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Much has been achieved over the past 18 months to improve our economic governance and tackle the economic and financial crisis. We have taken important decisions, which need to be swiftly and vigorously implemented. 

First, we agreed that the measures with the most potential to boost growth and jobs should be given priority. The Member States taking part in the Euro Plus Pact agreed to take more specific and measurable commitments and in particular to advance work as regards employment and taxation.

Second, further steps were agreed for the euro area, with a view to enhancing its economic coordination and convergence, setting up a new fiscal compact, deepening its economic union and strengthening its crisis mechanisms. The European Council agreed on the procedure and the calendar required for these measures to be adopted as soon as possible.

And third, the European Council set orientations for the further development of its energy policy, as regards completing the internal market, enhancing energy efficiency, developing infrastructure, ensuring coherence in the EU's external relations, and enhancing nuclear safety and security.

In addition, the European Council welcomed the signing of the Accession Treaty with Croatia and took decisions on the EU's enlargement process regarding Serbia and Montenegro. 

°
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I. 
ECONOMIC POLICY

1. Recognising the worsening economic and financial situation, the European Council discussed ongoing efforts to lift Europe out of the crisis. The European Union's new economic governance must be fully implemented with a view to building confidence in the strength of the European economy. Structural reforms and fiscal consolidation efforts must continue to lay the ground for a return to sustainable growth and thus help improve confidence in the short run . Measures are also required to help restore normal lending to the economy whilst avoiding both excessive risk-taking and excessive deleveraging.
2. Recalling the key priority areas for growth it identified in October 2011, in particular, the Single Market Act, the Digital Single Market and the reduction of overall regulatory burden for SMEs and microenterprises, the European Council stressed the need to swiftly adopt the measures with the most potential to boost growth and jobs. It therefore supports the principle of a fast-track programme and invites the Council and the European Parliament to give particular priority to the speedy examination of the proposals identified by the Commission in its Annual Growth Survey as having substantial growth potential. 
3. The 2012 Annual Growth Survey constitutes an excellent basis for the launch of the next European Semester, which will be the first to see the recently strengthened economic governance being implemented, including the new procedure for monitoring and correcting macroeconomic imbalances. The Spring European Council will review progress and adopt the required guidance. There is an urgent need to focus on implementation, especially in the light of uneven progress made this year in progressing towards the targets set in the Europe 2020 Strategy and in implementing the country-specific recommendations. 
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4. The Heads 
of State or Government of the Member States taking part in the Euro Plus Pact reviewed progress made in implementing their commitments at national level. They agreed on the need to more thoroughly assess, in March 2012, national efforts to reach the objectives of the Pact. They also agreed to take more specific and measurable commitments in each of the areas covered by the Pact and to report on progress in their National Reform Programmes. The new economic governance must be supplemented by an improved monitoring of employment and social policies, particularly those which can have an impact on macro-economic stability and economic growth, in line with the Council conclusions of 1 December.

5. Informed by the report of the President of the Council (EPSCO) and by the Annual Growth Survey, the Heads of State or Government held an initial exchange of views on best practices as regards their employment policies and agreed on the particular need to fully mobilise labour for growth. While structural reforms must be vigorously pursued, targeted measures are urgently needed at both national and European level for the most vulnerable groups, in particular the young unemployed. Enhanced activation policies should be complemented by efforts to upgrade skills, notably by adjusting education and training systems to labour market needs. Promoting employment and business opportunities for those entering the labour market as well as considering new balanced flexicurity policies could significantly contribute to improving labour market prospects for young people.
6. They welcomed the reports from the Finance Ministers of the participating Member States and from the Commission on progress made in structured discussions on the coordination of tax policy issues. This work will be pursued in line with the Euro Plus Pact, focusing on areas where more ambitious activities can be envisaged. Particular attention should be paid to how tax policy can support economic policy coordination and contribute to fiscal consolidation and growth. The Finance Ministers and the Commission will report on progress in December 2012.
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7. Further to the report presented by the President of the European Council in close cooperation with the President of the Commission and the President of the Eurogroup, the European Council endorses the decisions taken by the euro area Member States to enhance economic coordination and convergence as well as budgetary discipline, to move towards closer economic union and to strengthen crisis mechanisms (annex).
8. The European Council is determined to preserve the integrity of the EU and the coherence between the euro area and the EU as a whole.
9. The European Council accordingly agrees on the following steps which are needed to implement in the EU framework the measures needed to enhance economic coordination and convergence as well as budgetary discipline in the euro area:

