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Council of Councils Mission Statement

The defining foreign policy challenges of the twenty-first century are global in nature. To help
direct high-level international attention and effective policy responses to these threats and
opportunities, the Council on Foreign Relations (CFR) has created a Council of Councils (CoC). The
CoC is composed of twenty major policy institutes from some of the world’s most influential
countries. It is designed to facilitate candid, not-for-attribution dialogue and consensus building
among influential opinion leaders from both established and emerging nations, with the ultimate
purpose of injecting the conclusions of its deliberations into high-level foreign policy circles within
members’ countries.

Participants are welcome to disclose ideas from CoC meetings, and may attribute that information
to the CoC, but may not reveal the identity or the affiliation of any speaker, participant, or
institution attending the meeting. On-the-record sessions will be noted on the agenda. Use of
personal recording devices and cameras is prohibited.



8:45-9:15 a.m.

9:15~-9:30 a.m.

9:30-11:00 a.m.

Speakers

Moderator

11:00-11:15a.m.

11:15 a.m.—-12:45 p.m.

Speakers

MONDAY, SEPTEMBER 9, 2013

REGISTRATION AND WELCOME COFFEE
OPENING ADDRESSES

Michele Valensise, Secretary General, ltalian Ministry of Foreign Affairs

{1taly}
Ferdinando Nelli Feroci, President, Institute of International Affairs (Italy)

Session One

THE EUROPEAN CRisIs: THE EUROZONE’S FUTURE AND THE EUROPEAN UNION’S ROLE IN
GLOBAL GOVERNANCE

Guiding Questions: How is the EU economy performing? How critical is the
Eurozone to the stability of the global economy? How can the EU maintain
influence in a changing global economic order? How effectively can the EU
still use its soft power on global political and security issues?

Lorenzo Bini Smaghi, Senior Visiting Fellow, Institute of International Affairs
{Italy)

Steven Blockmans, Senior Research Fellow and Head of the EU Foreign
Policy Unit, Centre for European Policy Studies (Belgium)

Susan Schadler, Senior Fellow, Centre for International Governance
Innovation (Canada) S -

Ulrike Guerot, Senior Policy Fellow and Representative for Germany,
European Council on Foreign Relations (Germany)

Ettore Greco, Director, Institute of International Affairs {ltaly)

Coffee Break

Session Two

THE TRANSATLANTIC TRADE AND INVESTMENT PARTNERSHIP, THE TRANS-PACIFIC
PARTNERSHIP, AND THE FUTURE OF INTERNATIONAL TRADE

Guiding Questions: Does the growing trend of bilateral/plurilateral free trade
agreements undermine the role of the WTO? Will this shift cause universal
trade agreements to be ineffectual? Does the TPP offer a credible model for a
future region-wide free trade agreement in Asia? Is the TTIP the first step
toward global-level regulatory standards in trade and investment?

Gianpaolo Bruno, Director, Strategic Planning, Economic Research,
Overseas, Italian Trade Agency (ltaly)



Moderator

12:45-2:00 p.m.

2:00-3:30p.m.

Speakers

Moderator

3:30—3:45 p.m.

3:45-5:15 p.m.

Speakers

Andrea Renda, Senior Research Fellow, Centre for European Policy Studies,
Brussels, and Head, Global Outlook, Institute of International Affairs
(Belgium/Italy)

Lia Valls, Senior Researcher, Getulio Vargas Foundation (Brazil)

Marta Dassi, Deputy Minister, Italian Ministry of Foreign Affairs (Italy)

Lunch

Session Three

TRANSFORMATION IN THE ARAB WORLD: THE ROLE OF REGIONAL AND GLOBAL
INSTITUTIONS

Guiding Questions: Where are the main flashpoints, and how can regional
and global institutions deliver effective responses? What are the prospects
for promoting regional cooperation through the Arab lLeague? How can
regional or global institutions ensure that legal frameworks are put in place
to uphold human rights in emerging Arab democracies? What role should
regional and global institutions play in the crisis in Syria?

Francesc Badia i Dalmases, General Manager and Senior Fellow,
Barcelona Centre for International Affairs (Spain)

Nathalie Tocci, Deputy Director, Institute of International Affairs (Italy)
Hassan Abouyoub, Ambassador of Morocco to Italy (Morocco)

Charles Powell, Director, EU Crisis, Mediterranean Politics, Elcano Royal
Institute (Spain) : : :

Coffee Break

Session Four
THE BRICS: WHAT CONTRIBUTION DO THEY GIVE TO GLOBAL GOVERNANCE?

Guiding Questions: What are the strategic priorities of the BRICS in
addressing global challenges? On what issues are they united, and where
can we expect divergent interest and views? In what areas is there scope for
effective cooperation and leadership and where could there be friction?
What are the key challenges to the BRICS’ economic, political, and security
relationships with Europe and the United States?

Giovanni Grevi, Director, Foundation for International Relations and Foreign
Dialogue {Spain)

Zhang Haibing, Executive Director, Institute for Economic Comparative
Studies, Shanghai Institutes for International Studies {China)

Catherine Grant-Makokera, Head, Economic Diplomacy Programme, South
African Institute of international Affairs (South Africa)



Moderator

8:30-9:00a.m.

9:00-10:00a.m.

Moderator

10:00—-11:30 a.m.

Speakers

Moderator

11:30-11:45 a.m.

11:45a.m. - 1:15 p.m.

Domenico Lombardi, Director, Global Economy Program, Centre for
International Governance Innovation (Canada)

TUESDAY, SEPTEMBER 10, 2013
Welcome Coffee

Keynote Speech
THE EXIT FROM THE EURO CRISIS: OPPORTUNITIES AND CHALLENGES OF THE BANKING
UNION

Ignazio Visco, Governor, Bank of Italy
Q&A

Stefano Silvestri, Scientific Advisor, Institute of International Affairs
(Italy)

Session Five
THE GEOPOLITICS OF ENERGY: THE EUROPEAN CASE

Guiding Questions: What are the primary objectives of the EU’s energy
security policy? How are changes in the global energy dimension—the shale
gas revolution, growing competition for resourees, political revolutions in
and problems with supply countries—affecting the EU? Is the EU-Russia
energy relationship becoming more or less balanced? Is Furope successfully
meeting its climate change goals with renewable energy?

Paolo Andrea Colombo, Chairman, Enel (Italy)

Bola Akinterinwa, Director-General, Nigerian Institute of International
Affairs (Nigeria)

Thomas Gomart, Vice President for Strategic Development and Director of
the Russia/NIS Centre, French Institute of International Relations (France)

James M. Lindsay, Senior Vice President, Director of Studies, and Maurice R.
Greenberg Chair, Council on Foreign Relations (United States)

Coffee Break

Session Six
THE FUTURE OF THE GROUP OF TWENTY

Guiding Questions: What structural changes should the G20 undertake to
increase legitimacy and effectiveness as a global decision-making body?
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Speakers

Moderator

1:15-1:30 p.m.

1:30-1:45 p.m.

1:45 - 2:30 p.m.

Should the G20 expand its remit beyond finance to tackle deadlocks on
pressing global challenges? On what issues should the G20 cooperate with
the UN and non-G20 members?

Michael Fullilove, Executive Director, Lowy Institute for International Policy
(Australia)

Sergey Kulik, Director, Institute of Contemporary Development (Russia)
Mehmud Karakullukgu, Vice Chairman and President, Global Relations
Forum {Turkey)

Andrés Rozental, Founding President, Mexican Council on Foreign Relations
(Mexico)

Stewart M. Patrick, Senior Fellow and Director, International Institutions
and Global Governance Program, Council on Foreign Relations (United
States)

Keynote Speech

Emma Bonino, Minister, Italian Ministry of Foreign Affairs {italy)

CLOSING REMARKS

Stefano Silvestri, Scientific Advisor, Institute of International Affairs

(Italy)
James M. Lindsay, Senior Vice President, Director of Studies, and Maurice R.

Greenberg Chair, Council on Foreign Relations (United States)

Buffet Lunch



PARTICIPANT BiOS

Hassan Abouyoub

Mr. Hassan Abouyoub was born in 1952. After studying in Lyon (France), he was recruited by the
Ministry of Commerce and Industry of Morocco and became Director of International Trade in
1980. In this position, Mr. Abouyoub conceived and implemented Morocco's trade policy reform.
He led Morocco's accession to GATT and its trade negotiations with the European Community. He
also participated in the Uruguay Round negotiations as a chairman of the textiles group.

Between 1990 and 1993, Mr. Abouyoub was Minister of External Trade and of Foreign Investment
and Tourism. He took part in the conclusion of the Uruguay Round and in the organization of the
Marrakesh Ministerial Conference. Mr. Abouyoub was elected Member of Parliament in 1993 and
appointed Ambassador to Saudi Arabia in 1994,

As Minister of Agriculture, from 1995 to 1997, Mr. Abouyoub implemented Morocco's WTO
commitments on agriculture and negotiated with the European Union a fishing agreement and
the Euro-Mediterranean agreement establishing a free trade zone with Morocco. In 1998, Mr.
Abouyoub became Ambassador in charge of trade negotiations. During this period he was
candidate to WTO Director General position. Between 1999 and 2011 he was appointed as H.M
the King Mohammed VI Ambassador to France, Italy, the Republic of San Marino, the Republic of
Malta, the Republic of Albania and Ambassador at large. In May 2010, he was appointed as
Permanent Representative of Morocco to FAQ, IFAD and WFP.

Bola A. Akinterinwa

Professor Bola A. Akinterinwa is a Sorbonnard. He read International Studies at the School of
Advanced International Studies, Paris 6¢; International Law, at the Institute of Advanced
International Studies of the University of Paris 2; and Contemporary International Relations and
Diplomatic History, at the University of Paris 1, Panthéon-Sorbonne, France. He obtained his
degrees with distinctions. An Embassy Translator at the Embassy of Nigeria, Paris, in 1984, and a
Ford Foundation Fellow at the University of Maryland Foreign Policy Process in 1989, he has,
since 1985, been a Research Fellow at the Nigerian Institute of International Affairs, Lagos, where
he has, at various times, received three special Letters of Commendation from the Management
of the Institute, for his scholarship and patriotic activities. Professor Akinterinwa served as Special
Assistant to two Ministers of Foreign Affairs, and Minister of Interior between 2003 and March
2010. He is a member of several Professional organisations, including the Nigerian Society of
International Affairs, of which he was treasurer, Nigerian Society of International Law, of which
he was formerly an Assistant Secretary, Nigerian Political Science Association, and African
Association of Political Science. He was former Editorial Page Editor of, and a Monday Columnist
with, ThisDay Newspapers. He also writes a Sunday Column (Vie Internationale) for ThisDay
Newspapers since 2007. At the NIIA, he was Member of the Editorial Board, from 1989 to 1994,
and Editor, from 1994 to 1999, of the Nigerian Journal of International Affairs. He is author of five
books, editor of ten books, and over fifty chapters in books and articles in learned and reputable
journals of international affairs. He is the Secretary of the Board of Trustees of the Celestial
Church of Christ Worldwide and a recipient of the Ile-Oluji National Merit Award (inma), and a
Fellow of the Nigerian institute of International Affairs, fniia. He was Acting Director General from
November 16, 2010 to November 16, 2011 and since then the Director General of the Nigerian
Institute of International Affairs (NIIA).



Francesc Badia i Dalmases

Francesc Badia i Dalmases is the general manager and a senior fellow of the Barcelona Centre for
International Affairs (CIDOB). Previously he has served as the director of the Office of Coordination
and Orientation of the URB-AL Programme of the European Commission and as executive manager
of the European Institute of the Mediterranean. He worked as senior advisor for the Spanish
Ministry of Foreign Affairs and Cooperation and was director of the EuroMed Regions conference
in the Department of International Relations of the government of Catalonia. He was also
dialogues coordinator and spokesperson at the Universal Forum of Cultures and general
coordinator of the Interarts Foundation. He worked for fifteen years as an international
consultant, specializing in emerging and transition economies, and his interests include global
governance, international networks and international action carried out by local and regional
governments. Badia, who completed his studies at the Diplomatic School in Madrid, holds an MA
from the Open University of Catalonia and an MA from the University of Barcelona.

Lorenzo Bini Smaghi

Lorenzo Bini Smaghi has a PhD in Economics from the University of Chicago. From June 2005 to
November 2011 he was a member of the Executive Committee of the European Central Bank.
Before that, he served as Director General of the Directorate of international Financial Relations of
Italy’s Ministry of Economy and Finance (1998-2005), head of the Analysis and Planning Division of
the European Monetary institute in Frankfurt {1988), head of the Exchange Rate and International
Trade Division of the Research Department of the Bank of Italy (1988-1994). He is currently
Chairman of Snam 5.p.A. and Visiting Scholar at Harvard’s Weatherhead Center for International
Affairs.

Steven Blockmans _

Steven Blockmans is senior research fellow and head of the EU foreign policy unit of the Centre for
European Policy Studies (CEPS). His expertise lies at the crossroads of international and EU law and
governance. He has published widely on the institutional structures for EU external action, the
Union’s role in global governance, norm promotion {inside out) and norm absorption (outside in),
CFSP, CSDP, enlargement, ENP, trade and development. Steven is a Professor of EU External
Relations Law and Governance at the University of Amsterdam (part-time), a visiting professor at
the University of Leuven, and one of the founding members of the Centre for the Law of EU
External Relations (CLEER). He holds a PhD in law from Leiden University.

Emma Bonino

National Political Career: Emma Bonino was elected for the first time to the Chamber of Deputies
on the Radical Party ticket at the age of 28, was re-elected in 1979, 1983, 1987, 1992, 1994 and
2006; appointed President of the Parliamentary group and Secretary to the President of the
Chamber of Deputies; was Vice-Chair of the Senate during the 16th Legislature (2008-2013). As a
radical activist in the 1970s and 80s, she sponsored a series of referendums, one of which
introduced abortion legislation in Italy and one that opposed nuclear power plants in Italy. She
was appointed Minister for International Trade and European Policies in the second Prodi
government in 2006.

European and International Political Career: Minister Bonino was Founder and Secretary in 1978
of the association Food and Disarmament International, which launched the international
campaign against world hunger based on the Nobel Laureate-issued Humanist Manifesto. She
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was elected in 1979 to the European Parliament and re-elected in 1984,199% and 2004. Lived in
Cairo from 2002 and 2004 where she studied the Arabic language and managed the Arab press
roundup for Radio Radicale. From 1990 to 2002 she was a promoter of international campaigns
on behalf of ad hoc tribunals against war crimes in the former Yugoslavia and Rwanda, the
establishment of an international criminal court and a moratorium on the death penalty — a
moratorium endorsed by the UN General Assembly in 2007; and is among the founders of NGOs
“Nessuno Tocchi Caino” and “Non c’é Pace senza Giustizia”.She was Transnational Radical Party
President from 1991 to 1993 and Secretary from 1993 to 1994, and was named European
Commissioner Humanitarian Aid, Fisheries, Consumer Policy and Consumer Health Protection in
1994, the scope of which activity was extended to Food Safety in 1997. She was Appointed Italian
government representative to the Intergovernmental Conferences of the Community of
Democracies in Seoul in November 2002 and in Santiago del Chile in April 2005, and led the
Italian Delegation to the Third Ministerial Conference of the Community of Democracies in April
2005. She headed European Union electoral observer missions to Ecuador in 2002 and
Afghanistan in 2005; launched a campaign against Female Genital Mutilation (FGM) during the
same period, which led to a UN resolution for a universal ban on the practise in December 2012.

Emma Bonino is a member of the International Crisis Group (ICG), the Board of the Open Society
Initiative for Europe (OSIFE), the Board of the European Council on Foreign Relations {(ECFR) and
the International Affairs Institute {IAl) Steering Committee; she is also seated on the Independent
Commission on Turkey (ICT) chaired by former Finnish Premier and Nobel Peace Prize winner
Martti Ahtisaari. She has also been the recipient of numerous awards, some examples of which
include the Prince of Asturias Award for international cooperation in 1998, the Award of the
President of the Republic in 2003 for her commitment to promoting human and civil rights
around the world, and the Atlantic Council Freedom Award in 2012. She has been a Commander
in the French Legion of Honour since 2009.

Gianpaolo Bruno _
Director, Strategic Planning, Economic Research, Overseas Offices of the ltalian Trade Agency
(ICE) in Rome, a.i. Chief Information Officer. Editor of the Annual Report on [taly’s International
Business Activities.

Formerly Trade Commissioner to South Africa and sub-Saharan Africa based in Johannesburg,
South Africa; Chief Economist at the Italian Trade Agency in Rome; Advisor to the Executive
Director for Italy, Portugal, Greece, Albania and San Marino at the World Bank, Washington D.C.
M.A. in Economics cum laude at LUISS, Rome; Master in Public Administration at Formez, Naples;
Research Associate in Public Policy, Graduate School of Public Policy, University of California at
Berkeley; Specialization in Export Management, Milan; Diploma in International Marketing at
Drexel University, Philadelphia. Chartered Accountant. Teacher in Export Management and
International Economics Courses.

Paolo Andrea Colombo

A 1984 graduate with honors of the “Bocconi” University in Milan with a degree in business
economics, where he was tenured professor from 1989 until 2010 of accounting and financial
statements and where he is currently tenured senior contract professor. He is a founding partner
of Colombo & Associati, an Italian independent consulting company which offers a broad range of
services in corporate finance and business consultancy to Italian and international clients. He held
has been member of the boards of directors of several significant industrial and financial
companies, which include Eni, Saipem, Telecom Malia Mobile, Pirelli Pneumatici, Publitalia '80

9



{Mediaset Group), RCS Quotidiani, RCS Libri, RCS Broadcast e Fila Holding (RCS Mediagroup), Sias,
Interbanca e Aurora (Unipol Group). Furthermore, he held the office of chairman of the board of
statutory auditors of Saipem, Stream and Ansaldo STS, and of member of the board of statutory
auditors of Winterthur and Credit Suisse Italy, Banca Intesa, Lottomatica, Montedison, Techint
Finanziaria, HDPNet and Internazionale F.C. Currently, he is director of Mediaset and Versace, and
chairman of the board of statutory auditors of GE Capital Interbanca and member of the board of
statutory auditors of A. Moratti 5.a.p.a. and of Humanitas Mirasole. He is also deputy Chairman of
the ltaly-China Foundation, a member of the management board and council of Confindustria, a
member of the management board of Assonime and Assolombarda, member of the Board of
Directors of ISPI, as well member of the board of relations between Italy and the United States. He
has been Chairman of Enel’s Board of Directors since May 2011.

