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“Watchtower”

The Time Is Now
Foreword by CES Head of Research

“Where do you see
personnel officers in coaching sessions, interviews and assessment centres. Maybe that has somehow
rubbed off on the European Union with its practice of determining where and what it wants to be, and
how competitive, knowledge-based, social, smart and green - about a decade or so into the future.
Counting in midterm reviews, this process is now repeated every five years. With the EU 2020
strategy, the follow-up to the hapless Lisbon Strategy we are in the middle of the next round of
defining our own long term future.

| have no doubt that strategic planning, and the development of what the Germans so aptly call
Gesamtkonzepte all-encompassing models — have an important role to play. Just like in planning our
own personal lives and careers, it makes sense for a big organisation to debate where it wants to go
and how it intends to get there. But pl eas
some of the pitfalls of this process.

First, all-encompassing models tend to be just that: However concrete and concentrated on a few
crucial points the concept may be in the first draft —a f t e r it’s been fin
something for everybody. Every member state, party and interest group will find some of its input
there. It will be everything and therefore nothing. All observers agree that the Lisbon Strategy suffered
from too many goals, from the very beginning. And yet we risk repeating that mistake with EU 2020.

Second, we often hearth e compl ai nt that Lisbon coul dn’

(i.e. the Commission) lacked the sanction instruments vis-a-vis sluggish member states. Well, my
prediction is that with the current tendency of the member states to renationalise EU policy, or at
|l east not cede any mor e competences to “E
materialise, even in EU 2050. The German government may have given up on vetoing a gouvernement
économique but its definition of that term is still diametrically opposed to the French idea. This is

unlikely to change.

Third, and most importantly, in this recovery (which is already looking jittery again), we all have other,
and more urgent, business at hand. That goes for the member states as well as for the EU institutions.
With theeur o cri si s and Europe’s =evident di f fi
emerging economies, it would be a good idea to focus a bit more on efficient short and mid-term crisis
management. Right now, that means showing solidarity with Greece while safeguarding some financial
solidity there. As the growing bickering between Germany and Greece demonstrates, this process will
have to be managed with a tremendous effort at diplomacy by all sides concerned. Another
enormously urgent task, and one that could actually help bridge the much lamented gap between the
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EU and its citizens, is cutting the Red Tape surrounding the European Social Funds, so that assistance
to crisis-hit firms and individuals can reach its target faster. But above all, the cardinal imperative of
this recovery is returning to economic growth, period. That concerns every single member state, not
just Greece, Spain or Ireland. Only solid growth rates will help us reduce the staggering budget deficits
that wil | otherwi se keep Europe |l ocked in
innovation, in the labour markets, in social policies and in de-bureaucratisation. That has to happen
today, not in five or ten years. And all this is not only the business of the member states —the Brussels
institutions are part and parcel of this process.

So there is nothing wrong with debating th
about how much energy we spend on that in Brussels —and how much is then left for getting to the
recovery we all so urgently need.
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EU Member States

Austria

Austria is set to impose a 500 million euroslewwon t he country’s banks
taxpayers for costly public efforts to prop up the financial system during the economic crisis. The
Austrian Chancellor Werner Faymann announced the measure following a meeting with banking
supervisors and the heads of big Austrian lenders, including Raiffeisen Zentralbank, Bank Austria and
Erste Group. The move follows multi-billion euro efforts by the Austrian government to inject capital
and provide liquidity to banks during the economic crisis, as well as the nationalisation of Hypo Group
Alpe Adria and Kommunalkredit. Although the timing, structure, and size of the Austrian levy remain
to be worked out, one proposal outlined by the Austrian chancellery in January would involve
a 0.07 per cent levy on banking assets. According to a chancellery briefing paper, the levy will be
designed to reward cons er vat-eeendmy’al banki ng, such as
lending to retail customers and small businesses, while penalising more risky activities. Austrian banks
warned against the unilateral imposition of new taxes that could reduce the supply of credit and stifle
the economic recovery. However, a study by the Austrian National Bank found that a banking levy
would have only a marginal impact on economic growth, reducing gross domestic product by at most
0.1 per cent.

Belgium

Belgian banking and insurance group KBC suffered a lower-than-expected fourth-quarter net profit,
due to provisions for Eastern Europe and poor dealing room income, thus expressing only cautious
optimism for 2010. KBC, which received 7 billion euros in state aid during the financial crisis, said net
profit before one-offs was 218 million, compared with the 338 million forecast in a Reuters poll. In
return for state aid, the group has pledged to downscale its merchant banking and sell its private
banking unit, but it will stay in home markets Belgium and Eastern Europe. However, it plans to sell its
Polish consumer finance unit Zagiel, float a minority of Czech unit CSOB, and possibly do the same for
Hungarian K&H. Financial services group Dexia SA, which won EU approval for its restructuring at the
beginning of February, announced it was expecting 2010 to be a tough year, and that it would focus on
retail banking in future. The French-Belgian bancassurer pledged to cut its balance sheet by 35 per
cent by 2014 from the 2008 level as part of the restructuring deal with the EU, while also agreeing to
cut its short-term borrowing to 10 per cent by 2014.

Bulgaria

Due to predictions that many Bulgarians committed VAT violations, the Bulgarian Revenue Agency
(NRA) is to launch mass audits among people whose annual income exceeds BGN 50 000 (approx. 100
individuals). As the Bulgarian government still owes money to private contractors for the projects
completed in the fall of 2009, Finance Minister Simeon Djankov has devised a project asking the firms
to give up 10 per cent of the sums if they wish to receive money until the end of the first quarter of
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2010. Mr Djankov predicts that if the companies do not accept such conditions, it may take them
several months to receive payments. The delay is caused by the fact that paying the debts would
generateal ar ge budget deficit for 20009, and Bu
Meanwhi | e, according to the for ecas tummptoymerit
hit 9.9 per cent.

