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1. 
The Chairman, Petras Austrevicius (Lithuania) opened the session by thanking the Czech delegation and describing the day’s agenda. The draft Agenda [146 ESC 12 E] and the Summary of the Meeting of the Economics and Security Committee held in Tallinn, Estonia, on Sunday 27 May 2012 [135 ESC 12 E] were adopted without comments. The Chairman laid out the procedure for amending the draft Resolutions. 
I. Presentation by Pavel Kohout, Director of Strategy at the company Partners and Member of the National Economic Council of the Government of the Czech Republic, on The Czech Approach to the Euro Crisis.
2. 
Pavel Kohout discussed three aspects of the Euro crisis: the banking crisis, the crisis of public finance and trade and remaining problems in certain countries. Regarding the banking crisis, the credit bubble resulted in a very high ratio of bank assets to GDP (especially compared to the US). This was especially pronounced in Spain, Ireland, Portugal and Greece. Excessive government spending has also been a central source of the crisis. Trade balances in Europe are less problematic, but there are signs of falling competitiveness—a condition created in part by higher taxes and labour cuts. 

3. 
The speaker outlined the landmark events that triggered the Euro crisis; the inexorable increase of public welfare services which led to higher government spending; tax hikes in the 1970s; mounting public debt; trade restrictions;  “cheap money” linked to low interests rates which created the boom; and the introduction of the Euro, which helped bring interest rates to record lows. The credit boom created problems throughout Europe. Other landmark events included the 2007 Lehman Brothers’ collapse; a liquidity crisis in the banking sector and rising unemployment rates.  Government responses to these challenges often involved austerity measures, which only pushed unemployment higher; higher taxes also undercut demand and this too slowed growth. All of these short and long-term phenomena were factors in the Euro crisis. 

4. 
Mr. Kohout laid out several policies that will be integral to an economic recovery. The European Central Bank will first need to inject greater liquidity to prop up the Euro system.  Deregulating labour markets could help lay a foundation for longer term growth. Tax cuts will ultimately be needed, but this will require government spending reform.  Subsidies need to be reduced across the board. Mr. Kohout concluded by suggesting that more Europe and less centralization are needed, and he predicted that no country will abandon the Euro.

5. 
During the discussion, members posed questions about the role of the banking sector in precipitating the Euro crisis. Some members suggested that the problems in the global financial order can be traced to about the repeal of the Glass-Steagall Act in the US and the lack of market regulations at the European level. It was suggested that a financial transaction tax could both generate tax revenues while limiting speculation. Several members were critical of the speaker’s solutions to the Euro crisis and the fact to attribute responsibility to the financial sector. Addressing these questions and concerns, Mr. Kohout stated that the Glass-Steagall Act’s repeal was a mistake, particularly as it is such a large and important sector of the US economy. In response to a question about the European Fiscal Compact, he stated that the Fiscal Compact might lead to higher taxes. He pointed out that asymmetrical regulations rather than the lack of regulations created the financial crisis. In response to a member’s concerns about the responsibilities of banks for the crisis, Mr. Kohout stressed that banks have a small part of blame but that broad structural reforms were needed to address the key sources of the crisis. 

6. 
Some members also expressed concerns about the future of the welfare state and stressed the key role that public spending plays in generating employment. Some members stated that another way to deal with the crisis (where the problem is the lack of growth and demand) was to change the structure of government spending rather than cut government expenditure as such. The speaker responded by stressing that welfare states were not the enemy but that welfare states assume different forms. He added that every European state is unique and needs to structure its own set of policies, recommendations, tax rates, etc.  

II. Presentation by Mats Karlsson, Director of the Center for Mediterranean Integration (CMI), Marseilles, on Building a Pan-Mediterranean Economy
7. 
Mats Karlsson discussed the economic integration of the Middle East and North Africa (MENA) region and the need to deepen MENA ties with European and global economies. Mr. Karlsson pointed to the link between economic integration and political transformation, and described the post-communist transition of Eastern Europe as a successful example. The economic integration of this region and the elaboration of a pan-Mediterranean economy are especially timely due to current developments in the MENA region. 

8. 
The speaker pointed to several key elements for the economic integration of the MENA region into the broader economy: political issues and macroeconomic challenges, notably the importance of national constitutions, challenges associated with their elaboration, the engagement of local communities, urbanization projects and urban development, as well as the need to involve and consider small to medium-sized enterprises in economic policy making; the importance of the social contract; labour mobility; green growth. The EU needs to revisit many of the rules that restrict the free movement of people throughout the region. Finally there is a need to better integrate institutions in the MENA region so that leaders are able to engage directly with citizens both using and often dependent upon government services. Bottom up approaches and the development of professional communities and other civil society structures are crucial to the region’s economic development. It is especially important at a time when reform is underway.