Marta Dassu

Marta Dassu was appointed Deputy Minister on 27 March 2013. She was Director General for
International Activities of Aspen Institute Italia until her appointment as Under-Secretary on
27/11/2011. She remains Editor-in-Chief of the journal “Aspenia”. She has sat on the Scientific
Committee of Confindustria and of the Trilateral Commission. She sits on the Board of Directors of
Al (Istituto Affari Internazionali) in Rome, the Turin-based Centro di Alti Studi sulla Cina
contemporanea, Rome’s Istituto di Studi diplomatici, and 1ISS {International Institute for Strategic
Studies) in London. She headed the “Strategic Reflection Group” of the Ministry of Foreign Affairs
from 2006 to 2007 and was International Relations Advisor to Prime Ministers Massimo D’Alema
and Giuliano Amato. She was inducted into the Légion d'Honneur in 2003. In 2013 she was
awarded the Grand Cross 2nd Class of Merit from the Republic of Germany. She taught
International Relations at Rome’s “La Sapienza” University in 2001 and 2002. She is an editorial
contributor to daily newspaper "La Stampa". She has written or edited various studies and essays
on international relations, among which “The Reform Decade in China: from Hope to Dismay”
(Kegan Paul International, London), and is the author of “Mondo privato e altre storie” (Bollati
Boringhieri, 2009). ' I

Michael Fullilove

He has been associated with the Lowy Institute since its establishment. He wrote the feasibility
study for the Institute in 2002 and has served as the Director of its Global Issues Program since
2003. He has also worked as a Visiting Fellow in Foreign Policy at the Brookings Institution in
Washington, DC, an adviser to Prime Minister Paul Keating, and a lawyer. He remains a
Nonresident Senior Fellow at Brookings.

Dr Fullilove writes widely on Australian foreign policy, US foreign policy and global issues in
publications including The New York Times, Financial Times, The Washington Post, The Daily
Beast, The Washington Quarterly, The National Interest and Foreign Affairs, as well as the
Australian press. He is a sought-after media commentator and speaker, in Australia and abroad,
appearing on programs such as Radio National Breakfast, Lateline, and the Charlie Rose Show. He
graduated in arts and law from the Universities of Sydney and New South Wales, with dual
university medals. He also studied as a Rhodes Scholar at the University of Oxford, where he took
a master's degree and a doctorate in international relations.

Dr Fullilove's first book, ‘Men and Women of Australial' Our Greatest Modern Speeches, was
published by Vintage. He is the co-editor, with Anthony Bubalo, of Reports from a Turbulent
Decade (Viking), an anthology of the Lowy Institute's best work. His new book, Rendezvous with
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Destiny: How Franklin D. Roosevelt and Five Extraordinary Men Took America into the War and
into the World, was published in Australia and the United States in 2013 by Penguin.

Enrico Giovannini

Starting from April 2013 he is the Italian Minister of Labour and Social Policies. From August 2009
to April 2013 he was President of Italian Statistical Institute (Istat). He was President of the
Statistical Advisory Board for the Human Development Report of the United Nations, Member of
the Partnership Group of the European Statistical Committee and Chairman of the Board of the
World Bank International Project for the measurement of purchasing power parity.

From January 2001 to July 2009, he was Chief Statistician and Director of the Statistics Directorate
of the Organization for Economic Cooperation and Development {QOECD) in Paris, where he
designed and implemented a thorough reform of the statistical system, organised the "World
Forum on "Statistics, Knowledge and Politics" and launched the Global Project on the
"Measurement of Progress in Society".

He has authored numerous publications and has been a member of important national and
international committees, such as the Stiglitz-Sen-Fitoussi Committee, established by the French
President Nikolas Sarkozy. He also was President of the Global Council of the World Economic
Forum on the "Evaluation of Societal Progress".

For his work on the measurement of social welfare, in 2010, he was awarded the Gold Medal of
the President of the Republic by the Pio Manzu International Centre and became a member of the
Club of Rome. He is full professor of statistical economics at University of Rome "Tor Vergata".

Thomas Gomart ‘

Dr. Thomas Gomart {Ph.D in History at Paris | Panthéon-Sorbonne, and EMBA at HEC) is both the
vice-president for strategic development and the director of the Russia/NIS Centre at Ifri (French
Institute of International Relations based in Paris and Brussels). He is the editor of the trilingual
electronic collection Russie.Nei.Vision: http://en.wikipedia.org/wiki/Russie.NE|.Visions_in_English.

Gomart’s academic and professional background has been closely related to post-Soviet space. As
Lavoisier Fellow at the State Institute for International Relations (University-MGIMO — Moscow),
Visiting Fellow at the Institute for Security Studies (European Union — Paris} and Marie Curie
Fellow at Department of War Studies (King's College — London), Gomart has acquired a diversified
international experience. He lectured on international affairs at the Special Military School of
Saint-Cyr Coétquidan (2002-2010). Gomart belongs to the editorial boards of Politique étrangére,
and La Revue des deux mondes. Other publications by Thomas Gomart:
http://en.wikipedia.org/wiki/Thomas Gomart

Catherine Grant Makokera

Ms. Grant Makokera was a diplomat for New Zealand for over 10 years and was posted in New
York, Geneva and Pretoria, where she held the position of Deputy High Commissioner. She has
participated in United Nations and World Trade Organization negotiations. Ms. Grant Makokera
also worked as a consultant on trade and development matters before joining Business Unity
South Africa in April 2007 as Executive Director: Trade Policy. Her portfolio at BUSA included trade
negotiations, trade and investment promotion activities, international relations and trade policy
matters. She represented BUSA at NEDLAC on trade and other related issues. Ms. Grant Makokera
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was the Secretary of the SADC Employers Group and SADC Business Forum from 2007 to 2010 and
continues to support efforts towards strengthening private sector participation in regional and
trade policy debates. She is currently the Programme Head Economic Diplomacy at the South
African Institute of International Affairs. Here Ms Grant Makokera is responsible for managing a
research and networking programme on trade, investment, global economic governance and
regional integration.

Ettore Greco

Ettore Greco is Director of the 1Al and also heads the transatlantic program of the institute. He
worked as visiting fellow at the Brookings Institution from January 2006 to july 2007. He taught at
the universities of Parma and Bologna. From 2000 to 2006 he worked as correspondent for the
Economist Intelligence Unit. From 1993 to 2000 he directed the IAl's program on Central and
Eastern Europe. He was also Deputy Director of the Al from 1997 to 2008. From 2000 to 2006 he
was Editor of The International Spectator.

He is the author of a number of publications on the EU's institutions and foreign policy,
transatlantic relations and the Balkans. He has been a free-lance journalist since 1988.

Giovanni Grevi

Giovanni Grevi is director of FRIDE, where he worked as senior researcher and head of the Brussels
office since 2010. Before joining FRIDE, Giovanni served as senior research fellow at the EU
Institute for Security Studies (EUISS) in Paris between 2005 and 2010. Prior to that, he worked at
the European Policy Centre in Brussels as policy analyst {1998 to 2002) and as associate director of
studies (2002-2005). He holds an MSc from the London School of Economics (LSE} and a PhD from
the Université Libre de Bruxelles.

At FRIDE, his research-focuses on EU foreign policy, EU partnerships with the US and emerging
countries, the reform of global governance, EU security and defence policy and foresight projects.
Previous publications and major research projects include 'The new global puzzle: what world for
the EU in 2025?' (2006, co-directed with N. Gnesotto); 'The interpolar world: a new scenario'
(2009); 'European Security and Defence Policy: the first ten years 1999-2009' (co-edited with D.
Keohane and D. Helly, 2009); and ‘Global governance 2025: at a critical juncture’ (EUISS — US
National intelligence Council, 2010).

Ulrike Guérot

Ulrike Guérot is a Senior Policy Fellow of the European Council on Foreign Relations since 2011.
From July 2007 until 2011 she built up the German branch of the ECFR in Berlin as Head of Office.
Since 2010 she has been leading the Germany in Europe project and is now particularly active in
the Reinvention of Europe programme.

Previously she was Senior Transatlantic Fellow with the German Marshall Fund (2004-2007), and
headed the European Union unit at the German Council on Foreign Relations {DGAP) in Berlin
(2000-2003). Ulrike also worked in the US as Assistant Professor on European studies at Johns
Hopkins University and Scholar at Deutsches Haus, New York University. Furthermore she was
Senior Research Fellow with Jacques Delors at Notre Europe in Paris, and staff member of the
German Bundestag's Commission on External Affairs.
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She has been publishing extensively on European and transatlantic issues in a variety of journals
and newspapers, and is frequently invited to comment on EU issues in the media. She was also
awarded the prestigious “Ordre du Mérite” for her engagement on European integration.

Memduh Karakullukgu

Memduh Karakullukgu is the Vice-Chairman and President of Global Relations Forum, the
Managing Partner at Kroton Consulting, and the Founding Partner of the online legal informatics
initiative, kanunum.com. His advisory work specializes in the analysis of international economic
and political affairs, and in higher education and technology policy. He has served as the senior
advisor to the Chairwoman of Turkish Industrialists and Businessmen’s Association (TUSIAD) from
2007 to 2010. Previously, Mr. Karakulluk¢u was the Founding Managing Director of Istanbul’s
leading science park, Istanbul Technical University {ITU) ARI Teknokent, currently an innovation
community of over one hundred technology companies. During this period, Mr. Karakulluk¢u also
served as the senior advisor to the President of ITU, the coordinator of the Law Technology and
Policy programme and the strategic advisor at the university’s Center for Satellite
Communications. He was a member of the academic staff at the ITU. Earlier in his career, he
worked as a specialist in structured finance at the London and Istanbul offices of an international
investment bank. His previous academic work includes research commissioned by the IMF and the
World Bank on the dynamics of debt markets. He has presented his work on technology and
innovation policy at various international fora. Mr. Karakulluk¢u received his B.S. in Electrical
Engineering and in Economics at MIT, his MSc in Finance at the LSE and his 1.D. at Columbia
University. He is a member of the New York State Bar.

Sergey Kulik

Sergey Kulik is the director for international development at the Institute of Contemporary
Development. He is also a member of the scientific council of the Security Council of the Russian
Federation and the Council for Foreign and Defense Policy. His former positions include director of
the department for relations with the EU, office of the Russian president; deputy director of the
foreign policy department of the Russian president; head of the arms control center at the
Institute for U.S. and Canadian Studies, Russian Academy of Sciences; and project leader at the
Stockholm International Peace Research Institute (SIPRI).

Elena Lazarou

Elena Lazarou is Head of the Centre for International Relations of the Getulio Vargas Foundation
(FGV) and Assistant Professor at FGV's School of Social Sciences {CPDOC). Her interests include
European Studies, Foreign Policy Analysis and Regional Integration. Her current research focuses
on the impact of the crisis of the Euro on the EU's external relations and EU-Brazil relations. She
also coordinates a pilot program on think tanks and foreign policy in Brazil funded by the Ford
Foundation and FGV's European Studies group, financed by the Brazilian Science and Technology
Council {CNPq). Dr. Lazarou received a Ph.D. in International Relations from the University of
Cambridge in 2008. She has held post-doctoral research positions at POLIS/University of
Cambridge and the London School of Economics and Political Science {LSE). Other posts previously
held include: Head of the Euro-Mediterranean Observatory, Hellenic Centre for European Studies-
EKEM (2009-2010); Research Associate at the Centre for International Policy Research, University
of Sheffield (2007-2008) and Visiting Scholar at Columbia University & NYU (2005). She is also
affiliated to the Hellenic Foundation for European and Foreign Policy (ELIAMEP) and Visiting
Professor at Sciences-Po Grenoble. She has published several articles, edited volumes and book
chapters in English and Portuguese and is a regular contributor to the Brazilian press.
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Nae-Young Lee .

. Nae-Young Lee is a professor of Political Science Dept. at Korea University and director of Center
for Public Opinion Research of the East Asia Institute. Professor Lee is also the Director of the
Asiatic Research Institute at Korea University. Professor Lee received both his B.A. and M.A. from
Korea University and received his Ph.D. in political science from University of Wisconsin-Madison.
He served as a MacArthur fellow of Global Studies Program at University of Wisconsin-Madison,
research fellow at Sejong Institute, and visiting scholar in the Warter H. Shorenstein Asia-Pacific
Research Center at Stanford University. He has been a columnist to major newspapers in Korea
and he is currently a Vice President of the Korean Association of International Studies. His research
interests are Korean politics, electoral politics, public opinion, and East Asian political economy.
Professor Lee received his Ph.D. in Political Science from University of Wisconsin-Madison.

He published several books and numerous articles. His recent publications include “Koreans, Who
are We: Exploring Korean Identity by Public Opinion Survey” (Seoul: the East Asia Institute, 2011),
“Changing Korean Voters” (Seoul: the East Asia Institute, 2011),"The Source of Ideological Conflict
in Korea: Polarization of Public or Polarization of Political Elite?,” Review of Party Politics, Vol. 10,
No. 2 (2011), “Conceptualization and Measurement of Soft Power in East Asia,” in Sook Jong Lee
and Jan Melissen, eds. Public Diplomacy and Soft Power in East Asia (New York, Palgrave, 2011),
“The Automobile Industry,” in Byung-Kook Kim & Ezra Vogel. eds. The Park Chung Hee Era: The
Transformation of South Korea {Cambridge, Harvard University Press, 2011). “Are Voters Rational
or Rationalizing?: Voters' Ideology and Candidate Choice,” Korean Political Science Review, Vol. 43,
No.3 (September 2010), “Is Rising China Threat or Opportunity?: Analysis of Cross-National
Opinion Survey,”jungso Yeonku, Vol. 31, No. 2 (June 2007).

Seungjoo Lee _

Seungjoo Lee is a professor in the department of politica! science and international relations at
Chung-Ang University. Professor Lee received both his B.A. and M.A. from Yonsei University, and
received his Ph.D. in political science from University of California at Berkeley.

He previously served as an assistant professor in political science at National University of
Singapore, assistant professor in international relations at Yonsei University, and postdoctoral
- fellow at the Berkeley APEC Study Center. His recent publications include Northeast Asia: Ripe for
Integration? (2008) and Trade Policy in the Asia-Pacific: The Role of Ideas, Interest, and Domestic
Institutions {2010).

Professor Lee has also published many of his research papers in prominent journals such as The
Korean Political Science Review, Comparative Political Studies, The Pacific Review, and Asian
Survey. His current areas of research interest cover the subjects of East Asian regionalism, global
FTA networks, middie power diplomacy, and development cooperation.

James M. Lindsay

lames M. Lindsay is senior vice president, director of studies, and Maurice R. Greenberg chair at
CFR, where he oversees the work of the more than six dozen fellows in CFR's David Rockefeller
Studies Program. He is a leading authority on the American foreign-policymaking process and the
domestic politics of American foreign policy. From 2006 to 2009, he was the inaugural director of
the Robert S. Strauss Center for International Security and Law at the University of Texas at Austin,
where he held the Tom Slick chair for international affairs at the Lyndon B. Johnson School of
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Public Affairs. From 2003 to 2006, he was vice president, director of studies, and Maurice R.
Greenberg chair at CFR. He has also served as deputy director and senior fellow in the foreign
policy studies program at the Brookings Institution, and he was a professor of political science at
the University of lowa from 1987 to 1999. During 1996-97, he was director for global issues and
multilateral affairs on the staff of the National Security Council. He has written widely on various
aspects of American foreign policy, American government, and international relations. His book
with Ivo H. Daalder, America Unbound: The Bush Revolution in Foreign Policy, was awarded the
2003 Lionel Gelber Award. His blog, The Water's Edge, can be found at
http://blogs.cfr.org/lindsay/.

Domenico Lombardi

Domenico Lombardi is director of CiGl's Global Economy program, overseeing the research
direction of the program and related activities. He also serves as Chair of The Oxford Institute for
Economic Policy, Vice Chair of New Rules for Global Finance Coalition, and sits on the advisory
boards of the Bretton Woods Committee in Washington, the G20 Research Group and the G8
Research Group at the University of Toronto, and the Istituto Affari Internazionali in Rome. Mr,
Lombardi is a member of the Financial Times Forum of Economists and editor of the World
Economics Journal. In 2011, he served as the rapporteur for the High-Level Panel on the
Governance of the Financial Stability Board. A year earlier, he was appointed by the World Bank
Group’s Board of Directors as the External Reviewer to conduct the first independent review of
the Group’s Oversight and Accountability Units. In 2009, Mr. Lombardi authored the report to the
IMF Managing Director on IMF Governance Reform (“Fourth Pillar Report”}. Prior to that, Mr.
Lombardi’s distinguished career includes positions on the executive boards of major international
financial institutions such as the International Monetary Fund and the World Bank. His academic
interests focus on the global economy and currencies, global governance, the G20, the G8, and the
reform of the international financial and monetary system. His research has been published in
peer-reviewed journals and has been referred to in Congressional and Parliamentary hearings
around the world. He has testified before the U.S. Senate Committee on Banking, Housing, and
Urban Affairs and the Subcommittee on Security and International Trade and Finance. Mr.
Lombardi has an undergraduate degree summa cum laude in Banking and Finance from Bocconi
University, Milan, and a Ph.D. in economics from Oxford University (Nuffield College).

Ferdinando Nelli Feroci

Ferdinando Nelli Feroci is president of the IAl. A diplomat from 1972 to 2013, he was Permanent
Representative of Italy to the European Union in Brussels {2008-13), Chief of Staff (2006-08) and
Director General for European Integration {2004-06) at the Italian Ministry of Foreign
Affairs. Previously, he served in New York at the United Nations, in Algiers, Paris and Beijing. He
also served as Diplomatic Counsellor of the Vice President of the Italian Council of Ministers
(1998).

Formerly a Fellow at the Center for International Affairs, Harvard University (1985-86), and Visiting
Professor at the Istituto Universitario Orientale of Naples (1989), he is currently a professor at the
School of Government of LUISS, Rome. He is the author of many articles and essays on
international relations, European affairs and political affairs.

Roderick Parkes
Coordinator of EU Programme at the Polish Institute of International Affairs. His fields of expertise
are European Union affairs, EU home affairs and British European Policy. He completed an M.Phil
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at Cambridge and his Doctorate at Bonn University, both times writing a thesis on EU immigration
and asylum policy. He holds MA in modern languages from Edinburgh University and Diploma in
political science from Grenoble. Institute of Political Studies (IEP). Prior to his post at PISM he had
worked as a researcher at the German Institute of International and Security Affairs (SWP) in
Berlin {2006-2009) before establishing and running its Brussels office (2009-2012). He speaks
English, German and French.