[secondary legislation/ treaty change: to be completed in light of the discussion]
II.
ENERGY
10. The Presidency's report demonstrates that important progress has been made in pursuing the orientations set by the February 2011 European Council on completing the internal market by 2014, enhancing energy efficiency, developing infrastructure and ensuring consistency and coherence in the EU's external relations. In this context, the European Council welcomes the agreement of the Memorandum of Understanding on North-South Interconnections in Central-Eastern Europe. In particular, the following points require urgent progress:

· full and speedy implementation of the internal market legislation;

· early agreement on the proposal on energy efficiency, which should establish an ambitious and flexible framework in line with the 20% target for 2020 as agreed by the June 2010 European Council;

· early agreement on the proposal on energy infrastructure;

· implementation of the Council conclusions of 24 November 2011 for enhanced coherence and coordination of EU external energy policy;

· agreement on the low carbon 2050 strategy and thorough consideration of the forthcoming energy roadmap 2050 which will provide a detailed analysis on long term action in the energy sector and other related sectors.

11. Progress has been made on the safety review of EU nuclear power plants. The credibility of the EU nuclear safety system will be further enhanced by the continued development of the nuclear regulatory framework. Work on nuclear security in the EU will be pursued on the basis of the interim report on nuclear security.

12. Recalling its conclusions of March 2011, the European Council calls for:

· full and timely implementation of the Directives on nuclear safety and on responsible and safe management of spent fuel and radioactive waste;

· continued priority to be given to the extensive review of nuclear safety , taking account of the Commission communication of 23 November, and to the delivery of the final report on the stress tests by June 2012;

· intensified efforts to associate all EU neighbouring countries fully with the safety stress test process and to improve the nuclear safety framework both in the EU and internationally;

· continued work on nuclear security measures in the EU and its neighbourhood and delivery of the final report by June 2012.
III.
ENLARGEMENT
13. The European Council endorses the Council conclusions of 5 December 2011 on Enlargement and the Stabilisation and Association Process and recalls its conclusions of December 2006 which form the basis for a renewed consensus on enlargement. 

14. Today's signature of the Accession Treaty with Croatia marks an important moment for European integration. Pending the successful conclusion of ratification procedures, the European Council looks forward to welcoming Croatia as a new member as of 1 July 2013. Croatia will now participate in the proceedings of the European Council, the Council and its preparatory bodies as active observer.

15. The European Council welcomes the Commission’s assessment on the good progress made by Montenegro, which has achieved overall satisfactory results. With a view to opening accession negotiations with Montenegro in June 2012, the European Council tasks the Council to examine Montenegro's progress in the implementation of reforms, with particular focus on the area of rule of law and fundamental rights, especially the fight against corruption and organised crime, on the basis of a report to be presented by the Commission in the first half of 2012. It invites the Commission to present without delay a proposal for a framework for negotiations with Montenegro in line with its December 2006 conclusions and established practice, also incorporating the new approach proposed by the Commission as regards the chapters on the judiciary and fundamental rights, and justice, freedom and security. The Commission is, in this respect, also invited to initiate the process of analytical examination of the acquis communautaire with Montenegro on the above-mentioned chapters.
16. The European Council notes the considerable progress Serbia has made towards fulfilling the political criteria set by the Copenhagen European Council and the Stabilisation and Association Process requirements and that a fully satisfactory level in its co-operation with ICTY was reached. It welcomes that Serbia has re-engaged in the Belgrade-Pristina dialogue and is moving forward with implementation of agreements in good faith, and the Agreement on IBM. With a view to granting Serbia the status of Candidate country by March 2012, the European Council tasks the Council to examine and confirm that Serbia has continued to show credible commitment and achieved further progress in moving forward with the implementation in good faith of agreements reached in the dialogue including on IBM, has reached an agreement on inclusive regional cooperation and has actively cooperated to enable EULEX and KFOR to execute their mandates.

IV. 
OTHER ITEMS

17. Recalling the Council conclusions of 5 December on enlargement, the European Council calls on EU partners to fully respect the role of the rotating Presidency of the Council, which is a fundamental institutional feature of the Union provided for in the Treaty. 
18. Recalling its discussions of June and October 2011, the European Council notes that all legal conditions have been met for the decision on Bulgaria's and Romania's accession to the Schengen area to be taken. It calls on the Council to adopt this decision as soon as possible. If necessary, the European Council will return to this issue at its March 2012 meeting.

