferability and lifelong learniRgpresentatives of universities and
of occupational training must come together toussahe cross-disciplinary EQF
and plan its implementation, instead of propagattivay different European
qualification frameworks and different credit systein their subsystems.

« An education system that enables transfers regeffiegent quality assurance. A
central quality criterion is the success of gradsiain the labour market, i.e. the level
of employability they have acquired through théirdées. This is the binding element
S0 to speak, i.e. the common quality criteriondgoality assurance in occupational
and university education. A European discussiomlshoe initiated on the issue of
how education systems and courses can be alignezlconsistently on
employability, inter alia through a study into edtion policy or a multi-stakeholder
dialogue.

Open method of coordination

Social security systems need to be modernisedawibw to demographic developments.
In this connection, the open method of coordina(@WC) at EU level is a useful
instrument for the areas of social inclusion, pemsystems, health and care, in order to
take advantage of the experience of other Memlaest

« Since there were in the past overlaps as well e snconsistencies regarding
objectives between the four areas due to the theimatic closeness, German
business supports the Commission’s intention efsitining and combining the
open method of coordination for these areas.

« Given the close correlation between the area aikpmtection and economic and
employment policy, complete integration of the opagthod of coordination for
social protection (social inclusion, provision fild age and health/care) in the new
Lisbon process would be desirable.

« The focus of reform objectives should be placedenstrongly on the sustainable
financing of social protection systems as well apmmotion of growth and jobs.
At the same time, the number of targets and indisaghould be limited to a
manageable level.

EU transport policy

As the lifelines of an economy, transport routes @me of the most important production
factors and hence a basis for growth and jobs. Adoif6 of European gross domestic
product is accounted for by the’ transport sedBerman business expects the EU to
embrace a transport policy which actively addresisesssue of growing freight traffic —
without resorting to non-market policy solutionsoposals to discourage road transport
through even higher levies are just as dangerotisegglan to include air transport in a
purely European emissions trading scheme. The aist tre to increase the efficiency of
each individual mode of transport. To that ends important first and foremost to bring
forward the process of liberalisation and harmaisa

« Member States have a duty to invest in transpndsiructure. For Germany, that
means at least 12 billion euros a year with an ahimgrease of around 3 billion
euros.
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« Transeuropean transport networks should be realég@dly. Priority must be given
to projects with the greatest transport benefit.

« The EU should explore authorisation of new vehadmbinations (dimensions and
weights) for road transport, in order to compenatgrowing freight flows with
greater reserves of efficiency.

» Rail networks across Europe need to be openedhgoder to stimulate competition
in freight and passenger transport. Public condraanust be obliged to engage in
discrimination-free and competition-oriented awprdcedures.

- Division of labour and global growth require seatp@and hinterland connections
which correspond to demand.

« Capacity problems in air transport should be tatki®re rapidly. The “single
European sky” must finally become a reality. Climptotection issues (e.g.
emissions trading in air transport) require a glaipgroach.

Telecommunications regulatory framework

The EU regulatory framework for electronic commuation offers the basis for
Europe-wide harmonised regulation of telecommuincet markets. The aim is to
have functional competitive structures, in partégsuhrough ex-ante regulation. In
the regulatory review, the Commission has set firésrin the areas of frequency
management and streamlined regulation. Concrefgogeds have been announced
for the summer.

e The new rules, which are only set to be implememtethtional law in 2010, must
take account of the upcoming challenges of thisadyio sector.

« A competition-oriented regulatory policy must refersector-specific regulation on
markets where autonomous competition has developed.

« In line with the principle of subsidiarity, the Eyrean Community should not be
active in areas which are better dealt with byMeanber States (e.g. European
regulator).

» The German EU Council Presidency should focus étaté on important issues
including how to address new markets, functiorhefEuropean Commission and
ERG.

Revision of EU television without frontiers directive

According to the new proposal, so-called audioisnedia services should in future
also be regulated by the television without frorgidirective, alongside “classical”
television. Hitherto there innovative (commercisg¢yvices have been covered by the
e-commerce directive. Delimitation of the scopeésessary for the further growth of
the sector — also from the angle of users of modezdia services.