Stewart M. Patrick

Stewart M. Patrick is senior fellow and director of the International Institutions and Global
Governance program at the Council on Foreign Relations {CFR). His areas of expertise include
multifateral cooperation in the management of global issues; U.S. policy toward international
institutions, including the United Nations; the challenges posed by fragile, failing, and postconflict
states; and the integration of U.S. defense, development, and diplomatic instruments in U.S.
foreign and national security policy. Patrick is the author of the book Weak Links: Fragile States,
Global Threats, and International Security, and he writes the CFR blog The Internationalist. From
February 2005 to April 2008, he was a research fellow at the Center for Global Development. He
directed the center’s research and policy engagement on the intersection between security and
development, with a particular focus on the relationship between weak states and transnational
threats and on the policy challenges of building effective institutions of governance in fragile
settings. He also served as a professorial lecturer in international relations and conflict
management at Johns Hopkins University’s Paul H. Nitze School! of Advanced International Studies.
From September 2002 to January 2005 Patrick served on the secretary of state’s policy planning
staff, with lead staff responsibility for U.S. policy toward Afghanistan and a range of global and
transnational issues. His portfolic included conducting analysis and providing recommendations
for U.S. policies on weak and failing states, postconflict reconstruction, development, refugees and
migration, international law enforcement, and global health affairs. He joined the staff as an
international affairs fellow at CFR. Prior to government service, Patrick was a research associate at
the Center on International Cooperation at New York University (NYU) from 1997 to 2002. In that
capacity, he designed and ran two multischolar research programs on postconflict reconstruction
and on multilateralism and U.S. foreign policy. He also taught U.S. foreign policy at NYU as an
adjunct professor of political science. He received his BA from Stanford University and his PhD in
international relations and two MAs from Oxford University, where he was a Rhodes scholar. He is
the author, coauthor, or editor of five books and the author of numerous articles and chapters on
the subjects of multilateral cooperation, state-building, and U.S. foreign policy.

Charles Powell

Charles Powell has been director of the Real Instituto Elcano (Elcano Royal Institute), Spain’s
leading international relations think-tank, since March 2012. Dr. Powell is also professor of Spanish
Contemporary History at CEU San Pablo Univesrity (Madrid), and Vice President of the Fundacién
Transicion Espafiola {Foundation for the Study of the Spanish Transition). Previously, he was
deputy director and senior analyst for European affairs at the Elcano Royal Institute, an institution
he first joined in 2002, and deputy director of the European Studies programme at the Ortega y
Gasset Institute (Madrid). Prior to settling in Spain in 1997, Dr. Powell was Lecturer in History at
Corpus Christi College (Oxford), J. A. Pye Research Fellow at University College {Oxford), and Junior
Research Fellow at St. Antony’s College (Oxford). He has published six books and dozens of articles
on Spanish and European history, politics and foreign policy, and has lectured in over thirty
countries. Dr. Powell holds a BA in History and Modern Languages from Oxford University, where
he was also awarded a DPhil for a thesis on Spain’s transition to democracy.
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Andrea Renda :

Andrea Renda is a Senior Research Fellow at the Centre for European Policy Studies (CEPS), where
he started and currently manages the Regulatory Affairs Programme. He is also the Manager of
the CEPS Digital Forum. Andrea is Part-time Professor and "Morris Tabaksbiat Chair" of private
actors and Globalization at the European University Institute in Florence, Italy; he is also Professor
of "Economic Analysis of Law", "Antitrust and regulation”, "Policies and policymaking in the EU,"
and "International Public Governance" at Luiss Guido Carli University, in Rome, and a Senior
Research Fellow at Luiss' Law and Economics Lab. He regularly lectures at the Erasmus University
of Rotterdam, at the University of Stockholm and the College of Europe in Bruges. Since 2012 he is
the Director for the Global Outlook programme at the Istituto Affari Internazionali in Rome.

Andrea is member of the FEditorial Board of the international peer-reviewed journal
Telecommunications Policy (Elsevier); a member of the Scientific Board of the International
Telecommunications Society (ITS) and of the Scientific Board of EuroCPR. He holds a Ph.D. degree
in law and economics from the Erasmus University of Rotterdam. Dr. Renda is the author of
several publications, including “Law and economics in the RIA world” (Intersentia, September
2011); and Innovation Policy in the EU” (co-authored with Massimiliano GRANIER!), Springer,
March 2012.

Andrés Rozental

Andrés Rozental was Mexico’s ambassador to the United Kingdom from 1995 to 1997. He was 2
career diplomat for more than thirty-five years, serving his country as deputy foreign minister
from 1988 to 1994, ambassador to Sweden from1983 to 1988, permanent representative of
Mexico to the United Nations in Geneva from1982 to 1983, and in various responsibilities within
the Mexican foreign ministry and abroad. Since 1994, he has held the lifetime rank of eminent
ambassador of Mexico. Currently, Rozental holds nonexecutive board positions in several
multinational corporations in Brazil, the United States, France, Canada, and Mexico. He is
president of his own consulting firm, Rozental & Asociados, which specializes in advising
multinational companies on their corporate strategies in Latin America. He is also active in a
number of nongovernmental organizations and projects relating to global governance, migration
policy, climate change, Latin American politics, and the democracy promotion. He is a senior
nonresident fellow at the Brookings Institution and has been on the operating board of Canada’s
Center for International Governance Innovation (CIGI) in Waterloo since 2011. He is also a senior
policy adviser to Chatham House in London. Rozental is-the author of four books on Mexican
foreign policy, several chapters in edited volumes on international affairs, and numerous articles
on a variety of topics. He has been a foreign policy adviser to Presidents Vicente Fox and Felipe
Calderdn, and is a frequent contributor to both Mexican and foreign media. Rozental received his
professional degree in international relations from the Universidad de las Américas in Mexico and
his MA in international economics from the University of Pennsylvania.

Abdelhak Saaf
Diplémas: Magister in Comparative law (from the University of Paris2); Master in Health law from
the University of Rabat; Doctorat in Sociology of migration.

Occupation: Law Professor at the Université Hassan ll-Mohammedia {Morocco); Researcher at the
Centre d’Etudes et de Recherches en Sciences Sociales, {Center for Studies and Research in Social
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Social; Coordinator of a Resaerch Group on Migration: GREM (Groupe d’Etudes et de Recherches
sur les Migrations)

Publications: “Etat de la recherche sur la question migratoire au Maroc “(in French), in « Etat de la
recherche sur le développement social au Maroc », 2010; Contribution to a study under the
supervision of the EUROMESCO: “Migrant Communities and the Internal and External Dynamics of
Integration: The Potential Role of Migrants in the Euro-Mediterranean Partnership”, 2006;
Participation to the study on” Belgo-Marocains des deux rives: une identité multiple en
évolution », en partenariat avec la Fondation Roi Baudouin en Belgique, 2009; Plusieurs
interventions dans des colloques, séminaires et conférences sur la question migratoire au Maroc
et a I'étranger

Other activities: Member of lacal NGOs and of the Civil Euromed network (Morocco)

Susan Schadler

Susan Schadler’s research in international economic governance builds on her more than three
decades of experience at the International Monetary Fund (IMF). Her current research interests
include the sovereign debt crisis, global capital flows, global financial institutions and growth
models for European emerging market economies. From 1999 to 2007, Susan was the deputy
director of the IMF’s European Department, where she served as the organization’s lead oversight
for Turkey, the United Kingdom and central Eastern Europe. She also lead several research teams,
focusing on Europe’s role in the global economy, economic choices of new European Union
member states and institutions of European governance. Prior to joining the IMF's European
Department, Susan worked in the organization’s policy development and review department,
where she oversaw lending operations for Russia, other Commonweath of Independent State
countries, Turkey and South Africa. She was also responsible for creating a division that carried out
the IMF’s ex post evaluation of lending to low- and middle-income countries. Susan is a former
international economist for the US Treasury Department and'a former visiting researcher at St
Antony’s College at the University of Oxford. She is currently a non-resident senior fellow with the
Atlantic Council in Washington, DC and on the advisory council of the Center for Social and
Economic Research in Warsaw, Poland.

Stefano Silvestri

President emeritus of the Istituto Affari Internazionali. Senior Scientific Advisor

Researcher at the IAl from 1967, Deputy Director (1974-79), Vice-President (1981-2001); President
(2001-2013).

Deputy Secretary of Defence of the Italian Government (January 1995-May 1996);

Consuitant to the President of the Council of Ministers (1979-80, 1981-83, 1986-88, 1993-1994);
Consultant to the Minister of Defence {1980, 1984-85, 1993-2000);

Consultant to the Minister of Industry and Trade (1989-1993);

Consultant to the Minister of Internal Affairs (1979);

Special Assistant to the Deputy Minister of Foreign Affairs (European Policies), 1974-76.
Lecturer at Johns Hopkins University, Bologna Centre, on Mediterranean security (1972—76).
Researcher at the lISS {International Institute for Strategic Studies, London), 1970-71;

Member of the HSS Council (1994-2004)

Scientific Advisor to the ltalian Centre of Higher Defence Studies (CASD) 1996 2000,

Member of the Conseil Economique de la Défense of the French Government 1998-2006;
Member of the Board of the Italian Association of Aerospace and Defence Industries (AIAD).
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Among his publications:

Il fianco Sud della Nato {with M. Cremasco, Milan 1980) - Moderate and Conservatives in Western
Europe (with R. Morgan, London 1982} - L'integrazione militare europea (Rome, 1988) - Il futuro
della dissuasione in Europa (Rome, 1990) - Il Modello di Difesa italiano (Rome 1990) - Le unita
multinazionali e la sicurezza eurcpea (Rome 1993) - Sistema di sicurezza dei paesi del Goifo -
Riflessi per I'Occidente {Rome 1994) - L'organizzazione e I'architettura C3I per il vertice decisionale
nazionale {Rome 1995) - Politiche esportative nel campo della difesa (Rome 1997) - The Role of the
Helicopter in the New Defence Model (Rome, 2000} - Il sistema di supporto logistico delle FFAA
italiane (Rome, 2001) - La dimensione spaziale della politica europea di sicurezza e difesa (Rome,
2002) - EU crisis management: Institutions and Capabilities in the Making (Rome, 2010) - A
European Strategy for Democracy, Development and Security for the Mediterranean (Rome, 2011)

Djisman Simandjuntak

Djisman Simandjuntak is Professor of Business Economics at Prasetiya Mulya Business Schoo! in
lakarta. He is currently also the chairman of the Executive Board of Prasetiya Mulya Foundation,
Jakarta, and the Chairman of the Board of Directors of Centre for Strategic and International
Studies (CSIS} Foundation, Jakarta. His other activities include being a member of the National
Economic Council (Komite Ekonomi Nasional/KEN) of Indonesia since 2010, the Chairman of the
Indonesian National Committee for Pacific Economic Cooperation (INCPEC), since 2012, and the
Chairman of the Supervisory Board of the Regional Autonomy Watch, since 2009. As member of
the Expert Advisors Team for the National Team for International Trade Forum in the Indonesian
Ministry of Trade, Prof. Dr. Djisman currently serves as expert advisor in the Negotiating Team for
Indonesia-Korea Comprehensive Economic Partnership Agreement. Prof.Dr. Djisman Simandjuntak
is Independent Commissioner at PT Indo Tambangraya Megah Tbk (a Thai Banpu Group of
Company), Independent Commissioner at PT Asuransi MSIG Indonesia, and President
Commissioner at PT Indomarco Prismatama Tbk. Prof.Dr. Djisman Simandjuntak obtained his Ph.D.
degree in Economics from the Faculty of Economics and Social Sciences of the University of
Cologne, Germany, in 1983 {majoring in International Economics}). Member of the indonesian
Economists Association, the American Economic Association, and the American Association for the
Advancement of Science, Prof. Dr. Djisman Simandjuntak is often invited to speak in national as
well as international forum.

See Seng Tan

See Seng Tan is Deputy Director of the [nstitute of Defence and Strategic Studies, Head of the
Centre for Multilateralism Studies, and Associate Professor at the S. Rajaratnam School of
International Studies (RSIS), Nanyang Technological University, Singapore. A student of Asian
security, he is the author/editor of 9 books and has published over 40 academic papers. His latest
book is, The Making of the Asia Pacific: Knowledge Brokers and the Politics of Representation
(Amsterdam UniversityMPtess, 2013). He has consulted for a number of regional organizations, and
worked for a faith-based NGO before joining academia. He was educated at the University of
Manitoba and Arizona State University.

Nathalie Tocci

Nathalie Tocci is Deputy Director of the Istituto Affari Internazionali, head of the Institute's
department The EU and the Neighbourhood and Editor of The International Spectator. She
received her PhD in International Relations at the LSE in 2003. She was Research Fellow at the
Centre for European Policy Studies (CEPS), Brussels {1999-2003), Jean Monnet and Marie Curie
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Fellow at the European University Institute, Florence (2003-2007), Associate Fellow at CEPS (2007-
2009), and Senior Fellow at the Transatlantic Academy in Washington (2009-2010). Her research
interests include European foreign policy, conflict resolution, the European neighbourhood, with a
particular focus on Turkey, Cyprus, the Mediterranean and the Middle East and the South
Caucasus. Dr Tocri is the winner of the 2008 Anna Lindh award for the study of European foreign
policy.

Michele Valensise

Ambassador Michele Valensise, Secretary General of the Ministry of Foreign Affairs of the Republic
of Italy. Secretary General of the Ministry of Foreign Affairs of the Republic of Italy, Ambassador
Michele Valensise assumed his duties on luly 9th 2012, after eight years as Head of the Italian
Diplomatic Missions in Brasilia {2004-2009) and Berlin (2009-2012). The Secretary General assists
the Minister of Foreign Affairs in shaping the Italian foreign policy guidelines and oversees the
functioning of the foreign service, coordinating the activities of all the Ministry’s Departments,
Units and Divisions.

Born in Polistena (Reggio Calabria) in April 1952, Ambassador Valensise holds a University degree
in Law from Rome’s University “La Sapienza” and joined the foreign service in 1975. Ambassador
Valensise’s overseas assignments with the Italian foreign service have been: to Brasilia, Brazil from
1978 — 1981 with duties in both the press and economic sectors; to Bonn, Federal Republic of
Germany from 1981 — 1984 as political officer; to Beirut, Lebanon from 1984 — 1987, during the
Lebanese civil war, as acting Head of Mission; to Brussels, from 1991 — 1997 as First Counsellor in
the Permanent Mission to the European Union in charge of Community relations with the
Mediterranean and the Balkan countries; to Sarajevo, Bosnia-Herzegovina from 1997 — 1999 as
Head of the newly opened Italian Diplomatic Mission immediately following the cessation of the
hostilities and deployment of military stabilisation troops in that country and their Italian
contingent. '

In Rome, Ambassador Valensise has served from 1987 — 1991 as Head of the Cabinet of the Under-
Secretary for Foreign Affairs; from 1999 - 2001, as Head of the Office for Relations with the
Parliament of the Minister for Foreign Affairs Private Office and later Head of the same Private
Office; from 2001 - 2004 as Head of the Press and Information Service of the Foreign Ministry and
Spokesperson for the Foreign Minister. Ambassador Valensise fluently speaks English, French,
German and Portuguese. He is married and has two daughters.

Lia Valls Pereira

Lia Valls Pereira is the coordinator of the Center for Studies of the External Sector at the Brazilian
Institute of Economics (IBRE) of the Getulio Vargas Foundation (FGV) in Brazil, a position she has
held since 2010, after serving other roles in the same institution such as director of the Center for
Governmental Studies. She is also professor of macroeconomics, international economics, and
international relations at the Rio de Janeiro State University (UERJ), where she has been teaching
since 1984. Previously, from 1977 to 1979, she also taught at the Pontifical Catholic University of
Rio de Janeiro (PUC/RJ). Her most recent research has been focused on issues related to the
governance of the International Monetary Fund and the World Trade Organization, along with the
role played by the BRIC countries. She is also investigating the impacts of China in the Brazilian
exports bundle. From 1986 to 1990 Pereira was the research director of the Foreign Trade Studies
Center Foundation (FUNCEX) also in Brazil. Her main publications and research studies are
concentrated in the areas of international economics, political economy of international relations,
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international organizations, and trade agreements. She has worked as consultant to the United
Nations, the Department for International Development, and several private and public
institutions in Brazil. in recognition for her studies to the Brazilian foreign trade minister on the
effects of trade agreements in the Brazilian economy, she received the “Ordem do Rio Branco”
medal. Pereira holds an MA from the Getulio Vargas Foundation, an MPhil from the University of
Cambridge, and a Phd from the Federal University of Rio de Janeiro, all in economics.

Ignazio Visco

Born in Naples on 21 November 1949. Governor of the Bank of Italy from 1 November 2011. He is
also Chairman of the joint Governing Board of the Insurance Supervisory Authority (IVASS). As
Governor of the Bank of ltaly, he is member of the Governing Council and General Council of the
European Central Bank (ECB), the General Board of the European Systemic Risk Board (ESRB), the
Board of Directors of the Bank for International Settlements (BIS), the Steering Committee of the
Financial Stability Board (FSB), the Boards of Governors of the World Bank, and the Asian
Development Bank (ADB). He is also Alternate Governor for Iltaly at the International Monetary
Fund {IMF) and the Inter-American Development Bank (IADB). He takes part of the G7, G10 and
G20 Finance Ministers and Central Bank Governors Meetings.

At the Bank of Italy since 1972, he was appointed Head of the Research Department in 1990. From
1997 to 2002 he was Chief Economist and Director of the Economic Department of the
Organisation for Economic Co-operation and Development (OECD). Back in the Bank, he was
appointed Central Manager for International Affairs in 2004 and Central Manager for Economic
Research in March 2006. In 2007 he became member of the Bank's Directorate {Governing Board)
as Deputy Director General, until October 2011. Degree in Economics at "La Sapienza" University
of Rome (1971), Master of Arts (1974) and Ph.D. (1981) in Economics at the University of
Pennsylvania (Phifadelphia, USA). He is a member of the Italian Economic Society, the Italian
Statistics Society, and the American Economic Association. He was granted the Leontief Award for
Best Dissertation in Quantitative Economics (Eastern Economic Association, 1982), the "Best in
Class" prize, "La Sapienza" University of Rome (2006). He was given the title of "Cavaliere di Gran
Croce al Merito della Repubblica italiana” in 2011. He is the author of various articies and books
including: Price Expectations in Rising Inflation, North Holland, 1984; Saving and the Accumulation
of Wealth (edited with A. Ando and L. Guiso), Cambridge University Press, 1994; L'economia
italiana (with L. F. Signorini), il Mulino, 2002; Ageing and Pension System Reform (Report for the
G10 Deputies, Chairman of the Working Group), 2005; Investire in conoscenza, il Mulino, 2009.

