Daniel Daianu

30 January, 2012

                           What the EU Danube Strategy can do for the Region
· talking points prepared for the 2d meeting of national coordinators, Bucharest   -

1. The EU Danube Strategy is an enormously important initiative of the European Commission and the Council; 
2. The volume of resources committed (about 100 billion euros) is substantial; the big question is whether they can make a visible difference.

3. This meeting is taking place under pretty serious conditions in Europe, when a new wave of recession is quite likely. But things could have been worse unless the ECB had embarked on some daring operations (medium term financing of banks). 

4. GDP growth numbers for 2012 are being scaled down for the whole region (estimates by IMF, WB, EBRD, the EC, etc)

5. It pays to remember the circumstances under which the Danube strategy took off, in 2009: 
· the NMSs made up the area most severely hit by this financial crisis;
· the Vienna Initiative was set up as a means to forestall a credit crunch in the Region; 
· several NMS were compelled to ask for massive financial assistance

6. A turnabout regarding the timing of euro zone membership has occurred after 2008: the euro-zone seen as a shelter vs. a too tight straitjacket for less competitive economies (the case of NMSs); why?
· large external deficits;

· local banking markets controlled by foreign groups;

· high euroization;

· dependency on euro zone markets;

· state of EU banking sector;

7. Fears have come back in late 2011:

· a new wave of recession;
· banks’ balance-sheets in the euro zone are still precarious
· deleveraging;

· a fracture in the euro zone between Germany (highly competitive) and the periphery has been increasing

· proliferation of austerity programs is creating vicious circles + unclear growth prospects

· a Fiscal Pact that is quite one sided and could backfire unless structural reforms and EU level policies off set their recessionary effects;

· inward looking and defensive measures in various countries which are exposed to NMSs (Austria’s new rules on banks’ operations in NMSs)

· contagion from the Greek debacle.

8. What the EU Danube Strategy needs next?

8.1 The overall EU policy framework:

· combine structural reforms and fiscal consolidation in several member states with growth stimulus policies where fiscal space permits; EU level policies do matter!
· the ECB should do more to diffuse the tension in credit markets (bring interest rates down; Mario Monti is right in this respect!)
· avoid a credit crunch in NMSs via a new round of the Vienna Initiative
· protect the volume of EU structural and cohesion funds for the new financial framework (2013-2020)

· make it possible that EU funds can be used in NMSs to protect their financial stability as a public good (IFIs’ funding is hardly the optimal means)

· reduce the likelihood for the EU Danube Strategy to become an unintended collateral damage of the euro zone crisis;

· view the Danube area as a strategic project of the EU in view of what deepening economic gaps could entail socially and economically; think of mass protests in various countries as a harbinger of worse to come.
8.2 Rethink the economic growth strategy in NMSs

· more reliance on local savings;

· banks with locally owned capital should be encouraged;

· resource orientation (investment) toward tradables;

· expansion of trade links with outer areas;

· reindustrialization is good  
8.3 Policy guidelines for the Danube Strategy

· help some NMSs absorb EU funds (more and more efficiently);

· use EU funds to the utmost in view of funding problems all over the Region;

· promote good projects, that have high value added for the region and individual member states (infrastructure; agriculture in view of ecological and food crisis concerns)

· seek funding sources outside the EU;

· it is essential that the IFIs (EIB, WB, EBRD, etc) work together properly; is there a task force to this end?

8.4 Engage civil society and the business community more

· develop an identity of the Region;

· enhance cooperation in implementing projects;

· mobilize local resources (including creativity)

· pressure from below on public authorities to sustain momentum.