« Double and over-regulation of the audiovisual sestost be avoided.

« The central country of origin principle must notwatered down by a multitude of
derogations.

« The European internal market cannot be realisedrifpanies have to take account of
27 legal orders.

- Quantitative and qualitative advertising rules stidae liberalised in order to make it
possible to refinance attractive offers.
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European postal markets

Functional, efficient postal and logistics markaie a backbone of the European internal
market. The turnover generated on EU postal maiketstimated at around 90 billion
euros (2004); the lion’s share — around 60% — é®anted for by letters markets.

Around 1.6 million people are employed in postalvemes. This means that postal
markets are an important market for the overalheoosy. The Commission gave an
important impetus for progressive liberalisationidg the 1990s. However, complete
opening of letters markets, still largely protectemm competition, now looks as if it
could come to a halt. In October 2006 the Commisgiesented a draft directive which
seeks to establish how complete market openingdrEtlJ can be realised from 2009.

« With a view to strengthening competition to the &i@nof all users of postal
services, the binding date of 2009 for the compédirmination of the letters
monopoly specified in the draft directive must baimained.

» Contracts for necessary individual services inipaldr regions should be awarded
in the framework of the universal service guaraniteghould not be possible to give
general preference to individual service providengn contracts are awarded, as
allowed by the dratft.

- Different (discriminatory) VAT treatment of traditial postal businesses and new
entrants should be abandoned in favour of compaieid fair competitive
conditions.

European waste policy

Council and European Parliament are currently disicyy the Commission’s proposed
revision of the waste framework directive. Enviraamtally responsible waste treatment
and use of the resulting secondary raw materiasaarontribution both to more
environmental protection and to a secure supphaef materials. Waste policy is
environment and raw materials policy at the same ti

« The waste framework directive must foster and mgtede environmentally
responsible treatment of waste flows as a coniohub sustainable use of resources.

« The directive should make provision for the esitient of uniform requirements
for secondary raw materials. It is precisely a Hgtel of environmental and health
protection in secondary raw materials that incrediseir acceptance and
marketability.

» The directive must set out clear, uniform legalaapts in order to increase legal
certainty for companies.

» Recovery of wastes must continue to be possibietime in the framework of the
internal market. An extension of national autartyWaste management to include
wastes for recovery would ultimately hamper marketsecondary raw materials.

Tax policy

Strengthening industrial competitiveness also melatscross-border business activities
within the EU must not involve a tax disadvantafe that end, it is necessary to
harmonise important points of national tax systeftre is a need to place domestic
and foreign companies on the same tax footingdttiteon, stronger commitment on the
part of Member States is needed, in particularebetbmmunication and coordination, in
order to prevent double taxation and additional iadstrative burdens on companies.
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« Member States should agree an optional, simpleuaifdrm tax regime. This is
known as the consolidated corporate tax base (CCTB)

« Member States must allow cross-border offset afdesin order to ensure equal
treatment with domestic companies.

« Itis important to tackle problems in setting ardagnising transfer prices to avoid
double taxation.

» Taxation of unrealised gains on transfer of a caomfsaseat and transfer of business
assets should be avoided, in order to facilitabssborder restructuring/
transformation operations.

« A further splintering of European VAT legislatiamrough unilateral national
measures to combat VAT fraud must be avoided.

Company law

The aim must be to improve the framework condititorsfair competition across the
entire internal market. It is no longer acceptahlt a company can move its official
and administrative headquarters from Stuttgartit With no problems but cannot
transfer from Aachen to Liége. In addition, theseigap in the choice of legal forms
in which businesses can do business Europe-wideregls the European company
statute is available for large public limited compss, there is no comparable
European private limited company for small and raedsized enterprises. Lastly,
cross-border business should not be made moreuwifthy tighter information,
performance and disclosure obligations applied anikateral basis. Complaint risks
should not be transferred one-sidedly to compathiesigh class actions and similar
instruments.