19. Recalling its conclusions of 23 October 2011 and endorsing the Council conclusions of 1 December, the European Council reiterates its serious and deepening concerns over the nature of Iran's nuclear programme, as reflected in the latest IAEA report, and the failure of Iran to meet its international obligations. The European Council welcomes the agreement reached at the Council to designate 180 new entities and individuals directly linked to the nuclear programme. It invites the  Council to proceed with its work related to extending the scope of EU restrictive measures and broadening existing sanctions by examining additional measures against Iran as a matter of priority and to adopt these measures no later than by its next session.

20. The European Council stands united in condemning the attacks on the UK Government's diplomatic compounds in Iran, and deplores the Iranian Government's failure to meet its international responsibilities to protect diplomatic staff and property under the Vienna Convention. 

21. The European Council remains deeply concerned by the continued use of military force by the Syrian regime and the repression of the Syrian people. Endorsing the Council conclusions of 1 December 2011, the European Council confirms its support to the efforts of the League of Arab States and calls on the Syrian regime to comply fully with the Arab Plan of Action. It re-emphasizes the urgent need for all members of the UN Security Council to assume their responsibilities in relation to the situation in Syria.

22. The European Council welcomes the results of the International Afghanistan Conference held in Bonn on 5 December 2011, and reaffirms its commitment to a consistent long-term engagement of the European Union for Afghanistan beyond 2014.
23. The European Council welcomes the intensive preparatory work carried out during this semester on the future Multiannual Financial Framework and takes note of the report submitted by the Presidency. It calls on the incoming Presidency to press ahead with the work aimed at developing a basis for the final stage of negotiations, to be discussed at the European Council in June 2012. It reiterates its invitation to the institutions to cooperate to ensure the adoption of the Multiannual Financial Framework by the end of 2012.
ANNEX 
STATEMENT BY THE EURO AREA HEADS OF STATE AND GOVERNMENT 

The European Union and the euro area have done much over the past 18 months to improve economic governance and adopt new measures in response to the sovereign debt crisis. However, market tensions in the euro area have increased, and we need to step up our efforts to address the current challenges. Today we agreed to move towards a stronger economic union. This implies action in two directions: 

- a new fiscal compact and strengthened economic policy coordination;

- the development of our stabilisation tools to face short term challenges. 

A reinforced architecture for Economic and Monetary Union 

1. 
The stability and integrity of the Economic and Monetary Union and of the European Union as a whole require the swift and vigorous implementation of the measures already agreed as well as further qualitative moves towards a genuine "fiscal union" in the euro area. Alongside the single currency, a strong economic pillar is indispensable. It will rest on an enhanced governance to foster fiscal discipline as well as stronger growth and enhanced competitiveness. To achieve this objective, we will build on and enhance what has been achieved in the past 18 months: the enhanced Stability and Growth Pact, the implementation of the European Semester starting this month, the new macro-economic imbalances procedure, and the Euro Plus Pact.
2. 
With this overriding objective in mind, and fully determined to overcome together the current difficulties, we agreed today on a new "fiscal compact" and on significantly stronger coordination of economic policies in areas of common interest. 
3. 
This will require a new deal between euro area Member States to be enshrined in common, ambitious rules that translate their strong political commitment into a new legal framework.
A new fiscal compact
4. 
A new fiscal rule will be established, containing the following elements: 
· General government budgets shall in principle be balanced. Member States may incur deficits only to take into account the budgetary impact of the economic cycle or in the event of exceptional economic circumstances. 

· This principle shall be deemed respected if, as a rule, the annual structural deficit does not exceed 0.5% of nominal GDP. This rule will be adapted to country-specific circumstances to take into account long term sustainability. Countries having a debt significantly below 60% of GDP may have higher structural deficits. 
· Such a rule will also be introduced in Member States' national legal systems at constitutional or equivalent level. The rule will contain an automatic correction mechanism that can be triggered in the event of deviation. It will be defined by each Member State on the basis of principles defined by the Commission. The Court of Justice will have jurisdiction to verify the transposition of this rule at national level.

· Member States are committed to converging rapidly towards their specific reference level.

· Member States in EDP shall submit to the Commission and the Council for endorsement, an economic partnership programme detailing the necessary structural reforms to ensure an effectively durable correction of excessive deficits. The implementation of the programme, and the yearly budgetary plans consistent with it, will be monitored by the Commission and the Council.
· A mechanism will be put in place for the ex-ante reporting by Member States of their national debt issuance plans. 