Cyprus

According to the latest figures from the Statistical Service, industrial turnover continued to decline in
November. The industrial turnover index reached 117.5 (base 2005=100), recording a decrease of
11.2 per cent compared with November 2008. In the same period, industrial production fell by 6.4 per
cent. Tourism revenue fell by 4.9 per cent to 29.7 million euros in January 2010, compared with
31.2 million euros in January 2009. Tourism figures in the same period fell by 2.4 per cent. The EU-
harmonised inflation rate accelerated in January, reaching 2.5 per cent, compared with just 1.6 per
cent in December 2009 and 0.9 per cent in January 2009. The main reason for this was a big jump in
housing, electricity, water and gas prices, owing to the 1.5 per cent increase in tariffs imposed by the
Electricity Authority of Cyprus in January. Transport prices were also rather higher than a year ago, at
6.8 per cent.

Czech Republic

The Czech Soc$5m haveDsketh other @dcts partfeCto sign a four-point budget
stability agreement including a pledge not to cross the 2010 gap and to lower the deficit to under
3 per cent of GDP by 2013, in line with the cabinet’s convergence programme. The fourth proposal
elaborated on by Paroubek, t h &SD €hairman, is that any party suggesting further spending should
be obliged to specify how this spending would be funded. The goal of the four points is the gradual
balancing of the public finance budgets by 2018. He r e p e aSSDéscpropbshl éor iffroducing
a 38-per cent income tax for people with an annual income exceeding 1.2 million crowns (compared to
the current flat tax of about 23 per cent of the gross wage). The CSSD also proposes a 2-per cent
increase in corporate tax to 21 per cent, as well as an increase in the excise duty on alcohol and
tobacco. It calls for the planned giant tender for removal of old environmental damage, and also wants
church property restitutions to be scrapped, which would allegedly save the state 373 billion crowns.
The right-wing Civic Democrats (ODS) say the CSSD’s proposals, if passed, would raise the budget
deficit to an unacceptable level. Despite their continuing reservations about some of its 38 short-term
anti-recession measures, Czech Greens will stay in the cabinet. A group of Czech state attorneys has
challenged a 4-per cent reduction in their salaries as part of the government's austerity package in
court. The state attorneys also propose that the court pass the lawsuit to the Constitutional Court, as
they consider the measure unconstitutional. The government was responsible for this decrease in the
salaries of elected officials and senior civil servants, including judges and state attorneys. Special
legislation cancelled their 13th and 14th salaries in order to save money in the state budget, but the
Constitutional Court ruled out this legislation. Another Czech court, the Czech Supreme Administrative
Court (NSS), dissolved the far-right Workers” Party (DS), following the government’ suggestion that it
is extremist and poses a threat to democracy.
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http://www.novinite.com/view_news.php?id=113366
http://www.financialmirror.com/News/Cyprus_and_World_News/19464
http://www.financialmirror.com/News/Cyprus_and_World_News/19462
http://www.financialmirror.com/News/Cyprus_and_World_News/19463
http://www.ceskenoviny.cz/news/zpravy/czech-cssd-proposes-budget-stability-pact-reduction-of-deficit/436172
http://www.ceskenoviny.cz/news/zpravy/czech-cssd-proposes-budget-stability-pact-reduction-of-deficit/436172
http://www.ceskenoviny.cz/news/zpravy/czech-greens-to-stay-in-government-despite-reservations/433370
http://www.ceskenoviny.cz/news/zpravy/czech-state-attorneys-challenge-reduction-in-salaries-in-court/434010
http://www.ceskenoviny.cz/news/zpravy/czech-court-dissolves-far-right-workers-party-at-request-of-govt/436623
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Denmark

According to Statistics Denmark, 458 businesses filed for bankruptcy in the month of January, and
more than 1,700 people lost their jobs. Last January, 412 companies filed for bankruptcy, although this
past mont h’' s flyiloger than that sf the pregiaud thiree manthsi where the average
was 556. It was mostly businesses more than 10 years old that closed their doors last month,
according to the figures. Other new figures from Local Government Denmark (LGD), the association of
Denmark’s | ocal city council s, show that i
their ethnic Danish counterparts. Unemployment rates last year for ethnic Danes increased by 84 per
cent, while their non-ethnic counterparts only saw a rise of 20 per cent. Despite record occupancy
figures for December thanks to the Copenhagen Climate Conference (COP15), hotels nationwide
experienced a dreadful 2009. In Zealand, COP15 helped hotels achieve 433,000 overnight stays for the
month. But the late-year surge did not keep the overall figures for 2009 from dipping from the
previous year, as the region had 5,465,557 overnight stays last year compared to 5,768,495 in 2008.
Nationwide, overnight stays fell from around 10.9 million in 2008 to about 10 million last year —a drop
of 8 per cent. In 2007 that figure was nearly 16 million, clearly demonstrating the effects of the
financial crisis on the business and tourism industry. Prices of hotels in Copenhagen have been a major
deterrenttowould-be travelers to the nation’
Copenhagen hotel in the month of February costs an average of 850 kroner — just slightly less than
London.

Estonia

According to the estimate of Statistics Estonia, Estonia's seasonally adjusted gross domestic product
(GDP) grew 2.6 per cent in the fourth quarter of 2009 compared to the third quarter. Year-on-year, the
fourth quarter's GDP declined by 9.4 per cent, which continues to point to slowing contraction.

mmi

grar

S athmeestart our i st

Meanwhile, EsSt oni a’ s juni or @8eeRublida Lii, plams tolack proposals by 8BMt ma a | a