» The EU should follow the route opened by ECJ jutidence regarding full corporate
mobility to its logical conclusion. This appliesaie all to preparation of a directive
on transfer of seat (so-called 14th Company Lave®ive).

- A European private limited company statute shoeldteated as a legal form for
small and medium-sized enterprises. This can adatbresting for combined
management of groups.

« A one-sided tightening of contract law to the daént of companies is
counterproductive and harmful for competition. Gansr law should be thoroughly
liberalised in order to remove brakes on competitio

« Class actions shift complaint risks unilaterallytorsupposedly wealthy companies.
As a result, business bears a heavy burden witmyuteal benefit for the consumer.

EU competition law

The European Commission intends to align Europeankeh abuse supervision (article
82 EC) more strongly in practice on a “more ecorwagiproach”. In future, the focus in
assessments of abuse will be placed more on theegaences of a given behaviour by
a company for the market and competition. In addjtthought is being given to
strengthening civil antitrust liability law to mditi¢he damage caused by cartels.

« A more economic approach to market abuse supervisia good idea if it leads to
greater consideration of individual cases and alige- greater justice in individual
cases.
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» Guidelines from the European Commission could lvg kelpful in enabling
dominant companies to assess the legality of tweir actions; however, they
should provide legal certainty.

« It must be possible to restore damage caused kisdfowever, it is the task
of national legal orders to put in place the candig for such compensation.

« The right to claim damages should not be used &sstmument for pursuing
disproportionate compensation or the general pesposstate regulatory policy.

« Bearing in mind functional prosecution of carteystbe European Commission and
national antitrust authorities, there is no needccfominal damages or class actions
following the US model.

Services of general economic interest

The concept of services of general economic intelescribes a wide range of different
areas relating to the provision of essential g@ubservices. There have for years been
controversial discussions in Brussels and betweembér States about how and by
whom services of general economic interest shoelgrbvided. With increasing
European integration, the tense relationship batvie® competition in the European
internal market on the one side and restrictionsanpetition to the benefit of municipal
undertakings providing services of general econaniarest on the other has become
ever more perceptible.

« A clear delimitation and definition of servicesgéneral interest and services of
general economic interest is not possible in pcacsince structures vary greatly in
individual Member States and many tasks traditignatrformed by the state
comprise an economic component and are dynamiature

e ltis important to avoid distortions of competitiander the cloak of services of
general economic interest and to ensure that oitt@nand for services of general
interest can be satisfied at a high level undeotdigable conditions. Private sector
companies exposed to competition are likely tonbiné best position to do this.

* A framework directive on services of general ecomoimterest is neither useful nor
necessary. It would run the risk that services enethose which have already been
liberalised — would be exempted from competitiod ariernal market rules.

Intra-Community transfer of defence goods

In 2006 the Commission carried out a consultatioi@mber States’ intra-Community
trade in defence goods. The context for the imgais provided by the Commission’s
efforts to increase the competitiveness of Europeanmpanies in this sector and more
cost-effective public procurement for Member Stafdsee Commission would like to
eliminate obstacles linked to the grant of expicgrices which make transfers within the
EU more difficult. The consultation is intendedsteed light on how obstacles to free
intra-Community goods trade in this sector can bealismantled.

« Following on from the consultation, the Commisséxpects to prepare a first draft
for harmonisation of export licence procedures.

« Inthe interest of creating a discrimination-fraternal market for defence goods, all
companies in the defence sector in the individuaiider States must be placed on
the same footing.