9. 
During the discussion, questions were raised both on the problem of price distorting subsidies and EU protectionism. Some members asked what the way forward for the EU was and how the Union might assist in democracy building. Mr Karlsson stressed that the EU needs to engage in a broad dialogue with the MENA region’s leaders and people. Long-term thinking and patience will be required.  EU leaders must address persistent barriers to open trade, which undermine trade in agriculture and slow the development of renewable energy. 

III. Summary of the future activities of the Sub-Committee on Transatlantic Economic Relations, by Leon Benoit (Canada), Chairman of the Sub‑Committee
10. 
Leon Benoit provided a summary of the future activities of the Sub-Committee and possible report topics. A member and the Chairman stressed how interesting Sub‑Committee’s visits to Alberta (Canada) and Iceland had been.  

IV. Summary of the future activities of the Sub-Committee on East-West Economic Co‑operation and Convergence, by Gianni Vernetti (Italy), Chairman of the Sub‑Committee
11. 
Gianni Vernetti delivered a summary of the future activities of the Sub-Committee. He noted that the 2013 Report of the Sub-Committee on East-West Economic Co‑operation and Convergence will be on prospects for a more dynamic Mediterranean economy. 
V. Consideration of the draft Report of the Sub-Committee on Transatlantic Economic Relations Arctic Economic Opportunities, Environmental Obligations and Security Stakes [148 ESCTER 12 E] by Jeppe Kofod (Denmark), Rapporteur
12. 
Following the introduction of the draft Report, some minor revisions to the report were suggested, including the need to place more emphasis on positive regional institutional co‑operation. Some members stated that the draft Report had a somewhat alarmist tone that contradicted the general spirit of co-operation in the region.  This view was particularly expressed by members of the Russian delegation. 

13. 
The draft Report Arctic Economic Opportunities, Environmental Obligations and Security Stakes [148 ESCTER 12 E] was adopted unanimously with several revisions suggested by the Committee.
VI. Consideration of the draft Report of the Sub-Committee on East-West Economic Co‑operation and Convergence The Arab Uprisings:  Economic Dimensions and Challenges [149 ESCEW 12 E] by Peter Bottomley (United Kingdom), on behalf of Uwe Karl Beckmeyer (Germany), Rapporteur
14. 
Following the introduction of the draft Report, members offered suggestions for minor changes.

15. 
The draft Report The Arab Uprisings: Economic Dimensions and Challenges [149 ESCEW 12 E] was adopted unanimously with minor revisions suggested by the Committee.  
VII. Consideration of the draft General Report The Sources and Implications of the Euro Crisis [147 ESC 12 E] by Petras Austrevicius (Lithuania), Chairman and Acting General Rapporteur
16. 
Following the presentation of the draft General Report, a member from Greece described his government’s efforts to cope with the crisis. The Greek Parliament, for example, recently adopted a credible 2013 budget in order to fulfill mid-term EU conditions. Several members expressed concern about mutualizing European debts, while others expressed concern about a fiscal union, as it would be potentially unmanageable and would be construed by some as a renunciation of sovereignty. 

17. 
The draft General Report The Sources and Implications of the Euro Crisis [147 ESC 12 E] was adopted unanimously with several revisions suggested by the Committee.
VIII. Presentation by Dr Benjamin Schreer, Deputy Head and Senior Lecturer, Strategic and Defence Studies Centre, School of International Political & Strategic Studies, College of Asia and the Pacific, Australian National University, on An Assessment on the Transition in Afghanistan
18. 
Benjamin Schreer argued that the Allies need to confront an “Afghan reality” that diverges from prevailing perspectives. Since the Bonn agreement, the international community has worked with an Afghan government that simply does not accord with Afghanistan’s cultural and historical identity. The allies frequently express their desire to build an Afghan democracy along a centralized model, but a centralized government in Kabul is unlikely to govern effectively given that country’s notable regional differences. 

19. 
Afghan solutions for the country’s security are therefore essential. The international community will have to accept the possibility of an Afghan security structure and Afghan authorities who reject Western norms as a matter of course. It is essential to recognize that efforts to build a Western style government in Kabul have failed. The Afghans still have very few channels to demand accountability in their leaders, and it is very likely that the 2015 Presidential elections will be fraudulent. The Afghan economy is also far from operating in a self-sustaining fashion and is highly dependent on foreign aid. The departure of coalition forces will deprive the local economy of a major source of demand. 
20. 
Finally, the international community must recognize that the Afghanistan National Army (ANA) will be the main security force in that county by 2015. The speaker next discussed several positive developments within the ANA: new recruits have bolstered those forces which are carrying their weight within the International Security Assistance Force (ISAF). The ANA is increasingly professional but continues to need international support. A firm Western commitment towards the ANA’s funding would include extending its continued access to heavy weapons, the provision of close air support in provincial areas, defence in depth through strategy-layered defence, and investing in the professionalism of the ANA. The speaker concluded that it would be a tragedy to allow Afghanistan to slip into chaos after the coalition had invested so much blood and treasure in stabilizing that country. 

