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1. The Chairperson, Petras Austrevicius (LT), opened the session by thanking the Luxembourg delegation and describing the day’s agenda. The draft Agenda [064 ESC 13 E rev. 1] was adopted without comments. The summary of the Meeting of the Economics and Security Committee held in Prague, Czech Republic on Saturday 10 November 2012 [225 ESC 12 E] was adopted without comments.
2. Petras Austrevicius then asked for the consideration of the Comments of the Secretary General of NATO, Chairman of the North Atlantic Council, on the policy recommendations adopted in 2012 by the NATO Parliamentary Assembly [040 SESP 13 E]. Leon Benoit (Canada) commented that in the discussions with the North Atlantic Council, he would prefer that the Secretary General answer all questions personally rather than having some answered by the North Atlantic Council Ambassadors.  Mr Austrevicius thanked Mr Benoit for his comment and moved on to introduce the first speaker of the day.  
I.
Presentation by Patrice Pieretti, Professor of Economics, Centre of Research in Applied Economics, University of 
Luxembourg on Attracting 
Investment and the Viability of Small Economies
3. Patrice Pieretti began his presentation by describing the performance of small economies. He defined small countries having less than ten million inhabitants. Economists began to show interest in this subject beginning in the 1960s when small economies were largely seen as suffering a range of handicaps.  Today, small economies vary considerably in terms of economic success.  Natural resources can play a large role in determining how a small economy grows, but, of course, some small economies succeed without being rich in natural resources. Among more advanced economies, fiscal and regulatory dumping can affect economic performance; in other words, there is a temptation to attract investment by lowering tax or other standards.  
4. The speaker pointed out that despite the structural variance of small economies, the limitations they face are a lack of human resources and human capital. In the case of an economy with limited resources, some specialize and, in some cases, overspecialize.  There is much debate in Luxembourg regarding the danger of an overspecialized economy focused on finance.  This makes Luxembourg vulnerable to external shocks.  But Patrice Pieretti also stressed that although Luxembourg’s economy has a large banking sector, it is not as monolithic as one would think.  Its exports, the economic catalysts of its economy, paint a more diverse picture with other sectors playing an important role.  Moreover, the structure of financial activity is diversified.  Within the financial sector, mutual funds, investment banking, corporate banking, private banking offer a varied range of services.  
5. Another feature of small economies is that they are completely reliant on external investment and are obliged to be open.  Thus, the relationship between foreign and internal investment is quite important.  In fact, small advanced economies are much more dependent than large economies on economic developments beyond their national borders.  Patrice Pieretti conducted a study demonstrating that higher GDP per capita for small countries is connected to a higher dependence on foreign investment. There is no similar correlation with large countries. Consequently small countries are obliged to be attractive to foreign investment, but less fiscal regulation is not the best way to manage this.  
6. Patrice Pieretti explained that companies value infrastructure as the most important factor influencing direct investment, while corporate tax was less of a factor. He explored the sustainability of small economies by focusing on the long term implications of economic competitiveness.  Two questions are invariably raised: can a small country survive and grow? Or will it shrink and disappear? In the end, the model determined that what counts in small economies are social cohesion and the capacity to react to economic fluctuations.  Considering the mobility of capital today, all of these factors shape the economic profile of small economies.  In some contexts, small can be great, but it can also create a nightmare.  
7. During the discussion, questions were raised about the effects of the financial tax on Luxembourg and bank secrecy.  Patrice Pieretti stressed that the financial tax will have an effect, but it will not undermine the banking sector.  He explained that, of course, Luxembourg did attract banks for tax reasons, but the country seems to be changing its strategy due to its diversified banking system.  Patrice Pieretti added that many OECD countries are less scrupulous on investments than known tax havens, especially the United States and the United Kingdom.  Due to a lack of international regulation, multinational companies will continue to take advantage of the global situation.  
II.
Presentation by Phillip Cornell, Special Advisor, International Energy Agency (IEA) on The Geopolitical Implications of the Unconventional Gas Boom in North America and How This Might Recast the Transatlantic Relationship
8. In his presentation, Phillip Cornell discussed how unconventional gas is changing energy markets across the globe. He focused largely on energy markets in North America and the market in the European Union.  In his view, Europe needs to address proactively its high level of dependence upon oil and natural gas imports.  Mr Cornell stressed that the surging supply of unconventional gas and oil is changing the global energy map as well as a range of other economic indicators.  He pointed to the ongoing reindustrialization of the United States as providing an example of the collateral benefits that can accrue from this boom.