« One solution for harmonisation of export licenceqadures that deserves serious
consideration is certification of reliable companie

» Criteria for company certification and product &ability/transparency should not
place disproportionate burdens on companies —rapdriicular SMEs.
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EU procurement market for defence goods

The European Union wants to open the still largébged defence market and issued the
green paper on defence procurement in 2004. Orb#sas, work officially started in
mid-2005 on the European Defence Agency (EDA)oljectives are development of
common defence capacities, defence cooperatiomjrgpef markets and promotion of
research and development. EDA Member States haee@g@ code of conduct which
makes provision for public disclosure of plannetaral defence contracts. It has been
in force since 1 July 2006. The German securitydefdnce industry essentially
welcomes the creation of this agency in the expiectaf stronger European cooperation.
Also worth mentioning is an interpretative commuatiiocn from the Commission which is
intended to lead to uniform and consistent appboatf article 296 TEC by the Member
States. Following this, the Commission wants ta stark on a directive which would
regulate defence procurement which is not coveyearticle 296 TEC and which should
also be exempted from general EC directives omtverd of public contracts.

« The EU must champion the elimination of distortioigompetition (private sector
vs. state-dominated undertakings).

« The EU must work for harmonisation of how articB62TEC is applied in practice.

« The German EU Council Presidency should initiate@sdo eliminate or at least
limit offset obligations vis-a-vis foreign contracs.

« The German government should incorporate resteécBerman rules for defence
export licences in a harmonised European solufimtiGable to all EU Member
States.

Small and medium-sized enterprises

The European Union and the Member States agreéntthagtrial competitiveness and
innovation capacity coupled with promotion of epteneurial initiative, in particular
among small and medium-sized enterprises, is apnelition for successful
implementation of the Lisbon strategy. However, hlogizontal “think small first”
approach has so far been paid only lip servicedlity. The role of the SME Envoy
and the European Commission’s Enterprise Policyu@r&PG) to advise on SMEs is
completely inadequate, inefficient and without amgible influence. Furthermore, the
strict and purely quantitative European SME defimtdisadvantages research-
intensive and growing industrial SMEs.

« SME interests are to be taken into account thoriyugyid at an early stage in the
European legislative process; this requires caossistpplication of the “think small
first” approach across the entire field of Europ&aion action. Also important is a
strengthening of the SME Envoy and EPG.

« The Communityacquis needs to be tidied up and effective impact assestsfar new
EU legislation put in place.

« Cross-border activities of SMEs must be facilitated. through introduction of a
European private company statute.

» The European SME definition must be made morelflexie.g. through inclusion of
a research criterion in the definition of sectoeafic exceptions.
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Shaping external relations

Doharound

The WTO negotiations offer the opportunity to disria trade barriers around the world
and to boost world trade on a sustainable basi@ean companies stand to gain
substantially from a successful WTO round, in marir on open trade and procurement
markets. Conclusion of the round is within reacthatthis requires first and foremost is
compromises on international agricultural trade Ewder customs duties on industrial
goods. The EU has already made substantial comeessi the negotiations for
dismantling of trade-distorting farm subsidies &mder customs duties on agricultural
goods. However, a willingness to go further in tlegotiations is urgently needed. All
critical players must now move towards each otfiee chance of a successful
conclusion of the round should not be thrown avilhe round must be judged by
whether it facilitates access to the rapidly grayvamerging countries for European
companies. German business firmly rejects an ageaefor agreement’s sake.

« The round must lead to a substantial reductiorustams duties in industrial and
developing countries. German business rejectstendliaconcessions by the EU.
Emerging countries must also assume their respititysibr the round by making
substantive liberalisation offers.

» Non-tariff barriers to trade and abuse of anti-dumggprocedures should be curbed
by better WTO rules.

« Obstacles to international trade in services shbaldismantled.

» The main players must move closer together in aimlachieve urgently needed
compromises in agriculture.

Raw materials security

Access to raw materials such as metals is a kexg iBy the international
competitiveness of the European economy. Raw nad$emarkets are characterised

by soaring prices, sharp price fluctuations andtsiyges. Raw materials are becoming

a factor causing bottlenecks. The reasons foratadirst markedly higher demand for
raw materials from emerging countries such as Chmlindia, and second competition-
distorting state intervention. For instance, somentries impede exports of raw
materials and scrap with taxes, quotas or expars bl is also important to take account
of the close links between the development poliemd deployed by China in Africa and
raw materials security. The EU must react to thiallenge with a comprehensive raw
materials strategy.