5. 
The rules governing the Excessive Deficit Procedure (Article 126 of the TFEU) will be reinforced for euro area Member States. As soon as a Member State is recognised to be in breach of the 3% ceiling by the Commission, there will be automatic consequences unless the Council (euro area Member States voting), acting by qualified majority, decides otherwise. Exceptional circumstances will be taken into account. Steps and sanctions proposed or recommended by the Commission will be adopted by the Council (euro area Member States voting) unless a qualified majority of the euro area Member States decides otherwise. 

6. 
We will adopt swiftly the new rules proposed by the Commission on 23 November 2011 on (i) the monitoring and assessment of draft budgetary plans and the correction of excessive deficit in euro area Member States and (ii) the strengthening of economic and budgetary surveillance of Member States experiencing or threatened with serious difficulties with respect to their financial stability in the euro area. We call on the Council and the European Parliament to rapidly adopt these regulations so that they will be in force for the next budget cycle. Under this new legal framework, the Commission will in particular examine the key parameters of the draft budgetary plans and will, if needed, adopt an opinion on these plans. If the Commission identifies particularly serious non-compliance with the Stability and Growth Pact, it will request a revised draft budgetary plan. 
7. 
For the longer term, we will continue to work on how to further deepen fiscal integration so as to better reflect our degree of interdependence. This will imply more intrusive control of the national budgetary stance by the EU, such as the ex ante approval of budgetary plans. In this context, the possibility of moving towards common debt issuance in the longer term and in a staged and criteria-based process, should be considered, once significant progress has been made in reinforcing fiscal rules and discipline. Any steps towards that end will have to be commensurate with a robust framework for budgetary discipline and economic competitiveness to avoid moral hazard and foster responsibility and compliance. These issues will be part of the report of the President of the European Council in March, which will also deal with the relations between the EU and the euro area. 

Stronger policy coordination and governance

8. 
We agree to make more active use of enhanced cooperation on matters which are essential for the smooth functioning of the euro area, without undermining the internal market. 

9. 
A procedure will be established to ensure that all major economic policy reforms planned by euro area Member States will be discussed and coordinated at the level of the euro area. 

10. 
Euro area governance will be reinforced as agreed at the Euro Summit of 26 October. In particular, regular Euro Summits will be held at least twice a year. These new arrangements should be reflected at Treaty level. 

Strengthening the stabilisation tools
11. 
Longer term reforms such as the ones set out above must be combined with immediate action to forcefully address current market tensions.

12. 
The European Financial Stability Facility (EFSF) leveraging will be rapidly deployed, through the two concrete options agreed upon by the Eurogroup on 29 November. 

13. 
We agree on an acceleration of the entry into force of the European Stability Mechanism (ESM) treaty. The Treaty will enter into force as soon as Member States representing 90 % of the capital commitments have ratified it. Our common objective is for the ESM to enter into force in July 2012. 
14. 
Concerning financial resources, we agree on the following: 
· the EFSF will remain active in financing programmes that have started until mid-2013 as provided for  in the Framework Agreement; it will continue to ensure the financing of the on-going programmes as needed;

· the ESM will have a maximum lending volume of EUR 500 billion, irrespective of the EFSF commitments; 
· during the phasing in of the paid-in capital, we stand ready to accelerate payments of capital in order to maintain a minimum 15% ratio between paid-in capital and the outstanding amount of ESM issuances. 

15. 
We agree on the following adjustments to the ESM Treaty to make it more effective:

· Concerning the involvement of the private sector, we will strictly adhere to the well established IMF principles and practices. This will be unambiguously reflected in the preamble of the treaty. We clearly reaffirm that the decisions taken on 21 July and 26/27 October concerning Greek debt are unique and exceptional;
· In order to ensure that the ESM is in a position to take the necessary decisions in all circumstances, voting rules in the ESM will be changed to include an emergency procedure. The mutual agreement rule will be replaced by a qualified majority of 85 % in case the Commission and the ECB conclude that an urgent decision related to financial assistance is needed to safeguard the financial and economic stability of the euro area. 
· The ESM will have the possibility to directly recapitalise banking institutions and to have itself the necessary features of a credit institution.
16. 
Euro area Member States stand ready to provide to the IMF additional resources up to [EUR XXX billion], in the form of bilateral loans, to ensure that the IMF has adequate resources to deal with the crisis. The euro area is looking forward to parallel contributions from the international community.
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