9. The speaker described the degree to which shale gas and oil production in the United States is surging and the impact of this boom is indeed global.  Energy markets over much of the past decade were extraordinarily tight, even though demand growth had slowed, particularly among OECD countries.  Phillip Cornell suggested that by the end of the decade, the United States will become the largest producer of oil and gas in the world, an unprecedented development.  Phillip Cornell then described how natural gas is generally a regionally traded commodity, with America, Europe and Asia constituting the world’s three most important gas markets.  Although they are largely unconnected, Mr Cornell expressed his views that the development of liquid natural gas (LNG) infrastructure will make it possible to create a more integrated and global gas market.  Currently there are significant divergences between global spot prices and certain regional prices.  Mr Cornell described Europe has having large sources of unconventional gas but the outlook for shale gas in Europe is uncertain at best.  He cited low public acceptance, high population densities, private natural resource rights, and regulations as operating against rapid shale gas growth on the European continent.  
10. 
Phillip Cornell forecast that the United States will be the first developed country to meet its Kyoto targets without ever having ratified the Protocol.  He also noted that US coal is increasingly exported to Europe and China.  In this regard, EU investments to reduce carbon have not been sufficient to counter market forces; the Netherlands and Germany are increasingly shifting out of expensive gas powered electricity in favour of ever cheaper coal.  The EU will need to integrate gas and electricity markets to drive down energy costs and make markets more robust.  Russian gas prices, fixed in long-term contracts, seem increasingly high when compared to spot prices, and the current price structure may prove unsustainable. Because of the unconventional energy boom, natural gas could soon enter a golden age. Environmental regulations, however, will be essential. The International Energy Agency has provided a set of Golden Rules that offer a yardstick for these regulations.   Natural gas does not, in itself, provide a panacea for climate change, but it could be part of a broader strategy to deal with that challenge.   Phillip Cornell added that gas production would provide a boost to transatlantic energy security although Europe needs deeper energy market reform to exploit the potential gains.  
11. During the discussion, several parliamentarians asked about the so-called IEA Golden Rules for shale gas and oil production and the role the IEA can play in advancing these.  Phillip Cornell discussed the experiences of the United States in regulating shale gas companies. He noted that the IEA estimates that if there are proper regulations in place, the environmental risks posed by shale extraction will be low.  Of course, governments need also to consider public opinion and must demonstrate a willingness to meet public concerns about potential environmental risks.
12. Parliamentarians also discussed the prospects for shale gas production in specific European countries and the potential impact of increased shale gas production on nuclear energy and renewables.   Phillip Cornell indicated that Romania, Poland and France all have geological potential for shale gas, but population density will limit exploration.  He discussed the US experience in developing this industry and noted that water pollution is hardly the worst problem; trucks and traffic actually generate more complaints than does pollution.  The speaker also cautioned against optimism about Europe’s shale potential, noting there are not similar gas deposits as there are the U.S. or China. Regarding renewable energy, many European countries have experienced huge solar bubbles in recent years and have been compelled to scale back investments. Nevertheless, 2012 saw more solar installed than ever before.  
13. The speaker also posited that global oil prices will rise across the board, and could hit 140 USD per barrel over the medium term.  Delegates also broached the possibility of a conflict in the Middle East and the major disruptions this could cause.  Phillip Cornell stated that the possibility of temporary closure of the straits of Hormuz could be countered through the release of US strategic oil reserves and private stocks.  He also noted that security costs are already being priced into the market prices.  Regarding gas prices, Phillip Cornell described recent rock bottom prices in the United States as sometimes hovering below the costs of production.  He predicted that the prices of gas will rise 2 to 3 USD per MBtu over the next five years.  The costs of putting the liquid natural gas on tankers add another 2-3 USD to prices.  He concluded by saying that the IEA’s Golden Rules to manage gas extraction would add 7% to production costs but these are perfectly justified and reasonable costs and would help ensure the industry’s sustainability and public acceptance of it.  
III.
Presentation by Alexander Nicoll, Director of Editorial, International Institute forStrategic Studies, London, on European Defence Cooperation, Ways Forward
14. In his presentation, Alexander Nicoll explored the possible areas of closer defence cooperation among European nations.  He began by exploring the ways in which the recent rounds of defence cutting present an opportunity to bolster cooperation and obtain greater value for taxpayer money.  European defence spending is falling dramatically, and the 260 billion USD that EU members spent on defence last year is significantly lower than the outlay 2006.  These figures reflect both the economic and financial crisis as well as the strategic context shaping national and collective defence decisions. Alexander Nicoll stressed that the problem is not simply that the capabilities are eroding.  It is rather that defence funds are not being spent wisely. Indeed, he suggested that Europe’s capabilities decline is often overstated.   The United Kingdom, France, and Germany remain in the top 8 of top military spenders in the world.  And while China’s development of military power is causing a great deal of concern, the EU as a whole spends 3 to 4 times more than China in absolute terms. 
15. 
Regarding EU vulnerabilities, Alexander Nicoll pointed out intelligence gathering, surveillance, refuelling and missile production as among the most pressing concerns.  He also noted that EU forces deploy, operate and are supplied separately and that equipment remains a critical national priority.  Duplication thus constitutes a constant problem.   Smart Defence could help alter the way nations manage their armed forces although it is hardly a foregone conclusion that governments will fully embrace this initiative.  Governments often worry about the need to forego certain key capabilities which compels them to trust others for their own national security.  Still, budget realities are making this kind of cooperative approach to national and collective security more attractive and fiscally responsible. This approach requires enormous flexibility. The European Air Transport Command consists of assets provided by participating countries which maintain the right to withdraw these assets. At the same time, separate command chains can be formed depending on the mission.  
16. Alexander Nicoll noted that defence markets in the United States and Asia are growing while the European market is shrinking.  EU defence companies are increasingly focused on growing markets rather than on the EU.  While Europe lacks key capabilities, it has acquired vital new technologies and now needs to develop more cost-effective solutions to meet national security requirements.  
17. During the discussion period, members also noted that transatlantic co-operation could also help resolve some of these fiscal burdens.  Alexander Nicoll suggested that while trans-Atlantic cooperation will continue, the United States will be increasingly focused on developments in the Pacific theatre and Europe, by default, will have to take greater responsibility for security on and near the continent.  European defence collaboration will be essential to this effort.  He added that the US industrial market is quite protected and this is unlikely to change.  
18. The members also explored other defence cooperation frameworks. The speaker suggested that regional groupings within the EU could also help deepen defence cost sharing. Countries that confront similar threats are in a better position to specialize and introduce trust-building measures designed to enhance cooperation. Mentor agreements allow small countries to eliminate certain capabilities as long as the can rely upon larger countries to provide those capabilities.  Members also noted the relatively small size of European defence companies and the need to engage them in critical missions like missile defence.   Alexander Nicoll suggested that as the defence market declines, European companies can no longer produce technologies their customers need.  Reducing the number of suppliers in the industry could bolster economies, although it would also put more market power into the hands of a select few firms. Managing this tension poses a genuine policy challenge to European governments.  
IV. 
Summary of the future activities of the Sub-Committee on Transatlantic 
Economic Relations, by Leon Benoit (Canada), Chairperson of the Sub-Committee
19. Leon Benoit (CA) provided a summary of the future activities of the Sub-Committee including visits to Texas and Germany in June, and the seminar in Italy in November.  