« Trade policy should actively target export restoics on raw materials through
bilateral procedures and improvement of WTO rules.

» European development cooperation should suppogldeing countries for
exploitation of their raw materials and discrimionatfree exports.

« Issues linked to raw materials access should piagnportant role in the shaping
of the EU’s external relations.

» European support for research should help to ingroaterial efficiency, extraction
procedures and recycling technology.

- The European raw materials strategy should meshclesely with national
strategies.
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Transatlantic economic integration

German Chancellor Merkel attaches great valueatasttlantic economic integration,
in the framework of the German EU Council Presigedie USA is the EU’s most
important economic partner. A dismantling of exigtnon-tariff barriers and closer
cooperation could stimulate growth of more than @¥both sides of the Atlantic. In
addition, the competitiveness of transatlantic bess will be strengthened against a
background of increasing international competitwessure.

« In order to increase the long-term political commant to transatlantic economic
integration and book concrete results, a bindiaghgwork agreement should be
agreed at the forthcoming EU-USA summit in Waslongbn 30 April 2007.

« This agreement should contain a clear commitmetitdanultilateral liberalisation
process in the framework of WTO. Transatlantic @it integration is not in
contradiction with but complementary to the WTOq&ss.

» First successes in the areas of IPR, standards\dial markets, energy and
environment as well as other themes identified khbe presented at the summit.

« In order for the process to move forward more &ffitly in the future, the existing
structures for cooperation and discussion shoulstiyetured more efficiently.

Bilateral free-trade agreements

Free access to foreign markets is one of the mgsbitant conditions for growth, jobs
and well-being, especially in Germany. Despite majmgress on liberalisation in recent
decades, German companies still face trade andtimeant barriers on the international
stage. At the same time, the number of bilaterdlragional free-trade agreements
between EU competitors is growing at a rapid pacerder to react to this trend,
European trade policy has an interest in deflectimgpetitive disadvantages. The EU
must build on a successful conclusion of the WTQnband at the same time strengthen
bilateral economic relations on a targeted basis.

- The EU should agree bilaterally with strategicathportant trade partners, above all
in Asia, a dismantling of customs duties and naiiftharriers to trade accompanied
by mutual facilitation of product authorisation.

- Bilateral free-trade agreements must be WTO-corhlgatThe following objectives
should be paramount:

Complete dismantling of customs duties on tradalimdustrial goods;
Permanent elimination of non-tariff barriers tadea
Liberalisation of trade in services;
Comprehensive protection of intellectual property;
Transparent origin rules and customs procedures;
Liberalisation of investment rules;
Opening of public procurement markets;
. Binding dispute settlement rules.

» Negotiations should be based on a continuous egehlbetween EU negotiators, the

German government and business representatives.
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EU neighbourhood policy

The European neighbourhood policy (ENP) is builtloe premise that stronger economic
development and cooperation with the EU’s “new hbaurs” to the East and South,
more stability and further structural reforms arehie interest of both sides. The
beneficiary countries have the possibility to tpket in selected EU activities through
close political, security, economic and culturabgeration. Country reports and jointly
drafted “action plans” structure the process, wiigcbxpressly not linked to the prospect
of EU accession.

- ltis important to make the exploit the economitemtial with all neighbour
countries covered by ENP even more intensively.

« The EU should give clear incentives for economiactral reforms including
deregulation and privatisation in the beneficiaoymtries, also with a view to
increasing companies’ planning certainty.

« The German EU Council Presidency should activeppsut the Commission in
its efforts to develop differentiated categoriesripprochement with the EU not
entailing an accession prospect.

EU-China

The EU is China’s largest trading partner, ChinthesEU’s second largest trade partner
after the USA. Ever more European companies aréyziog in China with the goal of
winning markets in China and Asia. China is notycawh economic partner. As a political
bellwether in Asia and member of the UN Securityu@al, China is as involved in
solving all important global problems such as iergy and environment policy as it is in
solving regional conflicts or in global monetarydagxchange rate policy.