Haibing Zhang

Dr. Zhang Haibing, Executive Director of the Institute for World Economy Studies, Shanghai
Institutes for International Studies (SNS). She received master and doctoral degree respectively
from Nankai University (2001) and Shanghai Academy of Social Sciences (2004). Dr. Zhang
specializes in the study of global economic governance, especially regarding official development
aid, EU regional integration studies, and G20.

Her main publications include two monographs Research On European Regional Integration(
Shanghai Academy of Social Science Press, 2005), Development Oriented Aid: The Model of
China’s Aid towards Africa ( Shanghai People’s Publishing House,2012), and more than 30
academic papers, which are “New Trends of Global Economic Governance: A Case Study of the
Euro Debt Crisis’s Response” Chinese Journal of Eurkulikmaopean Studies, No.3, 2013; “The
background and new trend of EU ODA policy adjustment” , Deutschland-Studien, No.2,2011; “G20
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Institutionalization: Trends and Impacts”, World Economy Study, No.9 2010; “Motion and Trend
of world Economic System Adjustment under Financial Crisis”, Scientific Development, No.10,
2009; “China’s Non-Political Conditionality Aid Principle: Theory and Significance”, Journal of
Contemporary Asia-Pacific Studies), No.6, 2009;“ Analysis on G8 aid to Africa”, Social Science ,No7,
2009; " “A Comment on the German Aid Policy towards Africa”, West Asia And AfricaNo7, 2008;
Japan’s ODA Policy towards Africa in 21st Century”, World Economy, No.10, 2008; China’s Aid to
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Is the World Becoming Less Democratic? What Can the EU Do
About It?

Steven Blockmans (incooperation with Daniel Gros)
Center for European Policy Studies

The center of gravity of the global economy is shifting. This shift in the economic center of gravity
has, of course,a myriad of politicalimplications. One keyissueis itsimpact onthe spread of
democracy and humanrights. The economic trend is of such an overwhelming importance that the
entire national security strategy of the United Statesis built on the question of how to manage it. This
contribution asks what the political consequences are for the European Union {EU) and how EU
foreign policy should respond to this major global trend.

GLOBAL TREND TOWARDS ALESSDEMOCRATIC ECONOMY

The starting pointis that the center of gravity of the global economy s shifting towards
countries/regions which donot share the fundamental values of democracy and humanrights
(including the rule of law). And this seems to be happening at an accelerating pace. The countries
which now contribute most to global growth are the less democratic ones. China constitutes the
largest single example of this trend, but it is not an isolated case. The ‘old’ democratic West (EU,US
and Japanand therest of the OECD)is still important,butits weight is declining and it contributes
little to growth. By contrast, many of the emerging economic, whichare growing onaverage much
faster, have only limited democraticcredentials (the biggest exemption being India).

CEPS has measured this trend quantitativelyina report prepared for BEPA (European Commission,
forthcoming). Looking forward, it finds that, by 2030, the center of gravity of the global economy will
have shifted to countries that are no longerjudged tobe free. Also, the world will have become more -
‘brittle’in political terms since smooth transitions from totally unfree systems to partial freedom seem
more difficult than a smooth transition from an intermediate value of partial to full freedom.

Democracy and humanrightsrequire not only formal procedures, but also a culture of the rule of the
law. A similar approach has beenused to document that the center of gravity of the global economyis
shifting away from countries which adhere to the rule of law.

This situation will put the EU’s constitutional aim of spreading democracy ina quandary since it is
much easier toinsist on partial improvementswhere atleast a certaindegree of freedom exists as
compared tototally unfree societies where even the slightest concession on humanrights s
unacceptable because it would open a chink in the armour of the existing regime.

THE DECLINE OF LIBERAL DEMOCRACY'S MAGNETICPOWER

Tothe economic decline one has to add something less tangible, namely a decline in the power of
attraction. For the EU, the worrying aspect is that the cause of liberal democracy is not merely riding
the strongest economy; itis also in intellectual retreat. Semi-free countries, uncertain which direction
to take, seem less convinced that the liberal pathis the way of the future. But perhaps the biggest




reason why democracy’s magneticpower has waned s the rise of China, and the belief of its would -be
imitators that they too cancreate a dynamic economy without easing their grip on political power. In
the political rhetoric of many authoritarian governments, fascination with copying China's trick can
clearly be discerned. Conversely, the stunted economic growth of India, the world'slar gest
democracy,is often blamed on the slow pace of decision-making. From the viewpoint of many poor
countries, especially in Africa, co-operating with China—both economically and politically—has
advantages: not least the fact that China refrains from delivering lectures on political and human
freedom. The global economic downturn, and China’s ability to largely survive it, has clearly added to
that country’s appeal. The power of China (and a consequent lessening of official concern over human
rights)is palpable in Central Asia. The availability of cheap capital has of made it easier for
undemocratic regimesin very poor countries toignore the pleading for more democracy that came
with development aid. This is another way in which the shifting economic weights makeitmore
difficult to spread democracy. (The rise of China in the IMF and the World Bank represents another
facet of this trend.)

CONSEQUENCES FOREU FOREIGNPOLICY-MAKING

The shift in the global economic power balance and the demise of the concept ofliberal democracy
impinge directly ona core element of the EU’s foreign policy, whichis to foster the spread of its values
of democracyand the rule of law as widely as possible. Article 21(1) TEU even formulates this EU
external missionstatement asalegal obligation.

Fostering this foreign policy objective, the EU has traditionally relied on a combination of its
economic weight (asalarge market and a source of capita) andits soft power, i.e. the power of
attraction of its value-based integration model. But over the next decades the economic weight of the
EU will be decliningand itsnormative power seems to decline as well {partially asa result of its
shrinking economy). The euro crisis has of course exacerbated thistrend as it has created the
impressionamong third countries of a divided European Union unable to solveits own problems; a
continent where a certain retreatin liberal democracy can also be observed (e.g. constitutional reform
in Hungary; and a rising influence of EU executive bodies dictating terms on democratically elected
governmentsin Member States in order to counter the sovereign debt crisis).

By 2030 the eurocrisis should only be a memory, but the speed at which it will be overcome and the
‘collateral’ damage it might leave behind are today difficulc to evaluate. The changing economic weight
reinforces the argument thatitisin the EU's own interest not toupset the less democratic but
increasingly economically powerful partners on which it depends to boost domestic gr owth through
trade. '

With a waning influence in bilateral relations with strategic partners like China, the EU will have to
resort to other means tomeet its constitutional obligation and stay true to its missionary principle of
(re-)democratising third countries.

Given that democracyisunlikely to advance, these days and in the foreseeable future, through the
economic preponderance of the EU, itsbest hope lies in winning a genuinely open debate.In other
words, wavering countries, and skeptical societies, must be convinced that political freedom works
best.
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However, even where all theright conditions arein place, democracy will not prevail unlessits
proponents show success at governing. No constitution can, in itself, guarantee good governance. The
success of any political system ultimately depends on whether it can provide basic thingslike security,
wealthand justice. And in countries where experiments in democracy are in full swing, daily realityis
more complex than either zealous democracy-promoters or authoritarian sceptics will allow.

While globalisationis thriving,its consequences remain contradictory and controversial. Althoughit
is an effective processin generating economicgrowth, it can alsolead to an excessive concentration of
wealth and, in some sectors, increasing inequalities within and between countries. A major
explanation for suchimbalanceslies inregulation deficiencies in economic, financial, commerdal and
environmental fields, due to unaccountable, undemocratic, inequitable and ineffective global
governance.

The way to make global governance more legitimate is to give a strong role todemocratic politics and
priority to public interest over private/corporate interests in global governance. Arguably, the EU
should formulate proposals towards achieving a more accountable, transparent, participatory global
governance system, together with aninstitutional architecture for regulating globalisation that
combines economic efficiency and social equity. The EU should put emphasis on multi-level
governance, underlining therelevance of regional governance asalink betweenlocal and global levels.

The key problem hindering effective EUaction abroad s the continuing refusal of member countries
to agree to aneffective coordinationand bundling of the remaining foreign policy instruments
(ranging from official development assistanceto the absence of a unified euro area representationin
the international financial institutions). The EU can fulfilits institutional mandate in an increasingly
undemocratic world onlyif member states allow it todo so.

CONCLUDING REMARKS

The relationship between democracy and growth has been extensively studied empirically. Until
recently the broad conclusionhad been that there is no systematic link. But it also remains the case
that almost all of the high income countries are democratic. Our projectionsimply that by 2030 China
will have a very important weight in the global economy. If it has not become democratic by thenit
will become very difficult for the EU to continue its mission to spread democracy by economic means.
The key underlying questionis of course whether China and the non-democratic emerging economies
can continue to grow without becoming democratic.




Europe and the Future of Global Governance

Ulrike Guérot
European Council on Foreign Relations

EUROPEISITS OWNBIGGEST RISK: FROMGLOBALACTORTO
GLOBAL CONCERN

Europe,inrecent years,lostits flagship position through the Euro-crisis and became a problemrather
thananasset for the global governance system: it dragged on the internationalsystem to fix the Euro -
crisis and at the same time it becamean element of uncertainty.

The impact of Europe on global governance willthus depend on whether or not the Eurozone
overcomesits current crisis and comesout of it strengthenedboth in economicand in political terms,
that meaning being moreunited.

Any other scenario of European fragmentation, Euro-implosion, re-nationalization, or evenalasting
two-tier Europe will probably not be able to have any meaningful influence on the system of global
governance, be thisin global regulatory issues, or in questions of global orderand wealth distribution
(energyresources,climate protection....);let alone thata scattered Europe would notbe abletobe a
responsible globalactorwith strategic outreach in order to defend its values and/ or interests (see Libya,
Mali, Syria). :

Europe can only have ameaningful impact on the global systemifit brings together its economic weight,
especially Germany’s, together with European values and principles such as goodgovemance, rule of
law,human rights and the market economy as a politicalsounding board. Avoiding European break up,
improving integration, stabilizing the Eurozone and enhancing the European Security and Defense
Policy are thuskeyand this in crucialtimes, where populism, social unrest, and dismantlement of
integration areserious risksand confidencein the EUisrapidly decreasing. The forthcoming European
parliamentary elections will be alitmus testin this respect.

EUROPENEEDSTO COMPLETEITS INTEGRATION, ESPECIALLY OF
THE EUROZONE

A deep pushin European integration, leading firstand foremost to the completion of banking union,
preferably with some sort of common depositscheme, should be the main near-term goal for European/
Eurozone integration. Thisis difficult enoughin the time-window between 2014 and 2016 after the
parliamentary elections in May and with a new EU Commission in place.

The EUisin a catch-22,as moving towards deeper fiscalintegration that may require treaty changes
(especially in thelegal optic of Germany), which, on the other hand, is politically not on the cards.
Germany will likely try to developan ‘amendmentculture,’ tying to go for chirurgical fixes of the




European constitutional framework in order to allow deeper integration, especially of the Eurozone,
without putting the institutional system at political risks.

The new code word for a pragmatic Eurozone fixin the German discussion is ‘transnational’: a network
structureof ‘crossed legiimacy’ between the European and national parliaments— or national
supervision bodies in the case of bankingunion, rather than targeting the method of more supranational
integration and competence transfer to Brussels. It isimportantto note that thisis a default-strategy,
whichis meant toavoid atwo-tier Europe between the current eighteen members of the Eurozone and
the EU of twenty-eight Rather, it is aninclusive approach over time.

The Eurozone also needs a new basis for legitimacy with a quite different parliamentarian set-up;a
bigger role for national parliaments (not only the Bundestag) through “crossed legitimacy” between
national parliamentsand the EP; a clearer distinction between the executive and the legislative branch es
in the euro-governance system; and a rebooted European Stability Mechanism which will take over
parts of the managementof the fiscal capacity and the coordination, if not integration of new policy
areas,such as taxation, social policies or employment policies. The Franco-German paper of May 30th
including its proposalof a permanent president of the Eurozone, which over time could developintoa
European treasury, may be considered as a blueprint in thisrespect.

EUROPE AND THE "WEST’

A rebooted Eurozone is the condition to move on with issues such as financial market regulationand a
trade agenda in a transatanticsetting. This meansthat transatlantic relations in the future willbe more
business driven and less security (NATO-) driven. The institutional framework of TTIPreached at the
end of the ongoing negotiationsmay eventually evenreplace NATO as main institutional transatlantic
channel. TTIPmay also driveinnovation through a transatdantic digital agenda. Obviously, TTIPis a
strategy for Western' retrenchmentin order to securethe tradeinterestsof the West against other
emerging global players. The impact of TTIP on preferential treatment regimens with third countriesis
still unclear, but, in terms of global governance, the underlying, though not admitted idea of TTIPisto
reboot the West’ and to get steering capacity of the internationalregulatory and trade system, and to not
leave thisrole to China.

TTIPis thus importantto watch:it will determine the main poles of global governance and the G-2,G-3
competition settings between the US, China and Europe. With TTIP, the US placesitselfin the middle
of Pacific traderelations, NAFTA and transadantc tradeagendas. TTIPis key for determining future
shareholder positions of both the United States and China in the system of global governance.

EUROPE AND GLOBAL META-TRENDS

[tisnot only the Europeanrole in global governance, whichis unclear; itis the development of global
governance as such, as Dani Rodrik describes. The global governance systemsuffers fromanon-solved
triangle of tensions between liberal trade (and its consequencesfor the left behinds’), democracy,and
sovereignty. In addition, the global governance systemis clearly in erosion (WTQ,ILO,NATO...);buta
new transnational system ableto manage the question of global wealth distribution hasn’t emerged




yet—and the question of an international supreme body with sanctioning power remains unclear since
the United States is withdrawing fromits position as a global hegemon. The implementation power of
international law has also become shaky (e.g. on nuclear proliferation, TNPT, see Iran). History is back
and power tops law once again, whereas the main asset of Europe/the EUis itsrule-based system. This is
why Europe/the EUmay have problems becoming animportant actor shaping the future of global
governance, although thatis what many in the world expectittodo.

The erosion of the world order of the twentieth century comes along with a couple of globalmeta-
trends, for which the international system seemstoo staticinits current governance structures toadapt
to: ruralfurban divide fmega-towns and urbanization; demography/aging; competition for energy and
water resources; new non-state actors in the system of globalgovernance (NGO’s, but also piratesand
private companies that operate ona global scale in ‘state-less’ territories, e.g.land-grabbing);
‘Singaporization’{ off-shore Islands in the international financial system operating beyond state control;
regionalization/ populism/ religious fundamentalism; Mercantilization of foreign policy; shiftfrom geo-
strategy to geo-economy; transnationaland network-based structures; a fragile global value chain (no
storage); smart grids; and cyber [spying.

How Europe will cope with these meta-tendsremains to be seen.Ina way, the aim for a ‘single’
BEuropean approach representsa monolithic approach to diffusedstructures. The European Unitarian
momentum—basedon ‘one voice’ideas to shape the European institutional system—is certainly
necessary toincrease Europe’s capacityto act; but on the other hand, it somehow standsagainst the new
fluidity of the global governance system withits diffuse threats. So, it remainsto be seen whether the
European competence and experience in consensualand transnational policy making, its legalbased
approach and its knowledge in pooling sovereignty will turn out to be an asset or a handicap to the global
governance system of the twenty-first century. For the moment, European weakness cannotbe denied
and Europeis notliving up toits potential. ' ' '




Global Governance after the European Cirisis

SusanSchadler
Center for International Governance Innovation

The crises that began with Greece and spread throughIreland and the southern periphery of Europe
were path breakers. They occurred in countriesembedded in a major currency area, they dispelled the
notion that debt crises are the provenance of emerging market countries, and demonstratedthat
economic weakness remainsremarkably imperviousto globalbail-out assistance. Whilemany factors
have contributed to the prolongation of the crisis, the interplay of rigiditiesin governance within the
euroarea and the strong political influence of Europe in the main global crisismanagement institution—
the IMF—was one of the most important.

Europe, the global economy, and its supporting institutions have hobbled through the challenges
thrownup by these crises. But it has beena costly process in terms of growth and employmentlost. The
mistakes donothave to be repeated. Theseare early days for choosing the key weaknessesinthe
governance frameworks thatneed attention, but the process must begin withissues that arenow
obvious. From a European perspective, two types of changes must be undertaken: the first concern is
Europe’s internal governance and the second concerns Europe’s contribution to ensuring thatglobal
governance doesnot stymie effective crisismanagement againin the future. As the former are widely
discussed, the emphasis in this note will be on the latter.

THE EURO AREA DEBT CRISIS—ESSENTIAL FACTS

The basic contoursof crisis management in the euro Areawereset during the crisisin Greece. Initia]ly,
the intention of European leaders was to handle and finance the crisisinternally. Afterthe size of the
problem—both the adjustment and the financing required—became clear, the EU then turned tothe
IMF. This invitation camelate. A large amortization payment due six weeks afterthe crisisbegan
brought the threat of a disorderly defaultto the doorstep. European demands put to the IMF were stark
and difficult toreconcile: Greecemuststay in the euro area and there wouldbe no debt restructuring,
which, it was thought, would deprive Greek banks of funding channels and stirup intensely feared
contagion to other weak euro area countries; and that the IMF would negotiate, monitor, and contribute
one third of the financing of the adjustment programin a joint relationship with the Commission and
the European Central Bank—*"the Troika.”

Tobe part of this arrangement, the IMF had to change its own set of rules for exceptionally largeloans.
The IMF determined that even with the unusually scrong fiscal and structural adjustment policies, a
rigorous forward-looking analysis raised significant doubts about whether public debt wouldbe
sustainable withoutarestructuring. In other words, IMF funding would not be a bridge toalevel of debt
that could be financed and repaid, it would only extend the period of uncertainty about how debt would
belowered tomanageablelevels. As one of the criteriathat alarge borrower must meetis thatitisona
track to debt sustainability, the IMF had to introduce a waiver (the “systemic risk waiver”) to approve the
loan. After along period of denial about the sustainability of Greek debt, Europe agreed toa
restructuring of Greece’s privately held debrtwo years later.
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Greece paved the way for handling other debt crises in Europe. Though the facts surrounding the crises
in Ireland and Portugal differed, the basic parametersfor handling the crises weresimilar: each country
should stay in the euroarea, restructuring would not (initially) be countenanced, the IMF participatedin
the Troika, and lending proceeded onthe back of the systemicrisk waiver, withouta high probability of
debr sustainability. Though no other country has yet restructured its debt, each crisis has entailed
significant periods of falling outputand employment.