Andrus Ansi p’ s Raxdsorrscrap tBkaxerhpyionsi idicating grosvieg splits in the

minority cabinet. Estonianeedsto “ speedi ly” cut its tax burden, whi
to raising the country’s competitiveness and cre
minister Mart Laar said. | samaa wi | | “in no case” accatpage t he pl

interest payments, Laar said in his speech. The party also plans to push through a draft law in

parl i ament t hat woul d r e d uaadeprotatp theingfrang éeclinesoir r owe r s’

property values, Laar said. Many Estonian small manufacturers were surprised to learn that they will
have to pay over 50 per cent more for electricity from 1 April, when Estonia partly liberalises its
electricity market. The new rule applies to consumers that are connected to the networks of so-called
free market suppliers, writes Aripdev. This has come as a major shock, as until now only large
electricity consumers were believed to be subject to the new system, of which involves buying
electricity from the open market.
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http://www.cphpost.dk/business/119-business/48158-bitter-january-for-job-market.html
http://www.cphpost.dk/business/119-business/48260-higher-unemployment-among-ethnic-danes.html
http://www.cphpost.dk/business/119-business/48194-hotel-hell.html
http://www.balticbusinessnews.com/article/2010/02/11/Central_bank_sees_encouraging_signs_in_exports
http://www.balticbusinessnews.com/article/2010/02/01/Isamaa_no_new_taxes
http://www.balticbusinessnews.com/article/2010/02/23/Small_business_to_get_an_electric_shock
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Finland

I nt el , the worl d’s |l argest manufacturer of f
mobile telephones, are linking up their programming development activities. The aim of Intel and
Nokia is to utilise the strengths and large market shares of both companies. On a less positive note,
Nokia is initiating talks at its factory in Salo, which may possibly lead to job cuts for up to 285
members of its staff. Nokia says that it plans to offer special severance packages for those who wish to
leave voluntarily, and it will try to find new tasks for as many of its people as possible. The company
also says that its present temporary layoffs in Salo will conclude by the end of June. General figures
from Finland’s technology industries as a whole have indicated pessimistic prospects for the near
future. The slump in the sector may pose a threat to tens of thousands of jobs this year. Last year the
workforce employed by the member firms of the Federation of Finnish Technology Industries was
reduced by 24,000 people. The figure accounted for a third of all the jobs lost in Finland in 2009. So
far, fewer jobs have disappeared from the electronics industry than the machinery or metal industries.
Meanwhile, Finnish architectural companies see the Chinese market as an increasingly lucrative
export option. The Finnish company PES Architects recently won a competition for the construction of
a high-rise building in Chengdu, the capital of Sichuan Province. According to the Finnish Broadcasting
Company YLE, three in five Finns believe that their future pension benefits will decrease sharply from
t o d @ansios levels. Respondents between the ages of 25 and 49 particularly expressed pessimism
about future pensions. However, supporters of the Centre Party expected more often than other
respondents that the level of their pensions will improve from the present situation. According to the
survey, Finns in general think that they should postpone their own retirement age.

France

semic

The Cour des Comptes, t htteat the countrytmiusy urgentlytcua ips pualio d i t bod

debt and deficit levels to allow room for maneuver in case of a new crisis, and to prevent a
downgrade of its AAA credit ranking. Although France has been at the forefront of moves to shore up
Greek finances, some experts have warned of a domino effect that could go from Greece to Spain and
Portugal, before potentially reaching the hexagon. President Sarkozy has promised reform of the
pension system, but analysts are skeptical as to whether he will be able to make meaningful changes
given regional elections at the end of March and a presidential poll in 2012. After the European
Commission had given France until the end of January to come up with a national programme to
tackle its deficit, it came up with an ambitious plan to reduce its deficit under 3 per cent by 2013. For
now, the only good news seems to be the sale by the French treasury of 4,050 billion euros of five-
year bonds, along with 3,925 billion euros of two-year paper. Looking at fiscal regulation, a
parl i amentary commi sSsi on i n taxonamktradér bonuSes svyng
the levy should also be applied to all bank executives. The full Senate has not yet voted on the full
package and could strike down this amendment, although the initiative, which applies to bonuses of
above 27,500 euros, is likely to garner wide public support.

EB www.thinkingeurope.eu

CENTRE FOR EUROPEAN STUDIES

e

vot ed


http://www.hs.fi/english/article/Nokia+and+Intel+announce+cooperation/1135252954855
http://www.hs.fi/english/article/Nokia+to+cut+up+to+285+jobs+in+Salo/1135252718779
http://www.hs.fi/english/article/Unemployment+time+bomb+is+ticking+in+Finland%E2%80%99s+export+industries/1135252602873
http://www.hs.fi/english/article/Finnish+architecture+exports+to+China+booming/1135253139804
http://www.hs.fi/english/article/Finns+expect+their+pension+benefits+to+deteriorate/1135252718808
http://www.reuters.com/article/idUSLDE6181KV20100209
http://www.reuters.com/article/idUSLDE6181KV20100209
http://www.reuters.com/article/idUSTRE61A35S20100211
http://www.euractiv.fr/euro-finance/article/deficits-plan-ambitieux-paris-pour-convaincre-bruxelles-002440
http://www.reuters.com/article/idUSLDE61H0Y220100218?loomia_ow=t0:s0:a49:g43:r4:c0.200000:b30649230:z0
http://www.reuters.com/article/idUSLDE61H0Y220100218?loomia_ow=t0:s0:a49:g43:r4:c0.200000:b30649230:z0
http://www.reuters.com/article/idUSLDE61916020100210
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Germany