« The EU-China partnership should be understood dsyanto eye” partnership and
take balanced account of the interests of botlsside

« German companies support closer cooperation orvatimm and in high technology.
At the same time, the European Commission must ribaiesolutely clear to the
Chinese government that technology transfer mugttake place on a voluntary
basis.

« Protection of intellectual property in China neé&albe further improved. There is a
deficiency not of laws but of their enforcementeTBU should offer assistance with
education and training of judges. Close coordimatiith the USA and Japan would
be desirable.

» No further new non-tariff barriers to trade sholtdput in place. China should adopt
as many international standards as possible.

« Relations are a two-way street: the EU should festéablishment in Europe of all
Chinese investors which create jobs here.

« More sustainable business in China is good forydaaty. Energy and resource
efficiency in all areas of production is what iseded at the present time. The EU and
Germany in particular have the necessary management-how, technologies and
products.
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EU-India

In 2004 the EU and India agreed a strategic pastnerand in 2005 adopted an action

programme in New Delhi which targets more intensigeperation in areas such as trade

policy, energy, technology and science. With theusah EU-India summits that have
been held since 2000, the EU recognises India's/igg significance. A comparable
rapprochement process has been taking place foméder of years with between the

USA and India. On 6 December 2006 EU Trade Commiesi Mandelson submitted a

formal request to Member States for a mandateeimowers the EU to open free-trade

negotiations with India.

« ltis important to establish an equal partnerskeipeen the EU and India while at
the same time taking account of the requirementsao&atlantic relations.

- Tariffs and non-tariff barriers to trade must beter dismantled, in order to
facilitate access to the Indian market for smadl aredium-sized enterprises in
particular. Given the market potential of the Imdeconomy, a comprehensive
free-trade agreement should therefore be negotigitedndia.

« The German EU Council Presidency should be usetrtwlate resumption of the
debate on the Doha round with India, the USA arakzBr

e The involvement of European industry in economiligyaneasures with India must
be improved and their transparency enhanced.

« Scientific and technological cooperation betweenBk and India must be further
intensified.

» Sustainable business in India is in the intereshe®fEU, and cooperation should
therefore be further strengthened in areas suchraate and energy.

EU-Russia

Russia is the most important partner of Germanydante EU in Central and Eastern
Europe, thanks to its energy resources and its edgdtential. The partnership and
cooperation agreement (PCA) concluded between Rasal the EU in 1997 expires
in 2007. Renegotiation of the agreement is necgssarce political cooperation
already goes beyond the bounds set out in the 4§8¥ement. Russia’s accession to
WTO, which could become a reality at the end of 2Q0so involves obligations
which go beyond the current agreement. The aimradva PCA is creation of an open
and integrated market between Russia and the ElJtha prospect of a free-trade
area.

« Efforts must be made during the German EU Courreisidlency to overcome Polish
resistance to an EU mandate to open negotiatiotisRuissia on a new PCA.

« The task now is to build up energy relations betwibe EU and Russia in the
framework of the EU-Russia energy dialogue on #e&dof fair and equal market
access.

« For German business, dismantling of barriers tdett@nd investment and deeper
cooperation — especially in the areas of aeromgiutiansport/logistics, financial
services and agriculture — are of particular imgace for creation of a common
economic area between the EU and Russia.
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EU-Central Asia

Central Asia is among the most dynamic developagjans in the world. Bilateral
economic relations with the countries of CentralaAsave developed in leaps and
bounds in recent years. At the same time, newipalistructures are being created in
the region (Eurasian Economic Community, Shangluapg@ration Organization). In
June of this year the European Council will adoteatral Asia strategy which will
be prepared substantially during the German EU Cibimesidency.

« In parallel with the envisaged EU Central Asia &gy, German business expects
an improvement in political and economic relatitesween the EU and the
countries of Central Asia.