HOW CANEUROPE CONTRIBUTETO BETTER GLOBAL CRISIS
MANAGEMENT—FIVE EARLY ISSUESFOR ACTION

Eufope retains a huge influence—both in terms of the cumulative quotaof countries and itsrole in
management-—over decisions on IMF governance. As such, a significant share of the responsibility for
applying the lessonslearned from the crisis to prevent these precedents from feeding mistakes againin
future crises. Five immediate issues are critical.

First, Europe needs to support efforts toreinstall arms-length protection for the IMF from pressures
that prevent open consideration of all options for fixing a problem early and atits source. Again focusing
on Greece, two fundamental problems were at the root of the crisis—unusually high and rising public
debt and weak competitiveness. The Troika-backed program aimed to address theseissuesthrough
severe fiscal retrenchmentand structural reforms. Butthis strategy was not realisticin light of the depth
of the problems and the lags inresponses to, especially structural, policy. In turn, the optimism
embedded in the initial 3-5 year forecasts (for example of GDP, employment, and exports) contributed
to an unrealistic picture of the costsof the strategy. Ultimately, after private holdings of debt had fallen
substantially, debt had to be restructured, while the slow pace and response to structuralreformsmeant
that the real sector strategy had to shift from a structuralreform-lead to a recession-lead improvementin
competitiveness. . : '

Admittedly, the constraints posed by membership ina currency union were formidable. But almost
every crisis hasits ownset of constraintsthat seem immutable at the outset. The critical role for the IMF
asan outsider with enormous experience in handling crises is to forcea reality check on the parties closer
tothe crisis. Reconsidering the managementand decision-making structure of the IMF soasto
strengthen the arm’s length distance from the intense political pressures that inevitably surround a crisis
iscritical.

Second, the IMF needs to provide more thorough analyses of spillover effects. The fear of contagion
arisesinall crises and mostintensely in regionalpartner countries. They are well-basedbecause all
serious 21*-century criseshave spillover effects. A critical error in handling the euro area crisis was
succumbing uncritically to the view that financing a program withouta high degree of credibility would
minimize spillover effects. For example, the program for Greece approved in May 2010 did not satisfy
the international market’s desireto see a clearendgameto Greece’s large debtand competitiveness
problems. Without providing such clarity, the strategy of lending to Greece without a high probability of
sustainability actually exacerbated negative contagion to other weak periphery countries.




The best approach to choosing the spillovers with the lowest costsis to have the IMF undertakea
rigorous and transparentanalysisoflikely spilloversfrom alternative strategies for crisis resolution. Of
course, these would involve many judgment calls onlikely responses to different courses of action. For
example for Greece, spilloveranalyses of the actual strategy chosen, a restructuring strategy,a
temporary exit from the euro strategy, to name a few alternatives, should have been carried out and
made public. Unless the IMFis able to get all strategic optionson the table with a clear analysis backing
each, it willnot perform the essential function of an objective participant in program negotiations.

Third, the IMFmust be protected by a sensible framework for lendinginto crises. The IMF changed the
framework goveming exceptionally large loansin order to actin Greece, Ireland and Portugal The
framework consisted of four criteria thata country must meettoreceive exceptional access: the country
must have a balance of payments need; a high probability of debt sustainability in the medium term;
good prospects for regaining marketaccess; and a program of policies that islikely to be successful. To
approve the Greekloan, the option of a permanent waiver was introduced into the second
requirement—thatrelated o debt sustainabilicy—when there are risks of international systemic
spillover effects. The use of the waiver effectively undermines the avowed roleof the IMF—tolend asa
bridge tomarket access. Without sustainability, marketaccess is unthinkable.

The waiver should be eliminated. It was establishedin the heat of the moment of animpending Greek
default. This critical and permanent change in IMF policy was not discussed by the Fund’s Executive
Board, but merely made partof the approval of the Greek program. It makeslittle sense. Sustainability is
always basic to the objectives of an IMFlending arrangement and no more so than for a country
important enough to have international spillover effects. Moreover, that the IMF continues to invoke the
systemic risk waiver three years after the start of the crisisfor Greece, Ireland and Portugal, speaks to the
license the waiver gives for delaying crisis resolution.

Thatsaid, it is important for the IMF to have some flexibility or discretion initsinitial responseto severe
crises. For Greece for example, itis arguable thata defaultin mid-May 2010 (whichwas the likely
outcome of the absence of IMF partidpation) would have been unduly cosdy. When such immediate,
short-term exigencies arise, it is iz portant that large, short-duration finance can be provided as sound
policies that genuinelyleada crisiscountrybackto sustainability are consideredand putin place. In
other words, in circumstances when a time-constraint prevents fast enough agreement on a program
(likely toinclude a restructuring) that credibly leads to debt sustainability, a formal source of emergency
short-term finance (from a special dedicated facility within the IMF or from another institution suchas
the BIS) is necessary. The IMF would then be enabled to playits proper role of objective outsider in
lending support toa credible program.

Fourth, debt restructuring arrangements arestill precarious and need formalization. That the Greek
restructuring of privately held debtin early 2012 worked so well was fortunate. The decision on the
parameters of the restructuring was reached in October 2011; anegotiating group lead by the Institute
for International Finance (IIF)was formed, and a deal was reached in February, 2012. Though the fate of
the negotiations was a clifthanger, alarge write down with a smallnumber of holdoutswas achieved.
Creditor coordination problems were mostly successfully overcome. But the circumstances were
special. Most debt was issued under domestic law, and retrofitted collective action clauses (CACs) were
put in place to secure adequate participation. Hold-outsin the foreignlaw debt were eventually paid off.




These special features of the Greek deal leave doubts about future restructurings. Problems, well-
rehearsed duringthe 2001-02 debate over the Sovereign Debt Reswructuring Mechanism, remain potent
obstacles to smoothrestructuring as the lingering problems with Argentina’s creditorsshow. CACs,
whicharenow commoninbond contracts, continue to be too narrow to ensuretimely participation of
all creditors. And while the ITF did a commendable job in negotiating the Greekrestructuring, itis an
organization of bankers without formal channelsof representation by hedge fundsand other non -bank
bondholders. Ifa full bankruptcy-type bodyisnot favored, anewlook at CACsatleastisneeded.

Finally, the IMF’s relationship with regional partners in debt crises needed clearer boundaries. The
Troika arrangement has been a novel test. Cooperation between the IMF and regional groups has
frequently occurred, but joint responsibility for negotiating, monitoring and financing an adjustment
and reform program had not, until the European crises. And, thoughthe logicof the joint effort is clear
when the crisis countryis amember of a currency union, it has presented problems. Apartfrom obvious
differences ininstitutional perspectivesand responsibilities of the European and IMF teams, there has
persistently been at least the appearance of amore direct channel for politicalinfluence. As for the
future, though crises of the severity of Europe’s areunlikely in other currency unions inciuding multiple
IMFmembers, the Troikawill set an example that could wellbe viewed with interestin future crisesin
other regions.

The IMFneeds a clear set of principles to guide any future cooperation with regional groups during crisis
resolution. These need to partition responsibilities, reinforce the senior creditor position of the IMF
(perhaps even formally), and fortify the constraints on the IMF’s discretion inlending into crises.
Action onthese five issues s critical to avoiding the mistakes that haveled to prolonged crises in Europe.
Though the list of issues for action will surely expand as the European criseseventually areresolved and
studied further, a minimum listis clear: o ‘

* Themanagement and decision-making structure of the IMFneeds to be reexarmined to foster
distance from direct political pressures. '

* Priortoapproval of anylending arrangement, the IMF shouldbe required to carry out and
release to the public rigorous analyses of international spillover effectsfrom different strategies
for addressing the crisis.

* Theoptionfor waiving the requirement of debt sustainability in exceptionally large lending
arrangementsshould be revoked. Thevery high costs of leaving markets to guess how debt
sustainability will be restored are anunacceptable drag on the resolution of a crisis.

* Formal arrangements—whether through enhanced CACs or a bankruptcy-style process—for
debt standstills and restructuring areneeded

*  Procedures for cooperation between the MF and regional institutions in debt crises should be
codified withan aim of separating the two enough to ensureinstitutional integrity.
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The Trans-Pacific Partnership and the Transatlantic Trade and
Investment Partnership: “For” a More Prosperous Future, or “Against”
a More Prosperous China?

Andrea Renda
Center for European Policy Studies

These are very interesting times for international trade talks. The US government has signaledits
intention to completeby the end of 2013 the Trans-Pacific Partnership (TPP), which currently involves
the United States, Australia, Brunei, Canada, Chile, Malaysia, Mexico,New Zealand, Peru, Singapore,
Vietnam, and - asalatest addition - Japan. At the same time, the first meeting of the evenlarger
Transatlantic Trade and Investment Partnership (T TIP) between the US and the European Union was
held on July 8-12 this year, paving the way for what is expected tobecomethe largest Free Trade
Agreement ever, covering nearly half of the world’s GDP, a2lmost 30 percent of world merchandise trade
(including intra-EU trade, but excluding services trade), and 20 percent of global foreign direct
investment with exchanges of goods and services worth around€723 billion ayear and €1.8 billiona
day. TTIP,according to arecentstudy by the Bertelsmann Foundation, will create a million new jobs in
the US and a per capita GDPincrease of 13.4 percent, whereas in the UK the deal would resultin
400,000 more jobs and a corresponding per capita GDPrise of 9.7 percent; Germany is expected to
experience anincrease in per-capita GDPby 3.3 percent overalland create an additionaltwo million
jobs.

TPPand TTIPare, nodoubt, potential game changers: afteryears of stalematein multilateral trade
negotiations and anagonizing Doharound, the landscapeof trade talks is today extremely fragmented
with close to 300regional tradeagreements in place and an extraordinary degree of complexity.
Importantly, the scope of RT Asin forcediffers widely, and in some instances (e.g. public procurement)
goesway beyond the reach of WT O, opening up big chunks of world trade that the WTO cannot fully
govern. Navigating through this thicket has becomeheroicand unnecessarily costly: if successfully
completed, TPPand TTIP will become templates for additionaltrade talks, and the whole WTOwould
be able torely on amuch more streamlined status quo, which in turn would facilitate agreements on
global rules. Accordingly, key playerssuch as EU Trade Commissioner Karel De Guchthave declared
that TTIP could be a great opportunity to reinforcethe World Trade Organization (WTQ):the WTO'’s
9th ministerial conferenceinBali in December 2013 will demonstrate whetherthis viewis shared by
many other playersat the table.

However, there are several question marks conceming the possibility for TPP and TTIP torepresent
transitional steps towardsan opening up of global trade. Some of these questionsare relatedto the
content of the agreements; other are related to the purpose and membership of the agreements; some
relate to the timing; and finally, some arelinkedto the political supportthat the agreementsare likely to
have at nationallevel, and especially in the US and the EU.More in detail:
*  Asregardsthe content of the agreements, several challenges lie ahead, in particular for what
concerns Intellectual Property Rights, telecom and financial services, rules on state -owned
enterprises, and public procurementin the TPP; and all these areas plus, mostnotably,




regulatory convergencein the TTIP (more specifically, how to reconcile Europe’s precautionary
principle with the more risk-friendly approach to safety adopted in the US).In the TPP,
problems are emerging due to the enlargement of the agreement to Canada, Mexico and lately
Japan; as well as due to the reported attempt by the US to impose conducts and standardsthat
Asian participants would not be ready to support. In the TTIP, the first meeting on 8-12 July
2013 already marked the de facto exclusion of financial services from the pact; the difficulry
(alsoin procedural terms) of involving regulatory agencies in a dialogue onregulatory
cooperation; and the unwillingness of both parties to talk about data protection in the afrermath
of the “datagate” scandal All this seems to castrather dark shadowson the possibility for the
negotiating parties to strike a suffidently ambitious agreement, i.e. one that really actsasa game
changer in the landscape of international trade.

For what concerns the purpose and membership of the agreements, it isimpossible toignore
thatboth FT As donot include China, a colossally important trade partner and 2 maverick that
erodes,on a dailybasis, the GDP share of the US and the EU. The most malicious
interpretations of TPPand TTTP contemplate the possibility thatboth pacts areto be considered
as pacts “against” China, rather than “for”a more prosperous future. The overallideawould be
that setting clear rules on state-owned enterprises, government subsidies and technical
(including environmental) standardsin a way that excludes or harms Chinese products can
become the only way for the US and EU to preserve their dominance in globaltradein the
medium term: paradoxically, from this standpoint the two pacts would become a “protectionist”
attempt, window-dressed as free-trade would certainly not the best way to trigger arevival of
international trade talks within the WT'O; rather, it would lead to a large-scale edition of the
infamous trade waragainst Chinesesolar panels, which alreadyraisedahecticdebate in the
EU—with Merkel taking sideswith China, rather than the European Commission.

Asregards the timing of the agreements, both have important challenges to face. First, the TPP
should be completedby year-end according to the US government; however, too many issues
are still outstandingafter 19 rounds,and important cotntries (notably, Japan) havejustjoined
the table, whichislikely to create further complications. The issuewith the TTIP isevenmore
evident: the stated objective of completing negotiations by the end of 2014 is clearly unrealistic,
despite optimism shown by both sides and in particular by US chief negotiator Mike Froman.
Onereasonisrelated to the extreme complexity of some of the chapters to be negotiated, from
cybersecurity and dataprotection toregulatory cooperation; anotheris that 2014 will see
turmoil in Brussels with the new electionsfor the European Parliament and a slowdowm of
regulatory activity due to the end of the Commission’s mandate; and finally, as explained more
in-depth below, negotiations might be slowed down by uncertainty onthe likely reaction of the
US congress, the European Parliament and national governments in EU Member States to the
text of the Treaty.

For what concerns the political support to the agreements in the parties’ internal political debare,
there are substantial problems to be considered—especially in the United States, where Obama
hasnot obtained so-called “fast track” powers, i.e. Trade Promotion Authority (TPA). Assuch,
heis granted verylimited discretion and autonomy in negotiating terms, and isrelegated toa
position of facilitator of an agreement that will have tobe signed and ratified by the US
Congress. Currently, work on TPA legislation in Congress appears to be still at a very early
stage, Congressmen have already been complaining about the limited information they have
received on the TPP, and experts on both sides tend to agreethat the best way to proceed would
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be to try to discuss TPA after the current agreementshave been signed. This, in turn, means that
the US delegation, brokeninto 24 working groups, mightend up endorsing an agreement that
will be later revised and mayberejected, or partly overtumed, by Congress—thisis likely given
that Congress seems eagertoreject everything that Obamaproposes. At the otherside of the
table, the European Commission seems to facesimilar problems, with someMember States
expected to veto the abolition of non-tariff barriers in some key sectors, such as agriculture; and
other Member Statesready to stand against protectionistmoves. Thisunpredictability once
againshows the weakness of trade talks betweenregional blocs: some experts have thus asked
whether the TTIPisa pact between 2 or 78 different partners.

Asa result, the road towards completion of both TPP and—even more~-TTIP appearstortuous at best.
Ifthe agreements even get to the signature, approval, and im plementation stages, the consequences for
the WTO system would be significant: rather than strengthening the WTO, the exclusion of China from
both pacts will underminethe viability of the multilateral trade talks,and will thenleadtoless incentives
to try to conclude the Doha round:after all, the US govermnment already appears not to have enough
resources to fully negotiate TPPand TTIP at the same time—this, in turn, meansthat nothing will be left
for the Doha round. The bali will then pass the Chinese government, which will have to choosewhether
toadapt to the terms established by the pacts and upgrade and revise its standards and productstobe
able to compete in the largest world markers; change strategy and focus on Africa and Latina America
and some South-East Asian countries as key commercial parters, knowing that they willbe increasingly
tempted by the Transatlanticgiant, or to focus more onits internal market, which wouldrequire a
massive change in the strategy adoptedso far by the Chinese government. Allinall, Beijingknows that
the pacts are unlikely tobe signed and approvedin due time: but certainly TPPand TTIP, if successful,
would make the stakes higher and lifeharder for China and other emerging econormies in the context of
global trade. Not the best starting point for a future of multilateral, cooperative trade talks.




The “New Wave of Regionalism”: Some Thoughts on Brazil's agenda

LiaValls Pereira
Getulio Vargas Foundation

INTRODUCTION

The number of free tradeagreements, increased from 25 in the 1958-1990 period to 88 between 1991
and 2000, and reached 158 berween 2001 and 2012. The proliferation of these agreementsis seenasa
“newwave of regionalism”according to various authors. The reasons are variedand include: the impasse
of the Doha Round, the importance of global production chains, the difficulty of reconciling the
Chinese and United States views on the regulatory framework of world trade, and domestic constraints.

InBrazil, theissue of “new wave of trade agreements,” and especially the recent initiatives such as the
Trans Pacific Association Agreement (TPF), the Transatlantic Agreement, and the Pacific Alliance,
combined with the weakness of Mercosuras a customs union, led to a resurgence of discussions about
the Brazilian tradeagreement agendaat the beginning of 2013 [1] [2]. Inadditionto the possible loss of
market access, the country was “isolating” itself from global production chains..

Targue in this paper that the question of supply chains should be analyzed separately from the reasons
behind the trade agreements. Thereis a similarity to the discussions of the late 1980s- early 1990s on the
harmonization of domesticrules for the consolidation of the global processes of production and finance.
From this perspective, the current debateretains some of the features of the discussions about what
happened to the relationship between multilateralism and regionalism during the Uruguay R ound
(1986/1994) [3]. In addition, I offer some thoughts on the Brazilian agendaof trade agreements.

THE FAILURE OF MULTILATERALISM: THE CONSENSUS ON
UNIVERSAL RULES FORDOMESTIC POLICIES?

Atthe beginning of the 1990s,R.Z. Lawrence argued thatglobalization, understoodtomean the
growing internationalization of production and finandial flows, requires the harmonization of domestic
policies. The transaction costsimposed by different regulatory systems impose a burden the process of
globalization, which would be the source of dynamism for globaleconomicgrowth. Thus, the inclusion
of new issues such as investment and intellectual property rights and services in the Uruguay Round
would be part of the globalization process, although this was opposed by a group of developing
countriesled by Braziland India.

Note, however, that the attempt to stall the negotiations on these new issuesloststrength as the Uruguay
Round negotiationscontinued. The United States, a staunch supporter of multilateralism, signeda free
trade agreement with Canadain 1988, where the new themes wereintroduced [4]. The messagewas
clear: eithernegotiate at the multilateral level or the United States would choose to use either bilateral or
unilateral measures[5)]. By the beginning of the 1990s, however, both the Latin American and Asian
developing countries had adopted tradeliberalization and privatizadon policies thatthey believed were
necessary conditions to be able tobenefit from the eraof “new globalization,” which facilitated the




negotiations. However, Lawrence called attention to the fact thatthe end of the Uruguay Round
notwithstanding, it was unlikely thatmultilateralnegotiations would be able to produce the “profound
integration” of regulatory systems that globalization required. The regional route emergedas the most
likely path and could be interpreted as a necessary step for the futureharmonization of rules inthe
multilateralsystem.