A possible bailout for Greece from Germany was the subject of a lot of speculation, with scenarios
involving state-owned bank KfW possibly buying Greek government bonds, while other more
skeptical voices said that Greece had yet to convince the Commission and the European Central Bank
that it is serious about tackling its budget deficit. After European leaders sought to prop up Greece
with words, but offered no specific steps at the 11 February summit, Merkel resisted a quick bailout.
The German Chancellor is under pressure from German voters and her coalition partners to limit
support for Greece, with the timing made even worse by fresh data showing that German recovery
had stalled in the fourth quarter. Mer kel '’
to be unacceptable, as well as a bad move that would take pressure off the Greek government to
implement reforms. The recent German court ruling that minimum jobless payments are
unconstitutional has for now made it almost impossible for Merkel to hold out any prospects of aid for
Greece. Meanwhile, the International Monetary Fund (IMF) warned that the German economic
recovery is likely to be moderate and that there are risks against it due to setbacks to global trade.
Foll owing the Fund’' s recommendations, t he
from 2011, after approving some 8.5 billion euros in tax relief this year in the hope of boosting growth.
The Finance Minister Wolfgang Schauble defended his decision to buy Swiss bank account data from
a whistleblower even though they were stolen, also revealing plans to make any information obtained
about tax evaders in other EU countries available for free to those states. He also stressed that tax
evasion has to be resolved using increased international cooperation, and therefore invited his G7
counterparts to a May 20 meeting in Berlin on regulation of the financial system. In the banking
sector, Deutsche Bank eliminated its proprietary credit trading business, reduced proprietary trading
in equity and equity derivatives by 90 per cent, set aside 225 million euros to pay a one-off tax on
bonuses in London, and launched a 300 million euros fund to support small and mid-sized German
companies with mezzanine finance, a form of non-voting equity. The German industry welcomed the
fund, but said the amount was not big enough, mirroring DB appeals for other lenders to participate.

Greece

At the beginning of February, the European Commission adopted a series of recommendations for
ensuring that the budget deficit of Greece is brought below 3 per cent of GDP by 2012, and that the
government implements a reform programme to restore the competitiveness of its economy, and
generally implements policies that take account of its long-term interest and the general interest of
the euro area and the European Union as a whole. Greece’s debt crisis remains acute, with no specific
promises of support from eurozone partners, and 20 billion euros worth of bonds to be rolled over in
April and May. However, the interest rate premium demanded by those who invested in 10-year
Greek bonds over German bunds has been stabilised. The socialist government must raise 53 billion
euros this year, about 5 per cent of gross domestic product, to finance a record public debt that is
projected to exceed 120 per cent of GDP. If its EU partners are slow to offer bilateral loans or
guarantees to avert a possible default, Greece could resort to the International Monetary Fund for
a stand-by loan of up to 30 billion euros —though the conditions would be harsh. Greece is also under
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http://www.reuters.com/article/idUSBFA00105520100210
http://www.reuters.com/article/idUSTRE61B2WH20100212
http://www.reuters.com/article/idUSTRE61B1HC20100212
http://www.reuters.com/article/idUSTRE61G44S20100217?loomia_ow=t0:s0:a49:g43:r1:c0.226667:b30774998:z0
http://www.reuters.com/article/idUSLDE6182D020100209
http://www.reuters.com/article/idUSLDE6160KO20100207
http://www.reuters.com/article/idUSN0615785820100206
http://www.reuters.com/article/idUSFAB01541120100204
http://www.reuters.com/article/idUSLDE61329C20100204
http://www.reuters.com/article/idUSLDE61329C20100204
http://www.reuters.com/article/idUSFAB01540820100202
http://www.reuters.com/article/idUSLDE6111LT20100202
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/10/116
http://www.ekathimerini.com/4dcgi/news/economy_1KathiLev&xml/&aspKath/economy.asp&fdate=22/02/2010
http://www.ft.com/cms/s/0/463b205e-1d93-11df-a893-00144feab49a.html?nclick_check=1
http://ec.europa.eu/economy_finance/articles/sgp/2010_02_03_sgp_en.htm
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mounting pressure to take further urgent action to cut spending and raise revenues. The Greek
government is considering fresh tax increases and public sector pay cuts despite the fact that it is
facing a general strike this week over its austerity plans. The measures under consideration include
increasing value added tax, fuel tax and excise on other items, and introducing further cuts to civil
S e r v a nit ader tophedpyreduce the budget deficit by 4 percentage points this year, according to
officials and bankers. Supplementary budget measures announced this month included a fuel tax,
a freeze on the wages of civil servants and a 10 per cent cut in allowances. Officials from the European
Commission, the European Central Bank and the technical assistance team of the IMF will arrive in
Athens this week to assess progress. There are fears that more austerity measures will lead to social
unrest.

Hungary

On 15 February 2010, the European Commission services, in close co-operation with the International
Monetary Fund (IMF) staff, completed the fourth review under the EU balance of payments
assistance, concluding that Hungary has been successful in implementing its economic programme. In
view of the sustained improvement of the external financing situation, Hungary is not requesting
international assistance upon the completion of this review, as was the case at the last review. After
a GDP contraction of 6.3 per cent in 2009, the economy is expected to stabilise and return to positive
growth in the course of 2010. Hungary has been on track in fulfilling its obligations, which were laid
down in the Memoranda of Understanding linked to the EU medium-term financial assistance.
Hungary also made further progress in improving fiscal governance by adopting government
regulation that accelerates and improves the budget planning process. However, Hu n g ainflations
accelerated to 6.4 per cent year-on-year in January, the highest since August 2008. The central bank
projected on 25 November that the inflation rate would drop below 3 per cent (its medium-term goal)
by the third quarter and stay below 2 per cent in 2011. Additional steps were also taken to enhance
the compliance with EU internal market rules regarding the financial sector, and to broaden the
powers of the Hungarian Financial Supervisory Authority, including in the area of consumer protection.
Finally, some steps have been taken to improve the financial situation of the public transport sector,
but further measures of a more structural nature will be required. The outstanding amount of EU
assistance (of up to EUR 1 billion) remains available and can be disbursed if needs arise, as usual
subject to policy conditionality. Finally, Budapest has been selected as one of the top 25 European
Cities of the Future by the Financial Times fDi Magazine in its "European Cities and Regions of the
Future 2010/11" survey.