» New cooperation instruments should be developed agpermanent economic policy
dialogue.

« Extension of cooperation between the EU and the@ia Cooperation
Organization and the Eurasian Economic Communityishbe explored.
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Making Europe fit for the future

European constitutional treaty

After the failure of the referendums in France #relNetherlands in 2005, heads of state
and government decreed a period of reflection. Gaeman Council Presidency wants to
mark the 50th anniversary of the Treaties of Ramiglarch 2007 with a “Berlin
declaration” setting out the EU’s values and goBlen, in June, the Council Presidency
aims to present concrete proposals for the futfitkeoconstitutional process in liaison
with the Commission and the European Parliametigviing the twin-track approach
agreed by the European Council in June 2006. OmE A which is capable of reaching
decisions and taking action can keep up with tpedreate of global change. Hence, more
competitiveness is indissolubly linked to instituial reform in the EU.

« German business has a strong interest in an EUnvidicapable of action. The
constitutional treaty has clear advantages ovef thaty of nice currently in force.
These include the extension of majority votingtaduction of a clearer concept of
the double majority and a strengthening of theqgppies of subsidiarity and
proportionality.

« Overhasty “cherry-picking” would not move Europeviard. The German
government should stick to its plan of carefullgndifying possible solutions in
June 2007 with a view to final adoption by the eh@008.

« The institutional overhaul needed to render thecBpable of action should be
implemented. Competences must be assigned momtyclb&® number of legal
instruments reduced, and the objective of a “higlusnpetitive social market
economy” enshrined.

« In all deliberations on the social dimension of @, the importance of economic
performance as a condition for a high level of abpgrotection should be clearly
recognised. Economic policy and social policy dosaly interlinked. Only through
more growth and jobs can we realise our sociakraspns. For that reason, economic
considerations must have priority in cases of doubt

EU enlargement

Germany often occupies a leading economic positiorew EU Member States and

EU candidate countries. Export-oriented Germanstrgthas a major interest in further
deepening economic relations with these counthidslly functional internal market with
27 and more members coupled with an effective #ficdeat institutional framework for
an EU that is capable of action contribute declgit@ the EU’s absorption capacity.

« The EU should digest the accession of BulgariaRmmhania with the fewest
possible complications and perform realistic amddted tests on use of the safeguard
mechanisms.

- Implementation of the adopted enlargement straté@tiythe core elements
“consolidation”, conditionality” and “communicatibshould be moved forward
cautiously, taking account of the EU’s absorptiapacity.

« The German Council Presidency should give fullaffe the principles and
processes of the EU negotiating mandate vis-a-wikély.
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EU finances

The agreement reached by Council, Commission anojgean Parliament on the
Financial Perspectives 2007 - 2013 makes provigipa budget volume of a total

of 864.3 billion euros. That corresponds to 1.048%uropean GNI. The largest
expenditure items continue to be agriculture (43%g structural policy (35.6%). With
this financial structure, the EU is inadequatelyippged to come to grips with global
competition in innovation. The EU needs to sperréfadly and give clear priority to
forward-looking investments which foster value ti@ain Europe.

» Policy-makers must use the review planned for 200®eploy the EU's financial
resources more efficiently in future: less redigttion, more investments in research,
development and education.

« The EU must move ahead with reform of agricultarad structural policy. Cohesion
policy must be concentrated more on the most desatdged regions and on fewer
objectives.

» The German EU Council Presidency should push straicteforms to EU finances
with a view to the review.

e The Community level should not concern itself wattpenditures that the Member
States can manage better themselves (example: é&amrapobalisation fund).

« German business rejects calls for the EU to havwe mesources, which it regards
as a further turn of the tax screw.

Stability and growth pact

The stability and growth pact was decided by thestemdam European Council in June
1997. The pact sets out the framework for MembateSt budget policies — and budget
discipline. Accordingly, meeting the Maastrichtteria is an absolutely essential
foundation for growth in the EU. In March 2005 End&nhce Ministers reached
agreement on a reform which was endorsed by thepean Council. While the limit
values are broadly unaffected, the way they arertakto account is subject to more
conditions. In 2006 Germany met the deficit critarfor the first time in five years with
a public deficit of 1.7% of GDP.