The “positive view” of regional agreements in a multilateral system was challenged by Jagdish Bhagwati.
In 1996, he argued that the demand for harmonization of rulesby the government of the United States
would be a way toimpose a vision of what the American publicviewed as “fairtrade.” According to the
author, the demands were designed to “remake the world inits own image”. The “image” would be the
US’ conceptionof “fair trade.” In 2008, the author criticized the choice by the United States to pursue
bilateral trade agreements as contributing to the weakening of the multilateral system [6]. Al
agreements wereclassified as “new generation agreements” and included the addition of new issues:
clauses on the protection of the environment, labor rights, and in some cases the rulesfor policies on
competition. Indeed, the agreements signed by the United Statesat that time were allwith countries that
had lictle bargaining powerin world trade. Therefore, they reflected the preferencesof the United States
and do not contribute to the creation of balanced multilateralrules.

Inplace of globalization as the source of the demand for harmonizedrules, the question for the twenty -
first centuryis focused on global and regional supply chains. The issueincreased inrelevancein studies
aimed at understanding the transformation of developing economiesin Asia.Inthe decade of the 1980s,
Japanese investment fueled the development of the “Asian Tigers.” At the beginning of the twenty-first
century, Chinese investment incorporated additional countries, such as Vietnam, as links in the supply
chain, for example.

Richard Baldwinlinks the issues of supply chains, the new wave of trade agreements, and the difficulties
in the Doha Round. He believes that in the late 1990s a new form of globalization began thatrequired
new rules. This globalizarion involvesnot only the fragmentation of production processes, butalso
services. [nvestments in supply chains under this new degree of fragmentation requires a legal
enviromment that has clear and stable rules to assure companies of the integration of all stages of
production and services related to its businesses withoutthe possibility of “breaking” the chain.
Negotiations for the elimination of tariffsonimports of intermediate goods, the facilitation trade by
reducing bureaucraticformalities, the reduction and/or elimination of taxes on tradable servicesand
establishment of mechanjsmsfor resolving disputes between the private sectorand government areseen
as desirable. In the formation of globaland/ or regional supply chains, the focusof the negotiationsis on
creating rules thatfacilitate trade in goods and services, in addition to providing guarantees for the
investor.

The multilateral nature of the World Trade Organization (WTO), with 159 member countries, makes it
hardtonegotiate rules that meet therequirements of global and/orregional production chains. Inthe
Uruguay Round, the modestresultsin the area of services, the general commiunentsin the field of
investments and the vague nature of the penalties for failure to comply withintellectual property rights
show the obstacles to these negotiations.
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It wasin this context that the TransPacific Association Agreement (TPP) Agrecmentand the
TransatlanticFree Trade Agreementemerged. The former waslaunchedin November 2011 and had
Australia, Brunei Darussalam, Chile, Malaysia, New Zealand, Peru, Singapore, Vietnam, United States
and Japanas membersas of fuly 201 3. The agenda for negotiationis extensive and covers the traditional
market accessissues as well as the issues from the new generation of agreements (investment,
intellectual property, labor, environmental protection, government procurement policies, and others).
As of July 2013, there have been 18 rounds of talks and the countrieshope to completenegotiations in
2013. The agreementhas beeninterpreted as a U.S. response to Chinese influencein Asian supply
chains. Note that the negotiations follow the principle of a “single undertaking” where the agreement
will only be signed by all members when all the issues have been resolved. Thereis no clear information
on the progress of negotiations and the expectation that the negotiations willbe completed beforethe
end of 2013 may well be overly optimistic. | 7].

InMarch 2013, the United States and the European Union announcedthat they would open
negotiations for an Agreement on Transatlantic Trade and Investment. It is still too early to assess the
likelihood of success of these negotiations. The member countries of the OECD (Organization for
Economic Cooperation and Development) began negotiations for aninvestment agreement in 1995 but
in 1998 France withdrew its support of the negotiations, and was followed by other countries. This
episode suggests thata consensus for regulatory frameworks thatare in the interest of the twomajor
western economies is not always achieved.

Baldwin argues that countries thatare outside of these negotiationswith all WTO plusrules, i.e.,rules
thatare broader and withalevel of commiunent thatreducesthe degree of flexibility of domestic
policies, so that countries may be priced out of global supply chains. An alternative would be to get the
backing of China,in particular, and mostof the other members of the BRICS (Brazil, India and Russia,
especially) for WTO plus negotiations, as soon as the Doha Round is ended. Baldwin believes thatthese
countries will not agree to proposals that would greatly reduce the aiitonomy of domestic indusayand
trade policies. Sowhatis at stake are different systems of economic regulation. China has feportedly
offered what it considersfeasible at this stage of its development inits process of inclusion as a member
of the WTO.

Simon Lester disagreeswith this assessment. The consolidation of productive chains does not depend
on formal regional or multilateral trade agreements. [t is a domestic policy option. Countries with
similar strategiesmay want to strengthen their commirments with rulesto facilitate the consolidation of
the supply chains, but this does not mean transferring the broad regulatory framework agendato the
WTO.Therisk is that multilateral discipline appliedto protectionist trade practiceswill begin toreceive
less attention and negotiationsinvolving commitmentsregarding domestic political strategieswill be
caught in continuousimpasses.

InNovember 2012 the Regional EconomicPartnership Agreement (R CEP,Regional Comprehensive
Economic Parmership) wasintroduced. Its goalis to combine two areas of cooperation and agreement
in Asia and Oceania. One refers to the bilateral agreements of the ASEAN countries with China, Japan
and South Korea, and the other area is the Economic Cooperation Agreement between Australia, New
Zealand and India [8]. Like the proposals championed by the United States, the proposal isambitious in
terms of coverage of topics.

16



The issue of harmonization of domesticregulations to facilitate the globalizarion of productive
processesis not new to the multilateral agenda, neither is the resort to bilateral and/orregional
agreements to overcome impasses in the multilateral arena. The prospectof a TPP agreementand the
Transatlantic Agreement, ifit is successful, is that it will limit the degrees of freedom for negotiations of
regulatory frameworksinthe WTO. A consensus onregulatory standards between the United States
and the European Union together withits partners in the agreements could compensate for the presence
of China and the links toits production chains in Asia. But,whatisnewin the currentdiscussionis the
presence of China. Initiativessuch as the RCEP suggest that the formation of a consensus onregulatory
frameworks will not leave China to one side in order to avoid creating tensions in trade. In addition,
negotiations that permit a consolidation of a consensus thata multilateral frameworkis desirableand
must be assured. In this case, as Lester suggests, aless ambitious WT'O agendawould make this task
more feasible.

WHAT ARETHE ISSUES RAISED BY “NEW REGIONALISM” FOR THE
BRAZILIAN AGENDA?

The strategy of industrial policy in Brazil is to increase the density of local supply chains, beginning with
thelocal content requirement for investment [9]. Although this is a practice that conflicts with WTO
investment rulesit is used by several countries. In Brazil’s case, the criticismis the generalized use of this
instrument. Furthermore, as pointed out by Araujo Jr., the highimporttariffslevied onintermediate
goods place tax burdens on the final product and reduce the competitivenessof Brazilian products.

The twoissues mentioned above (local content and high tariffs) do not require the implementation of
new generation tradeagreements nor so they require a reflecion on the global supply chainsin which
Brazilianindustriesmight be inserted. The issue is the demand for a new round of trade liberalizationin
the country,as well as areview and reformulation of the local content policy. However, the Pacific
Alliance (June 2012) formed by Chile, Peru, Colombiaand Mexico brings some issues to the trade
agreements agendain Brazil From an economicstandpoint, the impacts will depend on the conditions
of the domesticeconomy and guidelines economic policy. If the business environment is favorable,
Brazil (the issue of the high tax burden and bureaucratic procedures) and the economy resumesits cycle
of expansion, it is unlikely that there will be a diversion of investment [10].

The Pacific Alliance, however, raises questions about the project for the integration of South America
and the role of Brazil. This issue is of particularimportance at a time when the consolidaton of
Mercosur as a customs union seems to be increasingly unlikely [11]. Sowhatis at question is the
leadership capacity of Mercosur in the South American integration project.

However the main question that the debate on new regionalism referstois the issue of regional
production chains and the format of the agreementsnegotiated by Brazil. During the debate onthe
constitution of the Free Trade Area of the Americas, between 1994 and 2001, the creation ofa
“Mercosur Standard”—as opposedto the “NAFT A Standard”—was widely discussed[12]. The
credibility of Mercosurasa “united front” assumed the creation of standards, justasin NAFT A, on
issues such as governmentprocurement, services and intellectual property,among others. This effort




wasinterrupted by the Argentine crisisthat led to the stagnaton of Mercosurnegotiations in 1999/2000
and 2002. Later, the impasses in the LAFT Anegotiations, in 2003 led to the end of the LAFT A
negotiationsin 2005, removing the issue of LAFT A from the Mercosuragenda.

Asa result, negotiationsabout regulatory frameworks for investment, services, government
procurement and other issues thatare present in the new generation free trade agreements are absentor
revealalimited degree of commitment from Mercosur. Similarly, the agreements signed by Mercosur
and South American countries in the 1990s (Chile and Bolivia) and later, the agreementswith
Colombia, Ecuador, Peru and Venezuela, and Peru,in 2004/05 were limited to tradein goods.

FINAL THOUGHTS

The announcement of broad regional agreements like the TPP, the Transatlantic Agreementand the
Pacific Alliance gave rise to the debate aboutthe “isolation of Brazil” from the new wave of regionalism
linked to the formation of regionaland global supply chains. I have arguedin this paper that initiatives
suchas TPP and Transatlantc Agreementare assodated with movements led by the United States for
shaping the rules that meet the interests of expandingits multinational companies, in addition to trying
tocreate a framework that could eventually be multi-lateralizedand thus govern the tradeand industrial
policies of China, in particular. So the first question that arises is whether Brazil wantsto introduce
changes in the guidelines of their domestic policies that favor a possible intensification of the country’s
participationin global supply chains, regardless of whether the agreements are realized or not.

The Pacific Allianceraisesthe question of South American integration. I highlight the choiceofa
minimalistagendain the tradeagreements in Brazil. Rethinking Mercosur as a customsunion or a free
trade area requiresconsidering issues beyond trade in goods. Returning to one of the objectives of the
Treatyof Asuncién%“competiﬁve insertion”—requires member countriesto think about the
commitments that arefavorable for the formation of regional production chains and participationin
global supply chains. Inthis case, the firststepis the reform of the common external tariff that still
reflects the protectionist preferences of Brazil.

Endnotes:

[1] The next section of this articlewill summarize these agreements.

[2] Several artidesand editorials in major newspapersacross the country have dealt with thisissuein
recent months. Bonomo (2013) criticizes Brazil's trade policy that would have relegated the trade
agenda to the background. Leitao (2013) discussesthe Mercosur costs for Brazil's tradenegotiations.
[3] See Lawrence (1991)

[4] The only free trade agreementsigned by the United States prior to 1988 was with Israelin 1985,
which was seen as a decision motivated by political issues.

[5] In 1988,the U.S. Congress extended the application of Section 301 that allowsthe Executiveto
apply trade sanctions on countries thatviolate the rights of U.S. companies with regard to investment
and intellectual propertyrights, for example. In the absence of a multilateral trade regulationin these
areas, there wasnoforum for the affected countries to discuss the application of sanctions.




[6] The United States has free trade agreements with Australia, Bahrain, Canada, Chile, Colombia,
CostaRica, Dominican Republic, El Salvador, Guatemala, Honduras, Israel, Jordan, Korea, Mexico,
Morocco, Nicaragua, Oman,Panama, Peru and Singapore.

[7] In June 2013, Senator Elizabeth Warren (D-MA) wrotean openletterto the President of the United
States seeking clarification on the agreement (http:/ fvww huffingtonpostcom[2013/06/13/elizabeth -
warren-free-trade-letter_n_3431118html)

[8] ASEAN isan economiccooperation and tradeagreement. Brunei Dar-es-Salaam, Cambodia,
Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand, and Vietnam are members.

[9] Local content requirements refer to the use of componentsproduced in the domesticmarket in
product manufacturing andjor exploitation of resources(in the case of oil).

[10] The risk of trade diversionis small. All four countries havehad free trade and/or preferential
agreements among themselves and Brazil. Thevolume of trade between the countriesis not high. For
Mexico, the Alliance accounted for 2.6% of exportsin 2011 and Colombia (7.6%), Peru (7.6%) and
Chile (5.8%). Exports by these countriesto Brazilaccounted for 5.6% of exports and imports 5.5% from
Brazil,in 2011. Thus, evenif the Brazilian markets werelost, the effect would not be great.

Further, therisk of diversion of investment is difficult to predict. The gross domestic product in
purchasing power parity for the four countries was 23% greater than thatof Brazil, in 201 1. The total
populationis 6% greater than that of Brazil and the currenttrade (exportsplus imports) was US$1
trillion and the Brazil of US$493 billionin 201 1. Thus, the potential market of the Pacific Alliance is
greater, but the physical distance between Mexicoand its partnersis a barrier the forma tion of regional
production chains.Inany event,aninterpretation for the Alliance would be the construction of a
platform for Chinese investment in the Latin American regionand, inthis case, countries thatalready
have agreements with China (except for Mexico) wouldbe ina better position than Brazil.

[11] The full customs union was to have taken full effectin 2006. Since 1999, however, exceptionsto the
commitments agreed for the conformation of the union have been postponed. In addition, new
exceptions to free intra-regional trade and a common external tariff were created. (MDIC,2013).

[12] NAFTA: North America Free Trade Agreement. Free Trade Agreement of North Americabetween
the United States, Mexico and Canada, in effect since 1994. l

*R eferences for this contribution were not included in this version
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The Transatlantic Trade and Investment Partnership, the Trans-Pacific
Partnership, and the Future of International Trade

Jaime Zabludovsky
Mexican Council onForeign Relations

International trade negotiations are facinga crucial stage. The multilateral front, led by the World Trade
Organization (WTQ),is in the midst of a foundational crisis and regional and sub-regional trade
negotiations have cometo fill the multilateral vacuum.

The future of international trade, at least in the short and medium term, depends heavily on the outcome
of these regionalnegotiations. Two trade initiatives outstand for its economic and strategicrelevance:
The Transpacific Trade Partnership (TPP) and the Transatlantic Trade and Investment Partnership
(TTIP).

WTO ANDTHE DOHA IMPASSE

The WTO hasbeenavictim of its own success. GATT, the WT'O’s predecessor, has promoted eight
successfulrounds of tradeliberalization, establishing the rulesthathave reduced barriers to tradein
goods, services, and investmentfor the past 50 years. Thanks to these efforts, international trade flows
have exploded over the last decades and have become the main engine of World economic growth.

GATT ssuccess hasalsoresulted ina dramaricincreaseinits membershipand a huge transformation
from the original freestanding agreement, into a full fledgeinternational organization. The worldtrade
community has increased from the 23 countriesthat signed the founding agreement in the Habanain
1948, tothe 159 membersthat are partto the WT O in Geneva.

Despite of this prominent performance, the pillars of multilateralism, key for GATT and WTO success,
have recently become one of the main obstacles for further progress. The principles that provided
discipline and order to multilateraltrade negotiations in the past, such as the consensus rule, single
undertaking and Most Favored Nation principles, have given placeto free ridingand a pace for the
negotiations imposed by the least ambitious of the participants.

Developing countries havebenefited for decades from the liberalization of the developed countries that
founded the GATT. Consequently, developing latecomers have little motivation to open their
economies. The consensus principle, on the other hand, has punished those seeking more ambitious
disciplines and benefited countries not willing to move forward at the same pace. Itis nearly impossible
to obtain consensusinal 59 member club with such different levels of development and inte grationinto
the world economy.
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If Doha Round is toadvance, a structural reform of WT'O operational rules is most likely indispensable.
Meanwhile, countries willing to enter into ambitious trade agreements, with substantive trade and
investment liberalization, have opted to use bilateral, regional and sub-regional negotiadons.

REGIONAL AND SUBREGIONALTRADENEGOTIATIONS

The last round of successful multilateral crade negotiations concluded in Uruguay, in 1995, under GATT
auspices. Since then,a greatnumber of trade agreementshave been conduded all over the world.

NAFTA gave place, under Mexicanleadership,toa wide range of NAFT A-likeagreements in Latin
America. The US alsosubscribed NAFTA -like agreementsin the Western Hemisphere with Central
American states, Chile, Colombia, Panama, and Peru.

Meanwhile,across the Atlantic, the European Union continued deepening and expandingits regional
integration.In the twenty yearsthat have lapsed since the conclusion of the Uruguay Round, the EUhas
more than doubled its membership, going from 12 countries in 1993 to 28 today. And, it has also signed
FT A’s with countries from other regionsof the World, including a group of transatlanticagreements
with Mexico, as well as Andean and the Central American Countries, Free tradefever also spreadtothe
Pacific as bilateral and sub-regional agreements have been subscribed by severalcountriesin the region.

Currently, twomajor trade negotiations areunderway: The Transpacific Trade Partnership(TPP) and
the Transatlantic Trade and Investment Partnership (TTIP). These negotating processesinvolve the
major playersin the international eradescene. If the US, EU, and Japan agree on WTO plus trade
arrangements, the resulting agreements would most probably become the transpacificand transatlantic
integration platforms. :

Successful TPP and TTIP negotiations would result into two types of countries: a) those willing to
engage in substantive liberalization; and, b) those not ready to go much farther than the WTO’s current
rules. Inthis scenario, the Geneva trade organization would have, atleast, two options. Either toremain
a forum for global dispute settlement on current multilateral disciplines; or to engage in a two track{two
speed negotiation strategics, recognizing that some members will not be able, at least in the medium
term, toreach the samelevel of engagement as the leading countries.

If TPP and TTIP fail, a very worrying signal wouldbe sent tointernational trade. The most powerful and
resourceful economies in the world are nolongerable tolead the path to economic liberalization. “There
won’t be more free tradechampionstoresortto.”




Transformation in the Arab World: The Role of Regional and Global
Institutions

Francesc Badia i Dalmases
Barcelona Center for International Affairs

BACKGROUND

The old status quo inthe MENA region has been swept away by the Arab uprisings sinceearly 2011.Icis
very early days to envisage a new economic, geopolitical and geostrategiclandscape, which, at best, has
onlyjuststarted tounfold. What began with an initial wave of hope and civil courage has become bloody,
messy and tragic: three symptoms of the very revolutionary nature of the matter.