Ireland

It is highly probable that more bank jobs will be affected by the collapse in the sector. Bank of
Scotland Ireland (BoSI) will cut some 750 jobs from its retail network as approximately 44 high street
branches will be closed. The Union representatives are urging the government to consider merging of
BoSI with Permanent TSB, Irish Nationwide and EBS in order to save jobs. However, the problem is
that since January 2009 BoSl is controlled by the Lloyds Banking Group (UK) and the merger would,
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therefore, require a state guarantee to a British-owned company. Taoiseach Brian Cowen reassured
the BoSI mortgage and account holders that they will not be affected by the closure. It is inevitable
that other banks will also cut the number of their employees in the near future.

Italy

The Italian government has decided not to renew incentives for Fiat which will seriously affect the
company’ sets.ZlReFibt grdu@d gergrates approx. 33 per cent of ltalian car sales, which in

2009 reached the same levels astheyearbef or e. The company’s calcul ati on
a 3 to 6 per cent growth of turnover could take place with the incentives. Prime Minister Silvio

Berlusconi wants to strengthen corruption laws and remove anyone guilty of such practices from the

People of FreedomPar t y . However, this move wil/|l not have ac:¢
scandal’ which | ed t o hribtien Deamocrat aadpSscialist pafties tthhe d o mi n a
beginning of the 1990s. Berlusconi claims that this scenario will not be repeated as all the political

parties benefit from public funding nowadays. There is a possibility that every 5 out of 100 people

(politicians, businessmen, union activists, etc.) try to use their positions to gain personally. According

to the Bank of 1ltaly, t he gover nngshilioh eurostbackk a mne st
to the country. Most of the assets came from Switzerland (60 billion euros), Luxembourg (7.3 billion

euros) and Monaco (4.1 billion euros). The amnesty allows Italians to legalize their hidden money by
payingaoneof f penalty of 5 per cent of the assets’ val
this initiative is 30 April.

Latvia

loansi n Latvia overdue by more than 90 days rose in
recessi on er oabikydto skhraca therhdebd. Id 8  vetomomis output contracted a

preliminary 17.7 per cent in the fourth quarter as a lending and property boom turned to bust after

the gl obal crisis choked credit fl ows and sappe
unemployment rate rose to 19.7 per cent in the fourth quarter, the highest in at least seven years.

Latvian consumer prices also fell at the quickest annual pace in January since records began in 1993,

as the country’'s recession curbed domestic consun
compared with minus 1.2 per cent in December, according to Statistics Latvia. The Baltic country

turned to a group led by the International Monetary Fund and the European Commission for a 7.5

billion-euro bailout after its second- biggest bank failed. The International Monetary Fund, which

approved a transfer of 200 million euros to Latvia on 17 February as part of its international loan, said

the economy was bottoming out and exports were increasing. St andard & Poor’'s rai se
outlook from negative to stable on 12 February, and said the economy may grow 1 per cent this year,

compared to a contraction of 17.7 per cent in the fourth quarter of last year.

Lithuania
Sweden’s SEB AS and rating agencies irngerdingdi ng St
Lithuania, predicting resurgence after the country suf f er ed t he Eur eworeta n Uni o
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recession last year, when the economy contracted 15 per cent. The government of Prime Minister

Andrius Kubilius cut budget spending and increased taxes to save about 8 per cent of gross domestic

product (GDP) last year. The Cabinet plans a further fiscal consolidation of 5 per cent of GDP in this

y e abudget. The EU said measures tostemt he shortf al l were “adequate”
2012 to narrow the budget gap to the within 3 percentof GDP.L i t huani a’ slsomisditt r a | ban
economic forecast and expects gross domestic product (GDP) to expand on recovering export demand

and industrial production. Output may grow 0.5 per cent this year, compared with a previous estimate

for a 1.5 per cent contraction. The economy should grow 3.4 per cent in 2011. Exports grew 4.6 per

cent on an annual basis in December, the first increase since November 2008, and the central bank

estimates exports may grow 9.3 per cent this year. Consumer prices may rise 0.4 per cent this year

before accelerating to a 1.6 per cent rate in 2011. However, in January Lithuanian consumer prices

declined 0.3 per cent year on year, heralding deflation for the first time since spring 2004, as the food

price decrease hit a new high of 5 per cent. The deflation rate could have been higher if not for

a 26 per cent annual jump in electricity prices, a factor that is bound to add an extra 1.1-1.4

percentage point to the annual consumer price index. The jobless rate will be 16.7 per cent this year

and may drop to 15.5 per cent in 2011.

Netherlands

The head of the Dutch central bank accused Iceland’s former government of lying about the health of

the country’s banks before their collapse in | at
dollar dispute. The Netherlands, together with Britain, want Iceland to repay the more than S5 billion

they paid out to savers who | ost money when | cel @

ministers met at the end of January in The Hague to discuss a way out of the Icesave crisis, but the
talks ended with no progress and no further discussions are scheduled. Rabobank, a large
cooperative Dutch bank that weathered the crisis without government aid said it planned to use its
treasured AAA ratings to tap the market for a total 25 billion euros this year, mainly through 5 to 10-
year bonds and notes. Dutch bancassurer ING Groep had to deal with more negative figures after it
posted a fourth-quarter loss more than double forecasts, casting a shadow over plans to spin off its
insurance business and refocus as a leading European retail bank. ING must sell or spin off its
i nsurance busi ndagest,bytheterad of @043, ds ghrt of its dedl with the European
Commission that allowed it to receive a state bailout during the financial crisis.