V.
Summary of the future activities of the Sub-Committee on East-West Economic Co‑operation and Convergence, by Petras Austrevicius (Lithuania), Chairperson of the Committee
20. On behalf of Gianni Vernetti (IT), Chairperson of the Sub‑Committee, Petras Austrevicius  delivered a summary of the future activities of the Sub-Committee.  A question was asked by Diego Lopez Garrido (ES) about the dates of the meeting to be held in Rome. 
VI.
Consideration of the draft Report of the Sub-Committee on East-West Economic Co‑operation and Convergence, Integrating the Economies of the Mediterranean Basin [067 ESCEW 13 E], by Uwe Karl Beckmeyer (Germany), Rapporteur 
21.
Following the introduction of the draft Report, members offered several suggestions for minor changes such as including a larger focus on increasing exports in the economies of the Mediterranean Basin and reducing market protectionism.  
VII.
Consideration of the draft Report of the Sub-Committee on Transatlantic 
Economic Relations Defence Spending, National Security and Alliance 
Solidarity [066 ESCTER 13 E], by Harriett Baldwin (United Kingdom), Rapporteur 
22.
Following the presentation of the draft Report, several suggestions were made regarding defence spending level amongst members and the strategic aims of the Alliance.  It was also suggested that the report should focus more upon capabilities and less upon spending levels as such.   Several delegations offered written corrections to some of the data in the draft report.

VIII.
Consideration of the draft General Report The Economic and Strategic Implications of 
the Unconventional Oil and Gas Revolution [065 ESC 13 E], by Jeppe Kofod 
(Denmark), General Rapporteur
23.
Following the presentation of the draft General Report, members offered several additions to the draft General Report on matters related to the potential environmental costs of shale gas extraction.  Some members felt that the environmental costs were not sufficiently described, while others suggested that the environmental impacts have often overstated.  Other members mentioned that energy security should become an issue of greater concern for the Alliance.  Delegates also requested that the report expand upon the potential for shale gas development in Europe. Again, members offered several written amendments to the draft General Report. 

IX. 
Date and place of next meetings

24. 
The schedule for the upcoming meetings was announced, including the next Annual Session in Dubrovnik in October as well as the joint Rome Seminar in November.
X.
Closing Remarks

Petras Austrevicius concluded the 2013 Spring meeting of the Economics and Security Committee, by thanking all speakers and members for their participation.
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