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The Quest for European Leadership

CEPS Annual Conference 2009

Opening Dinner

4 March 2009, Cercle Royal Gaulois, Brussels

Chair: H. Onno Ruding, Chairman of the CEPS Board of Directors

Speaker: Mirek Topolánek, Prime Minister of the Czech Republic
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Speaking at the opening dinner of this year’s CEPS Annual Conference, Mirek Topolánek, Prime Minister of the Czech Republic, stressed that the presidency of his country would focus on a 

staunchdefence of the EU and the single market, amidst the climate of h y s t e r i a generated by the economic crisis. In this respect, he was eager to point out that there was pervasive misinformation being put about by opinion-makers with ‘great powers but zero accountability’. 

“The crisis should not arrest the enlargement process ... hope should prevail over fear.”
Topolánek recalled the principles of solidarity and responsibility that underpin the EU, based on the strong rejection of protectionism and free-riders. 
The Czech Prime Minister sees the Union as a voluntary group of 27 countries, which are only accountable to their own citizens. One of the foundations of European integration is the common market, which has more than proved its worth over time. Political integration cannot function without this market. In this respect, he highlighted some of the differences between the current economic crisis and that of the 1930s, explaining that today the EU is essentially grappling with a crisis of confidence. 
This has led to a tendency to adopt protectionist measures, due to the inability of politicians to explain to their voters that the party is over. One of the key aims of EU leaders should therefore be that of restoring confidence, in particular to the banking sector. In order to do this, they will need to robustly demonstrate their responsibility.

“The single market does not mean a single economy... it is inevitable that the fiscal policies of member states should differ.”

Topolánek referred to the concerns from some quarters that new dividing lines could be drawn within Europe, even referring to a possible new Iron Curtain around the Balkans and Turkey. In his view, the crisis should not arrest the enlargement process, because ‘hope should prevail over fear’. To support this argument, he quoted the recent report by the European Commission on the five years since enlargement, which showed that both the new and old member states benefited from the 2004 broadening of the Union. Topolánek himself labelled it a ‘big fat plus’. He was also keen to stress that the single market does not mean a single economy, and that it is inevitable that the fiscal policies of member states should differ.
Anticipating some of the arguments that could be brought against his defence of the enlargement process, Topolánek stated that in a new EU with more member states, institutional issues would not be all-important. According to him, deepening and broadening cannot continue to go hand in hand, since the transfer of further decision-making powers to Brussels is possible but not necessary.

On the other hand, he stressed the importance of properly implementing existing legislation, calling for fewer rules, but rules that have to be obeyed by everyone without exception. Ending on a positive note, the Czech Prime Minister remarked that if politicians show courage, the crisis could represent a unique opportunity for structural reforms. 


Session I. Reforming the EU Treaties:

Improving Ratification Procedures & Democratic Involvement

5 March 2009, Palais d’Egmont, Brussels

Chair: H. Onno Ruding, Chairman of the CEPS Board of Directors

Speakers: Diego Lopéz Garrido, Secretary of State for European Affairs, Spain

Dick Roche, Minister of State with Special Responsibility for European Affairs, Ireland
[image: image2.emf]During the first session of the Annual Conference, Diego López Garrido, Secretary of State for European Affairs of Spain, focused on the achievements of the Constitutional Treaty and the success of the European Convention, of which he had been a member. Summarising what in his view were the most significant improvements introduced by the treaty, he referred to the growing number of competences; the further strengthening of the powers of the European Parliament; the adoption of Qualified Majority Voting instead of unanimity, and in general to the switch from a permissive consensus on the part of the citizens to a participatory one. 
In Spain the Constitutional Treaty had enjoyed

strong popular support, reflected in the successful referendum conducted by the Zapatero government.

The rejection in the Netherlands and France of the Constitutional Treaty was a matter of some regret to the Spanish Secretary of State. With regard to what happens next, López Garrido only registered his preference for the more coherent form of the Constitutional Treaty over the somewhat opaque structure of a classic amending treaty that was eventually agreed in Lisbon. 
“There are much more challenging issues forEurope to be dealing with, and which could win back the affection of its citizens.”
The fundamental question, in the opinion of López Garrido, was that of why, despite the best efforts of

EU leaders, citizens continue to reject what is put to them. In this respect, he considers that the treaties are too complicated to be put to such a simplistic vote as a referendum. Moreover, it is time to dispense with the requirement of unanimity for the entry into force of new treaties. At the political level, leadership is needed to convince European citizens that what we are doing is in their interests. This also entails engaging with citizens to explain why they should vote for the Treaty of Lisbon. The latter is a daunting task, as “rightly or wrongly the idea of a dominant Eurocracy has set in”.