Poland
The Polish economy is forecast to grow by approximately 2.3 per cent in 2010, mainly thanks to the
return of investors’ confidence and good external

GDP growth will allow companies to concentrate on long-term investment plans and expansion
strategies that have mostly been on hold since the summer of 2008.
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Portugal

The premiums that investors demand to hold Portuguese bonds rather than benchmark German

Bunds widened amidst worries that Greece’'s fisce
indebted eurozone countries. Portuguese stocks fell sharply in the first week of February and the cost

of insuring Portuguese debt against default hit a
government suffered a defeat in Parliament when opposition parties won approval for a regional
finance bill, dealing a blow to efforts to cut the bud

opposition party, the centre-right Social Democrats (PSD), remained committed to its promise to allow
the passage of the 2010 budgetby abstention “in the name of nat i
11 February. The budget bill, which envisages a fiscal deficit cut to 8.3 from 9.3 per cent in 2009, will
now go to parliamentary commissions, with the final house vote scheduled for 12 March. The bill
includes fiscal consolidation measures such as a freeze on public sector wages, a move that has upset
unions, with the country’s |l argest public adminis

Romania

On 19 February the Executive Board of the International Monetary Fund (IMF) completed the second

and third reviews o f t he country’s economic performance unoc
month Stand-By Arrangement. The completion of the reviews enables the immediate disbursement

under the program of about 9.32 billion euros. However, the IMF noted that despite recent

consolidation efforts, Romania still faces major fiscal challenges as the Romanian financial sector

continues to weather the crisis well, despite increasing non-performing loans. Continued supervisory

vigilance will be necessary to respond to threats to the stability of the system, as well as to possible

spillover effects.

Slovakia

According to the Business Alliance of Slovakia (PAS), the quality of Slovakia's business environment
notably declined again in the fourth quarter of the last year as its Business Environment Index (IPP)
dropped for the first time ever below the reference level of 100 to 97.4 points, representing a
quarterly deterioration of 3.91 points. PAS said negative long-term tendencies since the current
Socialist government came into power were confirmed, and the conditions had deteriorated since
2006. Business conditions in Slovakia have significantly worsened due to dysfunctional anti-crisis
policies, low-quality legislation and limited social dialogue, the president of the Republican Union of
Employers (RUZ) also said. District courts in Slovakia opened 600 bankruptcy proceedings last year,
39.9 per cent more than in the previous year. The courts registered an increase in the number of
completed bankruptcy proceedings as well which rose 44 per cent to 288. According to data provided
by the Central Office of Labour, Social Affairs and Family, the registered unemployment rate in
Slovakia reached 12.89 per cent at the end of January. Recently, Slovakia and the International
Monetary Fund (IMF) have signed a bilateral agreement under which Slovakia will provide the IMF
with a loan amounting up to 440 million euros. The agreement falls within an EU commitment from
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5 March, 2009 to provide the IMF with the immediate assistance of 75 billion euros. In addition to
Slovakia, the Fund has signed respective agreements with another 14 member countries of the IMF.

Slovenia

According to the Slovenian Statistics Office, Slovenian business sentiment deteriorated slightly in
February, as the seasonally-adjusted indicator was one percentage point higher compared to January,
and 15 percentage points down on February 2009. The main reason was a lower services confidence
indicator. Slovenian industrial revenues continued to slowly recover in December, up 1.6 per cent
compared to November and 6.9 per cent year on year. Industrial output also rose 2.7 per cent year-
on-year in December. On the whole, however, the picture for 2009 is much bleaker: output dropped
17.4 per cent compared to 2008. The Statistics Office has released figures showing that Slovenia's
registered unemployment rate in December 2009 stood at 10.3 per cent, a rise of 0.2 percentage
points compared to November, and 3.3 points year-on-year. The number of persons registered at the
Employment Service amounted to 96,672. Labour, Family and Social Affairs Minister lvan Svetlik
presented a draft bill on welfare benefit. The government is also determined to carry out its planned
measures for increasing flexibility in the labour market. Governor of Banka Slovenije Marko Kranjec
said that with irresponsible policies Slovenia could find itself in the same position that Greece is in. He
urged the government to draft more concrete measures. In the meantime, troubled construction
company Vegrad has requested state aid in a bid to overcome its current liquidity problems. The
management of Vegrad said last Friday that its 1,500 workers received wages in January, while the
remaining 200 employees can expect them at the beginning of next week. An official from the
Slovenian Chamber of Commerce and Industry (GZS) has advised that the biggest problem for the
construction sector is the substantial drop in orders that occurred last year, and that the trend is
expected to continue this year.

Spain

The country is struggling to convince debt markets that it can make the painful cuts and reforms
necessary to cut its fiscal deficit from 11.4 per cent of GDP in 2009 to the EU limit of 3 per cent by
2013. To this end, the country announced at the end of January a plan to save 50 billion euros,
including government spending cuts totaling 4 per cent of GDP. However, criticism of Prime Minister
Zapatero’s efforts to overhaul state finances has been mounting, with the largest union confederation
sayingitwoul d organi se protest marches against

age to 67 from 65. The deputy leader of the opposition Popular Party also increased the pressure on
Zapatero by saying that it could seek a no confidence vote in parliament which could topple the
government. Meanwhile, El Pais said the National Intelligence Centre (CNI) was looking into
“speculative_attacks” on Spain following the Greek debt crisis. The newspaper said that the CNI
Economic Intelligence division was invest.:
Anglo-Saxon media were driven by market forces and challenges facing the Spanish economy, or
whether there was something more behind the campaign.
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Sweden

Swedbank's most conservative pension plan, K1, has invested 185 million kroons, or 5 per cent of its

assets, in Greek bonds, as well as 5 per cent in Italian bonds and 15 per cent in Lithuanian government

bonds. According to Swedbank, there were three reasons why it invested in Greek bonds. Firstly,

Greece has a limited short-term liquidity risk in budget financing since only a small amount of

government bonds are redeemable this year. Secondly, a number of large European banks have made

significant investments in Greek government bonds, which means that they will play an important role

in ensuring European banking stability and that there could be rescue packages available. The third

reason is that Greece’s government has recently f

United Kingdom
According to the Bank of England, the British economic recovery will be slower than expected and the

C O U n inflatjohvgi | | reach 3.5 per cent in early 2010 (f al
UK’ s |l ongest recession since WW2 ended with just
The situation is said to have improved thanks to the £200 billion in quantitative easing, and interest

rates at record | ow |l evels. The Banwkdcentingenoal ysi s \

increase if t he demand i publitd finamcesrhavd detariorated asphe c t e d . T
government borrowed £4.3 billion in January — the first time since the records began in 1993 - the

Office for National Statistics has reported. Moreover, tax receipts decreased by 11.8 per cent and sales

by value were up 0.9 per cent, both compared with January 2009. Retail sales fell by 1.8 per cent

between December 2009 and January 2010, which is the sharpest drop in the last 18 months. They

are expected to return to previous levels, but it will take time as wage-increase has been slow and

prices have continued to rise. The UK will probably have to face a double-dip recession.