« Binding rules are important in a common curren@adn order to ensure financial
and budget discipline. German business is therafdlig/our of strict application of
the Maastricht criteria. The pact must not be prieted on an “a la carte” basis. New
members should only be allowed to join the eurozmmee they meet the
convergence criteria, with no exceptions.

- Budgets must be rationalised through cuts in ctispanding and not through higher
taxes, which depress growth. Policy-makers winttnith sound budgets and clear
reform prospects.

- ltis important to communicate that the stabilicpis not an end in itself but a basis
for more growth in Europe — and for more jobs.

« ECB’s independence must not be eroded. Widening'&Bnit with additional
objectives such as economic growth and social pssgwould open the door to
political influence and undermine the high levetoddibility enjoyed by ECB.
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European internal market

Europe has now become the domestic market for @arnmnan companies and their
springboard for global activities. German directéatments in EU-25 have reached
a level of around 350 billion euros. In trade ter&8% of Germany'’s total imports
and 63% of its total exports take place within Bi¢. In 2005 Germany'’s intra-
Community exports were valued at an impressiveliBi®n euros. But the internal
market has still not been completed 20 years #fieiSingle European Act and 50
years after signature of the Treaties of Rome.

« Around 70% of business legislation comes from Belss€€U and Member States
are once more invited to create a straightforwentierent and stable regulatory
environment which minimises the burden on compaanekrestricts business activity
as little as possible.

« The internal market review recently presented leyGommission points in the right
direction. However, a Community strategy for contiple of the internal market is
not sufficient on its own. Member States contimuéadve the obligation to implement
EU legislation on time and without gold-plating.

« Bearing in mind the unsatisfactory content of theviees directive, the EU must
continue to push for greater liberalisation in ble®ming services sector.

« The German Council Presidency should work for bétiectioning of the internal
market as well as for a strengthening of the irgleamd external dimensions of
European competitiveness, also in the framewotk@fTroika”.

Better regulation

The Commission but also many EU Member States ptaeed the dismantling of
bureaucracy at the very top of their agendas f@72@nly through early and
independent impact assessment can the discussianegislative procedure be
effectively steered. The Commission has committeithniplementation of impact
assessments for all important legislative propogalsirther cornerstone of the better
regulation strategy is the dismantling of bureaticraurdens, which is intended to save
companies an annual 1.3 billion euros. Realisatithis planned outcome together with
an intensively pursued simplification of existiragislation would markedly increase
European competitiveness.

« The EU wants to set itself the goal of a 25% reidadn the costs of bureaucracy
arising from 38 particularly burdensome directiaasl regulations by 2012. German
business welcomes the setting of a concrete remuobjective. But more lip service
is not called for; policy-makers must be judgedconcrete measures and successes.

« Following the example of the Netherlands, other Menftates have also announced
reduction objectives. The rest are expected tovollThe German EU Council
Presidency should give a good example and alsa Getcrete reduction objective.

« Anindependent watchdog should flank the procedsiodaucracy reduction in the
EU. Only supervision by a neutral body can enshoia¢ ¢very legislative initiative is
examined objectively for superfluous bureaucratists. With the appointment of a
benchmarking council, Germany has set a good exaimphis regard.

» The EU should rapidly submit concrete proposalsfiaviations. The measuring
process must be driven forward energetically. Theeass of this project stands or
falls with reliable figures on the extent of buregatic costs caused by Brussels and
the Member States.
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« Itis urgent that existing legislation is simpldienore intensively. All European
institutions must pull in the same direction anpidly achieve results which
genuinely relieve the burden on those who mustyaityal legislation, and not create
new hurdles. In this regard, all areas of legistativithout exception must be
scrutinised to see whether there is scope for #icgtion.