The Spanish Secretary of State saw it as the task of EU leaders to dispel this myth. To that end, the Spanish government is preparing “a very European presidency”.

Speaking on the same panel, Dick Roche, Minister of State with special responsibility for European Affairs of Ireland, also recalled his times as a member of the Convention on the future of Europe, dwelling in particular on the “striking sense of equality” that characterised the experience, which was very participative and produced a treaty that was “very good”. However, ensuing developments and the continued focus on “institutional tinkering” left citizens cold and turned them off Europe. Roche believes that there are much more challenging issues for Europe to be dealing with, and which could win back the affection of its citizens.

“Politicians should not wait for a crisis to convincethe people that Europe is about them.”

[image: image3.emf]The Irish politician then spent some time explaining the position of his government with regard to the failed referendum and the next steps for the ratification of the Treaty of Lisbon. In his view, a good starting point was the fact that the treaty includes a margin of flexibility, which will be helpful in reassuring citizens that the Irish government can defend their vital national interests. The Minister pointed out that although 95% of the Dáil (the Irish Parliament) supported the treaty, the marching orders came from the citizens. It was therefore necessary to understand their concerns. 
In this respect, he outlined the results of a survey commissioned by the Irish government, which showed that 4 out of 10 voters rejected the treaty due to a lack of information, and 7 out of 10 persons who did not vote abstained because they felt that the issue had not been properly explained to them. In terms of demographics: unskilled, bluecollar workers were among the highest no-voters, as was the case in France and the Netherlands when they rejected the treaty. For the long term, Roche argued, politicians should not wait for a crisis to convince the people that Europe is about them.
Among the measures that could be taken, he called for a simple introduction “in layman’s language” to every piece of European legislation. On the technicalities of a potential second referendum, the Minister stated that it should be a stand-alone vote because otherwise, no matter how carefully-worded the referendum question is, citizens will always vote on a variety of issues. He also believed that to ensure a positive vote, it would be helpful to use more uplifting language. In this respect, despite all the problems it brought about, the economic crisis could also have positive spin-offs, as in Ireland it has “relegitimised Europe”.
Session II. What role is left for the market?

5 March 2009, Palais d’Egmont, Brussels

Chair: H. Onno Ruding, Chairman of the CEPS Board of Directors

Speakers: José Luís Escrivá, Chief Economist, Banco Bilbao Vizcaya Argentaria

Roberto Nicastro, Deputy-CEO, UniCredit Group

Daniel Gros, Director, CEPS
The second session of the conference dealt precisely with the consequences of the financial and economic crisis. 
José Luis Escrivá, Chief Economist of the Spanish Banking Group BBVA, started by affirming that the crisis served to show that Europe was still far from completing the internal market for financial services. If anything, the way the crisis has been managed shows that the EU was not prepared from a systemic point of view. The measures that have been put in place can be seen as a case of “very little Europe and very many national reactions”. Having said that, the Spanish economist insisted on the need to assess the problems of liquidity and solvency separately. Concerning the first, the worse case scenario has been avoided, but the interbank markets are not yet operating properly, and they are only likely to start working again in the medium term. With regard to solvency, the measures to restore confidence in the system and avoid the credit crunch have so far been ineffective. This has led to many business models being no longer sustainable. Escrivá is convinced that without decisive action in this field, the situation will not improve, and the necessary efficiency in the provision of credit is not going to be restored. In this respect, he raised the question of why the European Central Bank had not done anything to address the problem of European credit growth. This inactivity could even result in a rolling back of the achievements of European Monetary Union. 

“A state-driven banking industry can lead to even greater disasters than the ones we

have seen up to now.”