WORLDWIDE

Australia

According to the ¢theAustrbliinydosomy@Geaandtto ba emerging frdm, the
global recession much faster than originally forecast. The unemployment rate of 5.3 per cent is the
lowest in 11 months and investments remain at a high level as they benefit from high commodity
prices and trade connections with the Asian markets. This situation increases the pressure on the
country to boost the borrowing costs and avoid inflation increase. The GDP growth probably reached 2
per cent in 2009 and the whole economy is forecasted to expand at an annual pace of 3.25-3.5 per
cent over the next few years. The current inflation rate oscillates around 3.25 per cent.

China

C h i nportsincreased in January for the third time in a row. They rose by 85.5 per cent compared
with January 2009. After 13 months of decline, exports rose by 21 per cent — a second monthly
increase. Prime Minister Wen Jiabao is continuing his attempts to shift his country to rely on domestic
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demand as the gl obal recession seriously affecte
reached $14.17 billion and the increase in the overseas shipments was the highest since September
2008. GDP rose by 10.7 per cent in the fourth quarter of 2009 compared with the year before.

India

Il ndi a’ s e c o ninzreage byi 72 pel dent eyl the end of March, which would enable the
withdrawal of state support. Measures imposed by the government maintained a significant growth
rate during the global recession. However, the problem of high prices has to be tackled now, which
will probably result in a speedy decision to raise the interest rates. Inflation is forecasted to reach 8.5
per cent in March 2010.

Indonesia

The largest economy in South-East Asia grew by 5.4 per cent in the fourth quarter of 2009 - the fastest
paceinayear—according to the statistics office in Jak
compared to the other economies in the region. Tt
i mproving as wel | . According t o Credit Sui sse

requirements will amount to approximately 4 per cent of GDP which, compared to India and the
Philippines, is less than half, as well as less than % compared to European countries such as Greece,
Portugal, Spain and Turkey.

Japan

The Governor of the Bank of Japan (BOJ), Masaaki Shirakawa, has criticised the government for
pressing for more actions against deflation. Respecting the independence of the central bank is a key
factor in maintaining financial market stability. Meanwhile, the Finance Minister Naoto Kan stated that

lpercent inflation is a minimal target to reach s
monetary policy should concentrate on achieving sustainable economic growth and keeping prices

stable. Such a goal is generallyconsist ent wi th the central bank’ s goal
per cent or | ess, but Kan’ s statement has increasc
between the institutions. BOJ officials claim that the economy will continue its recovery without more

policy-easing.

United States

A special commission has been called by President Obama to advise on the possibilities of cutting the
budget and tackling the deficit. The commission will consist of both Republican and Democratic
politicians whose goal is to reach a balanced deficit by 2015. The 2010 deficit is forecast to reach 10.6

per cent of GDP, wher eas, a c c oto 89 pergcenttbg 2016.b a ma ' s
According to experts, the US financial system is doing much better than a year ago, but the economy
is still fighting recession. E v e nratettdnOkb@ipgritentt he Fe d’

caused some insecurity on the market it was more a technical move than a political one.
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INSTITUTIONS

EU Summit: European Union leaders met in Brussels on Thursday, 11 February, in the midst of the

euro currency's biggest crisis yet, with EU President Herman Van Rompuy set to push for greater

"economic governance" of Europe. Commission President José Manuel Barroso will present the

priorities of the new_economic strategy ahead of the publication of the EU executive's formal

proposals, expected in early March. The 27 EU heads of state and government focused on

implementing a renewed economic strategy for employment and growth in the EU and declared their

support for Greece in resolving its budgetary cr
member-states underlines the strength of our European economy and the solidarity that the Eurozone

offers to its members. Without the euro, many countries would be more vulnerable to the effects of

the global economic and financial crisis and would fall victimtofi nanci al specul ator s,
Wilfried Martens stated.

EUROGROUP: Eurogroup ministers met on Monday, 15 February, in Brussels. Olli Rehn, the
Commissioner responsible for Economic and Monetary Affairs, and European Central Bank President
Jean-Claude Trichet attended as well. Ministers discussed the economic situation and the latest
developments in financial markets, as well as the recent G7. They also continued to exchange views on
the economic, financial and fiscal situation in Greece and related policy measures.

ECOFIN: The Council of Economics and Finance Ministers met on 16 February. It focused on the
situation regarding government deficit and debt in Greece, adopting the following conclusions: It
accepted Greece's updated stability programme which sets 2012 as the date for reducing the deficit
below 3 per cent. It also called on Greece to ensure a budgetary adjustment of at least 4 per cent GDP
in 2010, and set numerical limits to Greece's government deficits and to annual changes in its
consolidated gross debt in 2010, 2011 and 2012. It called on Greece to implement specific budgetary
consolidation measures, including those presented in its stability programme. The Council asked
Greece to present a report by 16 March 2010 setting out the timetable for implementing budgetary
target measures for 2010, and another by 15 May outlining the policy measures needed to comply
with the Council's decision. Quarterly reports should be submitted thereafter.

European Commission: The European Commission will next week outline a ten-year strategy to
revive the European economy . It wi ||l argue that Europe risks er
and decline if it does not act boldly and improve the co-ordination of economic policy. José Manuel
Barroso, the president of the Commission, has already devised the strategy, known as Europe 2020,
the centre piece of his second term, saying that it should guide the Commission's work for the next
five years. He wants member states to play an active role in the working out of the strategy, believing
that its predecessor, the Lisbon Agenda, failed to meet its goals because member states gave up on it.
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“The European Counci l S h aped atguesl Tha domniistioa wastt r at egy,
government leaders to endorse Europe 2020 at a meeting on 25-26 March. Barroso will hold a seminar

with his commissioners on 25 February to fine-tune the details of the strategy document, to be

published on 3 March.