21. 
During the discussion, members asked about the purpose of putting troops into Pashtun areas. Several expressed concerned about the $7 billion exit plan required for Afghanistan. The speaker suggested that China and India must be factored into coalition strategy.  Members expressed concerns about the strategic implications of announcing the Allies’ withdrawal and the resurgence of the Taliban. 

IX. Consideration of amendments and vote on the draft Resolution Arctic Economic Opportunities, Environmental Obligations and Security Stakes [184 ESC 12 E] by Jeppe Kofod (Denmark), Rapporteur
22. Jeppe Kofod introduced the draft Resolution by highlighting the region’s fragile environment and the need to take extra precautions to protect it. He also noted that co‑operation among littoral and non-littoral countries must be sustained and increased, as efforts are necessary to ensure that outstanding disputes in the Artic continue to be settled in a peaceful manner.
23. Members offered several amendments to the draft Resolution, largely to focus the resolution on the peaceful nature of international cooperation in the region. 

24.
The draft Resolution Arctic Economic Opportunities, Environmental Obligations and Security Stakes [184 ESC 12 E], as amended, was adopted.

X. Intervention by US Congressman Michael Turner, Head of the US delegation to the NATO PA, on US Congressional perspectives on European Defence Budgets 

25.
Michael Turner (United States) discussed a proposed US Congressional Resolution which is now part of a bill in the Senate. According to this resolution, NATO’s European members ought to pay more to cover the costs of their defence.  The economic crisis has compelled the United States to revisit the structure and deployment of its own forces in Europe. Congressman Turner noted that although the Senate is not likely to adopt the bill, the proposal reflects US concerns about European defense spending levels and the long‑term implications for NATO’s capabilities. He suggested that it is important for NATO PA members to inform their respective Parliaments that US spending priorities are partly conditioned on how Europe meets its own defense requirements.  
26.
Several members responded to Congressman Turner’s presentation.  Some members mentioned the impossibility of increasing defence budgets in a time of economic recession, while others suggested that that their country’s had even increased defence spending in 2013 (Germany). It was also suggested that US pressure could present an opportunity for greater EU defence co-operation. Another member suggested that this was a sign that the US focus was now shifting to the Pacific. Congressman Turner responded by noting that NATO EU members are cutting budgets based on the assumption that the US will maintain its current level of engagement, which may not be the case. European has had the luxury of basing budgetary reductions on the expectation that the US will fill the gap. Congressman Turner also praised EU countries such as France and the UK for their leadership in Libya, and stressed America’s ongoing commitment to the Alliance.  
XI. Consideration of amendments and vote on the draft Resolution The Euro Crisis: Defence and Security Implications [188 ESC 12 E] by Petras Austrevicius (Lithuania), Chairman and Acting General Rapporteur 
27. 
Petras Austrevicius introduced the draft Resolution, first by pointing out that the resolution is not directly premised on the report on the Euro crisis. He noted that a resolution was needed to address the defence spending implications of that crisis. 

28. 
Several amendments were suggested and approved by the members and the Rapporteur. 
29.
The draft Resolution The Euro Crisis: Defence and Security Implications [188 ESC 12 E], as amended was adopted.

XII. Election of Committee and Sub-Committee Officers
30. 
The mandates of all the officers eligible for re-election were renewed. The following new officers were elected:
Economics and Security Committee

Vice-chairperson

Ivans Klementjevs (Latvia)

General Rapporteur 


Jeppe Kofod (Denmark)

Sub-Committee on East-West Economic Co-operation and Convergence

Vice-chairperson


Carolyn McCarthy (United States)

Sub-Committee on Transatlantic Economic Relations

Vice-chairperson


Diego Lopez Garrido (Spain)

Rapporteur



Harriett Baldwin (United Kingdom)

Ukraine-NATO Interparliamentary Council 

ESC members


Ivans Klementjevs (Latvia)







Georgi Pirinski (Bulgaria)

Alternate members


Francis Hillmeyer (France)







Menno Knip (Netherlands)

XIII. Date and place of next meetings

31.
The schedule for the upcoming meetings was announced, including the upcoming February meetings in Brussels and at the OECD in Paris.

________

� 	Turkey recognizes the Republic of Macedonia with its constitutional name