[image: image4.emf]It was then the turn of Roberto Nicastro, Deputy-CEO of the Italian banking group UniCredit. His remarks also focussed on the need to restore confidence, although, in contrast to his Spanish colleague, he was very keen to caution the audience about the risks of excessive regulation. In his view, the policy pendulum is currently swinging from a pure market approach towards ever-stronger state intervention. Nicastro reminded the audience, however, that “a state-driven banking industry can lead to even greater disasters than the ones we have seen up to now”. 
To cite just one recent example, he referred to the German Landesbank, which, in order to compensate the losses it incurred in providing the German corporate sector with cheap money, had to create “some of the biggest portfolios of toxic assets” in the world.
Speaking of the particularly harmful way in which the crisis is hitting Central and Eastern Europe (where

UniCredit has extensive assets), Nicastro emphasised that this should not make people forget the speed

at which Central European corporate and retail customers gained access to a level of service and

liquidity comparable to that available in the West. He singled this out as “the tremendous success of a market mechanism”. However, the Italian banker admitted that there should also be talk of re-regulation (rather than more regulation), because there are regulations that have clearly failed in recent times and need to be changed. To sum up, he compared state intervention to a medicine that probably needs to be taken, but has to be taken in the right way, and then only temporarily.

Among the measures that could be taken, he called for a simple introduction “in layman’s language” to every piece of European legislation. On the technicalities of a potential second referendum, the Minister stated that it should be a stand-alone vote because otherwise, no matter how carefully-worded the referendum question is, citizens will always vote on a variety of issues. He also believed that to ensure a positive vote, it would be helpful to use more uplifting language. In this respect, despite all the problems it brought about, the economic crisis could also have positive spin-offs, as in Ireland it has “relegitimised Europe”.
Considering other technical measures that could be adopted to tackle the crisis, Nicastro provocatively

proposed the dropping of quarterly reporting, as this encourages a short-term attitude to the running of banks. Scrapping the current system would show that the relevant actors are taking responsibility and adopting a long-term approach that would benefit all stakeholders, rather than only the shareholders.
Finally, he called for better coordination and supervision of international regulations, as the management of strong differences in regulation is extremely complicated and costly, a cost that banks then pass on to consumers and corporates. 

CEPS Director Daniel Gros was the last speaker on the panel. His first observation was that the markets have failed, and have done so on a massive scale. One of the reasons was that the financial markets are traditionally characterised by periods of euphoria followed by manic depression. The peculiar aspect of the bubble that led to the current crisis is that it lasted for such a long time, and was truly global. One of the main problems was that no institutional actor dared to explain that it could not last forever. Historically, this has been the task of Central Banks, but in the view of Gros, this time they failed on this count, on both sides of the Atlantic. Therefore, one of the key lessons that should be drawn from the crisis is not about the greed of bankers or the need for more detailed regulation, but that there should always be someone who has the courage to interrupt the party too early, rather than too late. 
 “There should always be someone who has the courage to interrupt the party too early, rather than too late.”

[image: image5.emf]Apart from the causes, the challenge now comes from the completely different measures that will be required to confront the crisis in the short and long term. Indeed, international authorities have to find ways to prevent future crises, while dealing with the present one immediately.

The policy actions required tend to pull in o p p o s i t e directions.

Gros maintained that in the long run there will be a need for  increased regulation, and for a restriction of the freedom of manoeuvre of banks, whereas in the short term it would be desirable for banks to be “more exuberant” and to lend more. This of course risks leading to systemic paralysis, since national and European authorities are sending out conflicting signals. 
“The new role of the ECB should be to make sure that, when the next boom starts, it is ended as soon as possible.”
In this context, the role of researchers should be to dispel confusion and to help make hard choices. In particular, the 
immediate question to tackle is that of the banks. There, in the view of CEPS’ Director, “the scale of the disaster is such that we have to nationalise many of them”. In a paper released earlier this year, Gros had argued that this should be done at the European level, but the policy-makers have decided otherwise, rescuing banks one by one, which will obviously be more costly. 
For the long term, there will have to be a “lot of work” on detailed regulation. This may be only partially effective, however, since when the next period of euphoria comes, there will be pressure to relax these yet-to-be-written rules once again.

For this reason, there is a need for a very conservative and very independent institution that would constantly monitor the situation. In Europe, the only institution that fits this description is the European

Central Bank. Until now, the ECB has only been tasked with ensuring price stability, while it should now also guarantee financial stability. Indeed, Gros considers that the new role of the ECB should be that of “making sure that, when the next boom starts, it is ended as soon as possible”. This is the only option available to do away with the current confusion and to send the clear signals that the markets are waiting to hear again.