If the Arab Spring represents a paradigm shift for the region, then a new conceptual framework has to
be broughtup, as it exceedingly speculative to trace a road map under the present volatile conditions and
unpredictable events. Yet one thingappearsto be certain: the West will have less impact in shapingthe
Arabworld’s future for a number of reasons, including the more complexinternal policies in Western
states resultingin an increasingly “hands-off” foreign policy approach. Neither regional powers nor
globalinstitutions appear fit enough to fill the gap. Consequently, while the Arab Springis ending upin
an Autocratic Summer disarray, no one seems to have the capadity to shape the new order the region
desperately needs.

The expected path that startswith revolution, goes through transition, and ends up inconsolidation has
provenuphill in every case,and a counterrevolutionis well on its way.

Therefore, since traditional powers and institutions have had greatdifficulties influencing the different
paths that people’s revolutionshave taken in differentcountries, there is a seriousneed torethink what
instruments areat hand and what institutions, if any, can become useful torestore stability.

The paradoxis the following:Revolution was made allegedly in the name of freedom and dignity, but
fundamentally becauseit might bring better economic opportunities, and yet theinstability it brought
about is currently undermining those very economic prospects.

ROLE OF INSTITUTIONS

Ithasbecome apparentthat the regional and global institutions in place arenot fit to deal with the rapid
pace of events: Their majormandateis to bring nation states together to search for international peace
and stability and to provide legitimate platforms of dialogue and conflictresolution beyondnational
sovereignty, and yet they have clearly failed in their mission. Instead, what we find today in the MENA
regionis violence, uncertainty, and growing instability.




Thisis the consequence of anumber of factors; not least the relevant changesin the nature of power
occurred worldwide over the last two decades. Diagnosis of rapid powershifting, dubbed“power
decay,” have beenmade by different analysts and commentators (Zakaria, Bremmer, Brzezinski Naim)
in recent times, coinciding with the paralyzing incapacity of multilateral institutions to cope with an
increasingly interconnected, complex, and fast-changing multipolar environment.

Over the last decade, the UN has had an increasing difficulty to brokerthe endorsement of relevant
multilateralagreements. Global governancehas become evenmore complexand has seen the
emergence of many ad hoc pragmatic govemment networksand coalitions to deal with concreteissues,
making the UN systemlook irrelevant, if not redundant or useless,in many cases.

In parallel, the West’srecord of ambivalencein its support for democracy in the MENA region became
apparent with the Arabuprisings and today questions the credibility of the current Western-dominated
intergovernmental institutions. With the exception of Libya and, to a certain extent, of Syria, most of the
challengedautocraticregimes were historically backed by the West in support of its economicand
political interests (mainly oil and Israel, but not only}).

Regional institutions such as the Arab League had also scarce credibility due toitsrecent past of being
more anautocrats-led club than an operative intergovernmental organization, althoughit has been
revisited and could be called to play a significant rolein cthe future of the region: it backed the
interventionin Libya—overcoming the opposition of Algeria and Syria—and has suspended Syria’s
membership since the beginning of the current civil war. In spite of its problems of image and credibility,
the Arab League remains a legitimate and relevant regional actor thatshould be takeninto account, if
only as a forum where the different visions about the future of the region can be confronted and
discussed.

Allinall, the old international order in the MEN A region led by Westemn classical powers, one that was
dominated by strong (e.g. US, UK, France) states’ bilateral relations and wheretrue and sustainable
economic development, humanrights and democracy were always secondary when hard decisions about
energy security, maritime traderoutesand armsdeals were to be made, is now under continuous
scrutiny by the Westernand Arab public opinion alike. The role of the UN and other regional and global
institutions appear ratherminor in comparison.

STRUCTURAL PROBLEMS

Apart from radical political tension and social unrest, the MENA region facesa number of structural
problems that may hinder the region from sound development for decades. These problems areof
economic, geopolitical and geostrategicnature.

As for the economy, the aftermath of the 1980's debt crisis saw the stabilization of the macroeconomic
performance due to “Washington consensus” policiesfostered by the IMF and the World Bank. Butata
microeconomic level, unemployment, poverty, and inequality have been on the rise, along with systemic
corruption. The 2008 financial crisis had anadded negative effectdue toa sharpdownturnin MENA'’s
trade markets (mainly in the US and the EU), sovereign funds capital decline, remittancessignificant fall,
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and foreign direct investment shrinkage. Along with the demand of political freedoms and of dignity,
late 2010 food and energy price crisis triggered the riotsthat ignited the Arab Spring. As for the oil -rich
countriesintheregion, buyingsocial peace at the price of massive consumer subsidiesmay become
increasingly unsustainable in statessuchas Oman, Iran,and Bahrain as well as, in the mid- to the long-
term, in Algeria, Kuwait, UAE, Saudi Arabia, and Qatar.

The geopolitical dimension of the regionis also being affected in a transformativeway. Located in one of
the world’s most important trade routes and hostingmorethan 50 percentof the world conventional oil
reserves (42 percent of conventional gasreserves), the MENA region represents the southern periphery
of the European Union, with implicationstoits border security—concerns go frominternational crime
and smuggling, illegal immigration, and terrorism. Persistent instability in the region means increased
volatility in international trade and oil supply routesand prices, population pressure, and potential
violence spill over.

Withregional stability and security of supply at risk, the MENA’s geostrategic dimension is central not
only to the West, but to the Asia-Pacificpowersthat are already the dominant importers of oil and gas
from the region: their interestsin handling the problems in the region are shockingly missing. Iran’s
nuclear ambitions, even if the newly elected president seems more compromising, are of principal
concern for bothIsrael and the West.

Additionally, the current US initiative to revive the moribund Oslo Peace Processhas little prospect of
success, as positions are shifting within Israel’s Arab neighbors public opinion, notleastasa
consequenceof the political rise of the Muslim Brotherhood and Israel’'s immovable denial of
concessions combineto block progress onachieving long-termssolutions.

Furthermore, we are witnessing a fluid realignmentof regional powersfollowing events in Tunisia,
Libya, Egypt,andin Syria. The Shi’a vs. Sunni divide and its politicalmanipulatonis at play, adding
further complexity to the alignment of states within the region and with their foreign patrons. Turkey
and Saudi Arabia, for instance, both old and strong Western allies, are holding very different positions in
anumber of hotissues. Qatar appears to have anagendaofits own, whilst Iraq’s post-warsores remain
wide open, casting along shadow over the whole region.

CONCLUSION

The MENA regionisundergaing profound transformation whose pace andlogic gowell beyond the
traditional international instruments available, whereasthe classicexternal powersare losing their pre-
eminence and capacity to shape events. Even though alast assault of classic power game seemsto take
place between the US and Russiain Syria, events seem quite out of controleven for those big players.

Furthermore, establishing democracy—allegedly the ultimate goal of the Arab Springmovements—isa
long and often painful process: separation of powers, respect of minorities, and independentinstitutions
must be guaranteed by new political players and inexperienced authorities that have todeliver tothe
people prospects of economic progress, overall security, and social peace.
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“Powerlessness”is the name of the gamewhen the UN, the Arab League, the African Union, or the Gulf
Cooperation Council is confronted with the brutal reality of civil war, be it in Libya, Egypt, Yemenor
Syria. These institutions arenot powerful enough to implement decisions and enforce agreements. Ad
hoc solutions should be brokered, while regional and global organizationswill have to play an
institutional role by providing the internarional legal framework, but will kave verylittlereal influencein
the field.

Reality today is that identifying reliable and stable interlocutors ableto implement policies and enforce
agreements has become a daily nightmare. While efforts of working with civil society organizations and
NGOshave had poor returns and most of foreign aid has been suspended, backroom deals willhave to
fill the gap until stabilityis regained and a new status quois put in place.

The prospects are, though, that the undergoing complete reshuffling of the geopolitical and geostrategic
landscape will most probably not fulfill Western expectations. And yet, the long-term question remains
unanswered: will the new Araborder thatwill eventually emerge from the revolution be capable of
providing economic prosperity and a better, open future toits children? At this particularmomentin
history, nothing seems more uncertain than that.
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The EU and the Egyptian Crisis: The Rocky Road Ahead

Nathalie Tocci
Institute of International Affairs

THE DOMESTIC SCENE: POSITIONS AND STRATEGIES OF THE PARTIES:

Without belittling the shades and tensions within the variousgroups, the Egyptian political scene can be
characterized by two groups with “winner takes it all” approaches—the military and the Islamists—anda
third—liberal—group that is in principle committed to pluralism but that, in view of its minority
predicament, has pursued its agenda in alliance with one or the other majority group, both of which have
espoused undemocratic practices. Be it out of ideology or interest, neither the Muslim Brotherhood
(MB) nor the military have demonstrated a commitment to the democratic process. The MB’s year in
power may be insufficient for anyone to safely conclude that their rule would have transformed Egypt
intoa theocraticstate. Butthat year in power, and particularly the November 2012 — July 2013 period,
suggests thatthe MB had espoused a majoritarian understanding of the democratic process, assuming
that electoral victory legitimized their attempt to monopolize the state and determine unilaterally its
constitution and policies, withoutmeaningfully engaging with political minorities. The military never
rescinded its grip on state (and economic) power, which had beenlargely safeguarded by the MB in what
had beena tacit alliancebetween the two upuntil the sum mer. In view of the mass mobilization against
the MB in July, the military currently feels legitimized to pursue its own “winner takes it all” strategy by
artempting a political wipeout of the MB. To that end, it isresurrecting the age-old narrative linking the
Muslim Brotherhood to international terrorism and portraying it as a major national security threat.
While the military has committedto return to the barracksin 6-9 months, it views itself as the guardian
of the state, with the right and duty to step in and out of politics as need may be and steer the transition
process behind the scenes. Liberals, still depressingly disorganized, have played the minority game
(despite what may be widespread public support), switching alliances between the MB and the military.
They turned againstthe former when they conduded thatit was bent on controlling the state. What also
gives the liberals leverageis the support of large part of public opinion for their claims and their capacity
tomobilize people: theyare a veto player. The conviction of the (few} liberals who still support the coup
is that whereas they can steer the military-led process towards a democratic outcome, had the MB been
allowed torule, the outcome would have been undemocratc in both formand substance. Thismaybe an
illusion, asitis difficult to see the interim government that was formed in July as anything but a military-
led cabinet with a civilian fagade. At the same time, the military desperately needs civilian actors—the
liberals today—to justify its rule in the eyes of the public. Whether liberals—inside and outside the
regime—will successfully steeran undemocratic process into a democratic outcome is anyone’s guess.
Signals—namely the new draft constitution—are not encouraging.

26



THE REGIONAL CONTEXT

»  TheSyria-Egypt link: The Egyptian crisis has influenced and been influenced by the Syrian civil
war. Syria may well have been one of the triggers that induced the Egyptian military to turn its
back on the Brotherhood, despite the politcal and economic powerit had carvedout for itself (in
many respects enhancedby the 2012 MB-drawn constitution). President Morsi’s April rally in
Cairo stadium calling for jihad in Syria may have been the straw that broke the camel’s back. On
its side, the coup in Egypt has added to the turning of the tables in the Syrian civil war, already on
course since the regime’s recapture of Qusair in June. The Egyptian military is not pro-Assad.
However, itis far less sanguine than the MB inits opposition toit in view of its skepticism of the
MB-dominated Syrian opposition and the risk thatradical groups like the Al-Nusra Front may
gainpolitical relevance in a post-Assad scenario. Furthermore, divisions within the Sunni camp
over the MB issue — with Turkey and Qatar on MB’s side, while the Egyptian interim
government, Saudi Arabia and UAE against it—have reinforced the Damascus-Tehran-
Hizbullah axis in the short term. A military strike on Syria could further endanger the fragile
situation in Egypt.

» The Egypt-Gulf-link. The Arab uprisings have taken successive turns over time. The initial
revolutionary moment in 2011 included successful regime overthrows—Tunisia, Egypt and
Libya—and aborted revolutions in Bahrain and Yemen. It was followed by electionsin which the
Muslim Brotherhood, in its Tunisian and Egyptian incarnations, successfully captured the
revolutions through electoral politics benefiting from Qatari backing and a head-start as the
most well organized opposition forces. The Egyptian coup marks a counter-revolutionary
moment,in which the pro-stability axis, leveraging the Brotherhood’s inability to deliver notably
in Egypt,haswon the upper hand through the Saudi-Emirati-Kuwaitibackedcoup in Egypt and
the reassertion of Saudiinfluence within the Syrian opposition. Some view this third phase asa
replacement of Qatari with Saudi dominance, going as far as questioning the politiéal survival of
Qatar itself. Rather than a replacement of one by the other, what is more relevant is the
convergence between the two following the succession in Qatar. The broader transnational
implications of this third counterrevolutionary phase regard the evolution of political Islam.
Islamists in and outside the Brotherhood have seen the writing on the wall: Algeria 1991,
Palestine 2006, Egypt 2013.Islamists dabbled with democracy, won elections, but were forcibly
ousted from power. Hardliners (both within the MB and beyond it amongst Salafist groups)
have beenvindicated: democracy does not work for them. Best to redirect political strategies
elsewhere. What could be the alternatives? In the current state of disarray no clear strategies
have emerged yet. But three possible radicalization options may be a return to violence, the
sabotaging of domestic political orders through extra-legal means and the withdrawal from
politics and return to the social arena.

» Iran. Within the broader regional picture, Iran is far less revisionist than the Arab Gulf. Its
policies towards Egypt and Syria are telling. Particularly under the current leadership, the
strategy is one of seeking inclusion for the sake of political survival. The challenge lies in finding
an opportunity for it. Possible options in this respect could revolve around Syria and the
chemical weapons regime. Were a CW initiative to take offin the context of the G20 and be

27



eventually enlargedto other states, including Iran, an opportunity for inclusion could emerge.
On this and eventually on the nuclear file, the ultimate objective is a direct US-Iranian
engagement. ButEuropeis the only possible path-breaker towards that end and could create a
contact group, eventually inviting the US to join. Saudi Arabia needs to be included in any
engagement with Iran, while Russia’s eagerness to play a mediating role may also offer some
diplomatic opportunities.

THE EUROPEAN RESPONSE

The Furopean hunchis that a democratic—et alone peaceful —outcomeis unlikely to blossom from an
undemocratic process marked by repression and violence. This assumption underpinned EU Special
Representative Leon Gros’ heroic—but perhaps belated - reconciliation effort in the summer. That
efforthas failed. Neither side—nor particularly the military—is currently interested in reconciliation.
Their calculation seems to be that violent repression holds the double promise of weakening the MB (by
eliminating its leadership and casting the organization in a state of disarray) and inciting a manageable
level of Brotherhood violent backlash that would raise the military’s domestic and, above all,
international support (ie. triggering a “we told you so” effect). Mediating reconciliation, while
preferable, does not appearto be a viable option. The alternativeis to engage in the Egyptian transition
onits ownterms: engaging with the military-led roadmap. The roadmap is essentially a timeline. This
may be problematic in its own right—e.g. is it reasonable to expect a constitution that marks a
meaningfu.l improvement from its 1971 and 2012 precedents to be drawn up in a few months? But
aboveall, itisa roadmap bereft of substance. Theroadmap tells us when a constitution should be drawn
up by and when elections should be held. But it is silent on the actual content of how these defining
political acts would take place and what the rules of the game would be. Engaging in the military-led
transition—as the only viable second best option at the moment—would thus mean adding the meat
onto the roadmap’s skeleton: the principles and benchmarks, i.e. the constitution and the institutional
setting, that may reduce the prospects for what is currently an undemocratic process to predictably end
up in an undemocratic outcome.

HOWTO ENGAGE IN THEEGYPTIAN ROADMAPr?

*  Negative conditionality. The EU flirted momentarily with the idea of punishing the Egyptian
regime by withdrawing the benefits already delivered to it. Talk of suspending the association
agreement was aired immediately after the crackdown. The idea of sanctioning Egypt was rather
rapidly dismissed. Not only was the association agreement negotiated and signed with the
Mubarak regime, of which the current regimeis to all extents and purposes a continuation. But
also sanctioning Egypt would risk alienating Egypt in its current hyper-nationalistic mood,
would run counter to European trade interests, and would be in stark contrast with any
engagement strategy. However, in light of the current crackdown, business as usual risks
undermining the EU’s credibility: the proverbial barking dog that never bites.
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Positive conditionality. The compromise consensusis that of withholding the additional benefits
promised to post-2011 Egypt in the context of the “more for more” revision of the European
Neighborhood Policy. Concretely, we're talking of the withholding of an additional €800
million, and the eventual withholding of the next financial package covering 2014-2017
(approximately €900 million for the three year period). Cynics are quick to point out the
irrelevance of EU assistance when compared to the $1.3 billion of US military assistance, let
alone the $12 billion Saudi-Emirati-Kuwait aid package. Butnumbers donot amount to the full
picture. Nolessimportant is the quality of assistance, its actual implementation (if possible in
coordination with the US to strengthen the leverage of both actors) as well as its political
significance. Beyond political rhetoric, relations with Europe may be valued at a time in which
American credibility is dismally low amongstall Egyptian groups, and the Egyptian military and
business elites may not want to put all their eggs in the Saudi/Emirati/ Kuwaiti basket}. Limited
asthe EU’sinfluence may be, conditioning the more for more offer to a series of benchmarks
and principles for the Egyptian roadmap, especially in the field of constitution and institution
building, seems to be the only possible way forward. The Egyptian transition will be led
primarily by domestic actors but through its conditional engagement and standard-setting role
the EUcanaspire to strengthen the bargaining hand of liberals in and out of the cabinet, as well
asinduce them to espouse the need for broader political particdipation (and hence, reconciliation
with the MB).
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The BRICS: What Contribution Do They Give to Global Governance?

Giovanni Grevi
Foundation for International Relations and Foreign Dialogue

Global governanceis enteringuncharted territory because of the conflation of three variables. First, the
progressive erosion of the hegemonicposition of incumbent powers, namely the United States and
European countries, which have by and large shaped the normative parameters and instinutional
foundations of multilateral cooperation. Second, the fact thatarange oflarge or verylarge powers with “
different conceptions of the global order not only co-existbut are also bound by ever deepening
interdependence, and associated vulnerabilities. Besides, the global stage is witnessing a proliferation of
influential non-state actors thatbringideas and resourcesbut also create challengesof coherence and
coordination of separate initiatives and agendas. Third, the issues that collectiveactionis supposed to
manage are a moving target, requiring institutional flexibility in response. They take different shapes
depending ontheir multiple interconnections, such as the many potential implications of climate change
for food security, energy security, human development and refugees or migrant flows, among other
matters.