European Central Bank (ECB): EU finance ministers on 15 February accorded the European
Central Bank's vice presidency to a southern European, Portugal's Vitor Constancio, paving the way
for a northern European to win the hotly contested presidency of the bank. Constancio will succeed
current European Central Bank (ECB) Vice-President Lucas Papademos, a Greek whose mandate
expires in May. An economist and a former member of the Portuguese parliament, the 66-year-old
Constancio favours low interest rates and will likely be a strong advocate of an expansionary monetary
policy, ECB analysts say.

International Monetary (IMF): As the crisis winds down, it is now more urgent that policymakers
formulate, communicate, and begin to implement strategies for exiting from crisis-related
intervention policies, the IMF says in a paper released on 23 February € n't i Exitirgg from"“Crisis

Intervention Policies. © On t he question of when to exit, one
the paper that i N pr irnvate dpnare is reddy th @ke @pnhe velayrandi s  wh en
growth can be sustained.” The timing of policy st

the pace of recovery and the government debt situation.

EPP Views

EPP Group Vice-Chairman Othmar Karas, EPP Group Coordinator in the Special Committee on the
Financial Crisis, warned that late payment, especially by the public sector, is causing massive problems
of liquidity for small and medium-sized enterprises all over Europe, adding to the consequences of
the financial and economic crisis. The Chairman of Parliament's SME Intergroup and EPP Group
Coordinator in the CRIS Committee was therefore calling for more European efforts in supporting
SMEs. Opening a conference of insurance brokers and intermediaries in the European Parliament,
Gunnar Hokmark MEP, Vice-Chairman of the EPP Group, said that only systemic risk, not business
risks, should be regulated. His opinion was that legislation does not have to hinder new jobs and the
competitiveness of European industry. On behalf of the EPP Group, Corien Wortmann-Kool MEP, Vice-
Chairwoman of the EPP Group responsible for the Working Group Economy and Environment called
for an urgent debate with the Council and the Commission on the current alarming financial situation
in_some _eurozone countries. According to Wortmann-Kool, the solution does not lie in the extra
money from the EU budget, but in the actual implementation of reform plans, such as the Greek
government has presented. This will strongly influence the other Member States - Spain, Portugal and
Ireland - who are in the same situation.
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http://www.eppgroup.eu/press/showpr.asp?PRControlDocTypeID=1&PRControlID=9112&PRContentID=15744&PRContentLG=en
http://www.eppgroup.eu/press/showpr.asp?PRControlDocTypeID=1&PRControlID=9112&PRContentID=15744&PRContentLG=en
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OUR COMPETITORS’ VIEWS

S&D

S&D leader Martin Schulz called on the Commission to bring forward urgent proposals for the launch

of eurobondsi n order to deal with the <crisis avufer Gree
European solidarity”, while saying that the Greel

deal with the problem and that the EU should not abandon the country to the mercy of world markets.
S&D members Magdalena Alvarez and Leonardo Domenici called for automatic exchange of
information between tax authorities and better governance in the policy; in his report on good fiscal
governance, Mr Domenici called for improvement of standards set by the OECD and the G20, as well
as for more effective action against tax havens. The European Parliament has backed this S&D Group
call to end banking secrecy in order to strengthen the fight against tax evasion, estimated to cost 200
billion euros a year.

Greens

Commenting on the results of the EU finance and economy ministers meeting on the Greek budget
crisis, Rebecca Harms and Daniel Cohn-Bendit, Co-Presidents of the group in the European Parliament,
welcomed the show of European solidarity, but warned that although Greece was one of the biggest
receivers of EU funds, it has not always used the money well. The two MEPs said that Greece must
now swiftly undertake substantial reforms of its taxation system, step up the fight against corruption
and tax evasion, and introduce severe spending cuts, which must be socially compatible. Rather than
making sharp salary cuts, Greece should cut its bloated military budget, which is one of the biggest in
the EU in terms of percentage of GDP. The EU in turn also faces a difficult balancing act in dealing with
the Greek budget crisis, as it has to be firm on demands for reform without jeopardising the economic
and social prospects of the country. In this context, the Greens support the idea of giving Eurostat
more powers to audit the accounts of national governments, suggest the EU should reconsider the
proposal by the current Spanish EU Pre20denawndto
support the idea of eurobonds.
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http://www.socialistsanddemocrats.eu/gpes/public/detail.htm?id=133640&section=NER&category=NEWS&startpos=19&topicid=-1&request_locale=EN
http://www.socialistsanddemocrats.eu/gpes/public/detail.htm?id=133640&section=NER&category=NEWS&startpos=19&topicid=-1&request_locale=EN
http://www.socialistsanddemocrats.eu/gpes/public/detail.htm?id=133700&section=NER&category=NEWS&startpos=7&topicid=-1&request_locale=EN
http://www.greens-efa.org/cms/pressreleases/dok/327/327722.greece@en.htm
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FROM THE BLOGOSPHERE...

Britain should not fear foreign ownership: Wendy Carlin and Colin Mayer assess if foreign ownership
can benefit the quality of investment decisions.

Currency or Politics?: Peter Sain ley Berry comments on the influence of the Greek financial crisis on
the future of the European Union.

The euro will face bigger tests than Greece: George Soros elaborates on the challenges the single

currency will have to face.
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http://www.ft.com/cms/s/0/1afe57ce-1f1b-11df-9584-00144feab49a.html
http://blogs.euobserver.com/berry/
http://www.ft.com/cms/s/0/88790e8e-1f16-11df-9584-00144feab49a.html?nclick_check=1