In this challenging context, the distinction between advanced and emerging countries or incumbentand
rising powersis surely relevant, but should be put in perspectivewhen it comes to contributing to global
governance. Ingeneralterms, all major state actorsshare three features. First, they have aninterest in the
preservation of a functioning and open international system, upon which their prosperity and security
are predicated. Second, they are tentatively seeking to position themselves ina changing political and
governance landscape by debatinginstitutional reforms, testing different partnerships, forming
coalitions, and experimenting with light governance mechanisms such as the mutual assessment of
respective policies. Third, mostif not all large powers are actuallyrather fragileones, bent on addressing
serious domestic problems which, in turn, delimit their politicalinvestment, bargaining space,and
resources available for multilateralnegotations and collectiveaction. Of these resources, perhapsthe
scarcest is trust in respective motivations and designs. Confidence-building will be a strategicenabler of
global governance.

‘What the BRICS countriesseem to have in commonis little trust in the currentshape of the global
order, which they perceive as skewed to the advantage of ‘the West. Thisis, in part, a heritage of their
(diverse) historical experiences, in part, a rhetorical argument and, in part, the result of the actual
discrepancy berween their respective positions ininternationalinstitutions and the changing
distribution of power and influence in the international system. The BRICS also sharean emphasis on
the prerogatives of sovereignty and the principle of non-interferencein domestic affairs. Whatis
distinctive about this positionis not somuch the importanceattached tonational agenda-setting
autonomy and national interests, but the defensive and sometimesevenresentful tone of their discourse.
Tosome extent, thisis alsoamanifestation of the deeper unease of the BRICS, and notably China, with
the prospect to overcome differencesthrough common principlesand rules, as the Europeanstend to
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favour, as opposed torecognising and simply managing diversity, whether of political systems or
economic models.

Given these premises, it isnoteworthy thatthe BRICS have pursueda strategy of insertionin the
international order and not of diversion fromit. Assessing their contribution to global governance
requires not only taking stock of current affairs, but also turning to the not so distant past. While Russia
isa case of its own asit seeks torecover its great power status, since the end of the Cold War the pattern
of the so-called BICS has been one of progressive engagementin the multilateral system and of relative
convergence, from trade rules to cooperaton on trans-national threats.

The BRICS are often regarded as revisionist powers bent to challenge current normsand regimes, with
advanced countries keen on preserving the statusquo and their related privileges. In fact, this assessment
needsnuancing. The BRICS do question the current arrangements in international financial institutions
and in the United Nations Security Council (UNSC) as well as, for example, the roleof the US dollar in
the international monetary system. However, they takealargely conservative approach to other aspects
of governanceinnovation, including stronger verification proceduresunder the climatechange or non-
proliferationregimes, new deals with considerable distributional implications suchas on CO2
emissions’ reduction targets and emerging norms such as the responsibility to protect (R 2P). Inshort,
the BRICS could be defined as selectively reformist. Conversely, incumbent powersare broadly cautious
when it comes toreforming multilateral bodies but have proven more entrepreneurial, while not always
in agreement, in seeking toupdate some of the norms and frameworks for cooperation, fromthe
International Criminal Court (ICC) to the Nuclear Security Summit (NSS). Besides, they have soughtto
actively co-opt the BRICS not only by launching the G20 at leaders’level, but alsoby deepening
engagement through the Organisation for Economic Cooperation and Development (OECD).

Surely, the fact that the BRICShave so far chosen to operate broadly within the system and not out of it
does not mean that this will be the case in the future. Besides, their growing prominence in globalbodies
andinclusionin the top clubs, from the new Quad to the G20, is one of the reasons why multilateral
decision-making hasbecome harder. There aremore players and less like-mindedness, or familiarity,
among them. However, thisis not a transient phenomenon: the alternative to co-shaping global
governance among un-likeminded partners through mutual adjustment, and concessions, is probably the
sidelining or demise of the multilateral order.

The questionis whether negotiations will produce new sharedagendas, or paralleland competing ones.
This applies for example to developmentissues and related institutions. So-called new donors such as
China, India and Brazil have not subscribed to OECD DA C rules and conditionality, and have
emphasised the importance of kick-starting growth through developinginfrastructure or offering better
terms for trade toless developed countries. Whilethe G20 has launcheda working group on
development witha view to working out new approaches, the BRICS have announced the establishment
of aBRICS developmentbank. The project remainsrathervaguely defined. Much remains tobe decided
concerning its capital and scope for intervention and whetherit goes beyond the BRICS countries or

31



not. While presented as a supplement to the efforts of other organisations such as the World Bank (WB),
thereisarisk that the envisaged BRICS development bank becomes an instance of competing
multilateralism over time. Likethis project, the establishment of a BRICS financial safety net by pooling
$100 billion of foreign currency reserves revealsan ambivalentattitude by the BRICS towards the WB
and theInternational Monetary Fund (IMF).For one, these countries aim tolock their enhanced
influence within these institutions. For another, they remain uncomfortable with their ways and norms,
and perceived political bias, and they take (so far very small) steps towards creating alternative platforms
for cooperation.

Andyet, at a time of prolonged economic crisis in many advanced countries, the growing resources of
the BRICS countries aregoing to be inincreasing demand, whether for development finance or to
strengthen thelendinginstruments of the IMF. This also applies to the contribution of the BRICS to
international security. The BRICS stressthe centrality of the UN systemin this domain, notably
concerning the UNSC authorisation for the legitimate use of force. While India has alwaysbeen a major
contributor to peacekeeping operations, China, Braziland South Africahave expanded their personnel
serving in UN missions.In 2012, India deployed over 8,000 troops and police with the UN, Brazil
almost 2,500, and China and South Africa in the range 0f 2,000. These may not be major contributions
but signal anew engagement, which is also part of the casethat countries like Brazil and South Africa are
building to acquire permanent membership of the UNS C.In financialterms, however, the contribution
of the BRICS to the UN peacekeeping budget (aside from China with 4% and Russiawith 2%} is very
small (around 0.3% for Brazil, 0.1% for India and 0.07% for South Africa).

Issuesrelatedto so-calledhumanitarian interventions have, of course, proven very controversial, and not
only along a ‘West vs:the rest’ divide. While South Africavoted in favour of UNSCresolution 1973 on
the use of force in Libya, the other BRICS abstained (thereby enabling the adoption of the resolution)
and all of them forcefully complained following the implementation of the NATOmilitary campaign.
Russia and China are opposing the prospect of military interventionin Syria. Theapplication of the
principle of responsibility to protect is one of the most divisive issues on the internationalagenda, as it
touches upon the use of force and national sovereignty. On the other hand, the BRICS are not outright
opposed tothe use of force to protect civilian populations, as the adoption of UNSCresolution 1975 on
Ivory Coastin 2011 showed. The Brazilian initiative to complement the R 2P framework with guidelines
on the ‘respensibility while protecting has received an overall coldreception from the US and European
countries, and has not gained the support of fellow BRICS either, with the exception of South Africa.
However, itrepresents aninteresting attempt to promotea debate to bridge normative gaps.

With a view to the future, it is unclear whether the BRICS will cement into a coherent platform for
international cooperation. And whether that would contribute to the current global order or detract
from it. The extent to which existing institutions will be reformed, making more space for emerging
powers, will be animportant variablein this context, as it would remove one of the major claims binding
the BRICS together. As such,however, enhancing the position of BRICSin top decision-making bodies
would not ensure a convergence of their agendas with those of incumbent powers. Rather, it could be




the growing globalreach of countries such as China, India and Brazil—and their consequent exposure to
instability and risks—that might create scope for more collective action in dealing with, for example,
fragile states or threats likepiracy and illicit trafficking. For example, China and India are set to become
the largest importers of oil from the Middle East in the comingyears.

Yet another importantvariable concems convergence or divergence within the BRICS groupitself.
Given their diverse political regimes, threat perceptions (let alone geopolitical rivalry be tween Indiaand
China) and economic prospects, the interests of eachcountry within the BRICS group arelikely toalign
differently depending on the issues at stake. That has already beenlargely the case, for examplein the
context of the G20 on currency issues. Someof the BRICS, in particular Brazil, are for their part
building a niche role as mediators berween differentagendas, for examplein the field of climate change.
Overall, it seems unlikely thatthe BRICS will become abloc. Instead, it is probable that the respective
contribution of these countries to governance mechanisms, including shaping new ones, will grow
selectively. This contribution would be driven by their national prioritiesand having toincreasingly
depend ontheresilience of the international system.
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The BRICS: What Contribution Do They Make to Global
Governance?

Catherine Grant-Makokera
South African Institute of International Affairs

BRICS OBJECTIVES

South Africa hostedthe fifth BRICS summit inMarch 2013. This was an opportunity for the newest
member of this group to cement its role in the political club of emerging economies that includes Brazil,
Russia, India and China as well. Economically, South Africaisnot aBRIC.But Goldman Sachs or Jim
O’ Neill's famous marketing brand does not apply to the world of economic diplomacy, withits strong
political undertones. Politically, South Africa punchesfar above its weight in variousglobal governance
forums, from the WTO, to the UNFCCC and the G20. Cooperationin these forums and engagement in
global governance issues more broadly is taken to be the raison d’érrefor BRICS.

Beyond the bilateral relationships between China and the other members of the BRICS, there are
limited commercialties thatbring the countries together. There is also no common geography like those
that link other regional basedgroupings. The primary goal of the BRICS isto ensurestronger
representation of the views of developing countries in global governance structures in line with the
growing importance of these economies. Thereis no doubt that the BRICS matter—the group accounts
for 40 percent of the world’s population, 25 percent of its landmass, 20 percent of GDP and over 40
percent of global foreign exchange reserves. It providesanimportant counter-pointtothe traditional
western powers. ' o

DIVERSITYVS. COMMON AGENDA

The groupisa diverse one with differentinterests and therefore it will take some time to define a
common agenda thatgoes beyond generalities. In the short- to medium-term the focusislikely tobe on
mutuallearningbetween the members. Any external agenda of the BRICS needstobe stronglyrooted
in the common problemsof the membersincludinghigh levels of inequality and large numbers of people
living in poverty.

Despite some of these overarching common socio-economic challenges, the BRICS individually have
divergent economicand politicalinterests. Those differencesare probably sharpest in the political
terrain, especially the relationship of each state to its citizens. This‘democracy question’ sharply
distinguishesthe BRICS from its main counter -poise in the global environment, the countries that
constitute the G7. That western formation does share democratic credentials and broadly liberal
philosophies, whichlends the group a degree of coherencenot available to the BRICS for the
foreseeable future.

However,democracyisnot at the core of economicdiplomacy; the cold calculus of e conomicinterestis.
Here different economicinterests amongst the BRICS will constrain, perhaps sharply, the possibilities
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for coordinated action amongst them. Therefore it will take time to build a minimum common agenda,
much asittook the G7 decades to achieve relative coherence. It canbe expected that there will be
significant time and resourcesspent on the internal agenda of the BRICS in the short to medium term.
This ‘getting to know you’ phase or courtshjpisimportant and will payits own dividendswith a greater
understanding possible among these important countries on a wide range of political, economicand
socialissues.

MUTUAL LEARNING

Inorder tobuild this agenda, it is critical for the BRICS countries to engage in mutuallearning. Three
components currently seem particularly relevant. First, they mustengage substantively on their varying
approaches to economicdevelopment, and specifically the balance accordedto markets versusthe srate.
Each country canlearnlessons, particularly about the challenges of implementing market reforms and
balancing economic development priorities. And at the same time they could figure out what they can
cooperate oninternationally, and what they are going to be best placed to pursued unilaterally or ata
bilaterallevel.

Second, they need toadopt a strong trade facilitation focus. There ismuch mutualinterest in their
respective business communitiesin using the leverage afforded by the forumto cut trade and investment
deals. The BRICS discussion should focus on the nitty-gritty of tradeand investment barriers thatinhibit
business ties amongst them, whilst raising mutual awareness in each other’s business communities of the
opportunities. Thisis particularly the caseif the linkagesbetween the BRICS areto move beyond
simply a hub and spoke pattern with China at the center and limitedactivity among the other members.
However, this trade agenda shouldnot extend to negotiating a formal, tariff reducing tradeagreement.
That would be a major distracton from focusing on the barriersthat marter and which arerelatively easy
todeal with, suchas visas or customs procedures. '

Third, they should continue to deepen their discussions about financial cooperation, such as using each
other’s currenciesin tradesettlementand linking their stock exchanges where it makes sense to do so.
This connects strongly to the trade and investment facilitation agenda. Some progress has already been
made but the test now is to see implementation of agreements that have been signed.

EXTERNAL AGENDA

The BRICS external agendashould remain firmly focused on global economic governance. Theprocess
of mutual leamning will greatly help to delimit the comparative advantage of the BRICS processin
relation to other possible alliances designed to influence globaleconomicgovernance. Ananalysis of the
BRICS declarations made to date demonstrates that there is extremely broad coverage of issues and
many mentions of global governance matters and institutions. The United Nartions is the mostwidely
referred to globalinstitutionin BRICS statements. This isinline with one of the initial BRICS priorities
being Security Council reform and reflects the importance placed on multilateralism by members of the
BRICS.
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BRICS priorities are showing signs of shifting toinclude global economic governance fora such asthe
G20, WTO and Bretton Woodsinstitutions. The BRICS FinanceMinisters have beenan active partof
the group and their engagement has shown the potential for concrete outcomes, including the work
underway to establisha BRICS Development Bankand the contingentreserve arrangementthat was
agreed toat the Durban Summitin March 2013. BRICS Finance Ministers now regularly caucusin the
margins of the World Bank,IMFand G20 meetings. Therehave not yet been significant examplesof
common positions emerging from such interactions but there is some value in information sharing that
will contribute to the momentumbehind the BRICS.

The potential benefitsof stronger BRICS engagement on global governance issues include:

* Rebalancing the debate and strengthening the involvement of developing countries especially on
issues where they have tradidonally been rule-takers, such as trade and financial regulation.

* BRICS economieshave direct experience of many of the key development challenges of the 215t
century,including on an extremely largescalein the cases of India and China. Thisshould allow
them to participate in global debates froma position that reflects more broadly the concerns of
the developing world.

* Significantresources and capacity are required to actively participate in global governance
debates as the agendaseems tobe ever expanding and all encompassing. BRICS countries
acting asa group have a better chance of being able to follow and influence these discussions.
Sucha group provides the chanceto share information and also the burden of participation.

= BRICS countries arestrong proponentsof multilateralism and therefore they have indicated
that they will continue to provide ideasand positions for mandating by relevant institutions
where appropriate.

It goes without saying thatthere aresignificant challenges to realizing this potential. There arethose
that need to be overcome by all kinds of diplomatic clubs and somewhich areinherent within the BRICS
structure. Theyinclude finding a balance between pursuing nationalinterests and common objectives—
in other words, overcoming diversity of positionsin order to developa shared approachthat caninform
anexternal agenda. Beyond national concerns, BRICS members alsohave existing commitments to
other coalitions and regional groupings. For example,in the case of South Africatherehas beenastated
objective to ensure thatits membership of BRICS is complementary and supportive of the African
development agenda. Thisis not an easy proposition given the existinglevels of engagement by other
BRICS membersin the African continent.

CONCLUSION

Membership in the BRICS has opened up expanded possibilitiesfor engaging on global governance
issues for policymakers in Brazil, Russia, India, China and South Africa. However, itisimportantthata
clear view is maintained of which forums are suited for which purposes. Throwing everythinginto the
BRICS because it has the political potential to take on the G7 may not be the wisest strategy. On some
occasions, it may make senseto ally with certain G7 countries if that wouldadvance the individual
country’s national interest. In other words pragmatism, not ideology, should be the guidepost. The
process of mutuallearning will greatly help to delimit the comparative advantage of the BRICS process
in relation to other possiblealliancesdesigned to influenceglobal governance. The BRICS isa collective
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of individual, huge, countries. Bilateral relations among the members are likely to remain the dominant
axis for pursuing interests atleastin the short term.
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BRICS and Global Economic Governance

Zhang Haibing
Shanghai Institutes for International Studies

Together, the BRICS account for approximately a quarter of global GDP and 40 percent of the world’s
population. This makes BRICS a growing influence on global economic governance. However, the
recent slowdown of the BRICS’ economicgrowth is leading to fearsconcerning the sustainedgrowth of
emerging markets. Some negative commentary suggests that BRICS islosing its golden color. Inmy
view,what hasled to the current embarrassmentof BRICS economies are not only their own structural
problems, but also some long-term systemic factors and primarily the imbalance of global economic
governance. Under the background of international financial crisis, BRICS countries are trying to find
way out through cooperation. As member of BRICS, China valuesits identity as an emerging economy
and a developing country by enhancing its contribution to the BRICS and South-South cooperation.

BRICS"WEAK ECONOMIC PERFORMANCE

Accordingto the IMF's World Economic Qutlook of July 2013, emerging country growthis expected to
be 5 percent in 2013 and about 54 percent in 2014, and growth in emerging marketand developing
economies is now expectedto evolve at a more moderate pace, some Y percentage pointsslower thanin
April’s Outlook. Forecasts for the remaining BRICS have been reviseddown as well, by, to¥]
percentagepoints. In China, growth will average 73 percentin2013-14, V and ¥ percentage points lower
in 2013 and 2014, respectively, than previously forecast.

Asfor China, its average growthrate in the past 30 plus years hasbeen around 9.5 percent, while
currentlyit has slowed to around 7 percent. Although 7 percent growth is not exactly slow, it is
substantially lower than its historical performance. Due to hugeresource demand from China, the
deceleration of Chinese economy will decreaseits imports, so China’s economic slowdown will spill
over toits emerging market partners. At the same time, the demand from developedmarkethas
decreased, which has influenced emerging countries’ exports as a whole.

The reasons for the BRICS’ economic slowdown arerather complicated. One of the key reasons stems
from developed countries’ monetary policies. Central banks inthe US,EU, and Japan have been
responsible for adopting quantitative easing inlast twoyears and have started withdrawing from “easy
money” palicies, sparking “global currency wars”and creating “financialturbulence” in emerging
markets. Hot money has run away from emerging markets and devaluestheir currencies in the short
term. Thing leadsto inflation and to shrinking investment. For example, Indiaand Brazil have recenty
experienced steep sell-offs in their currencies. In short, global financial stability is at risk as central banks
of the US draw back from ultra-easy policies thathave flooded the world with cash, because emerging
marketslack defenses to prevent potentially huge capital outflows.
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BRICS'DISADVANTAGED POSITIONIN GLOBALECONOMIC
GOVERNANCE

With rapid economicgrowth and increasing middleclasses, BRICS nations are on their way to changing
the political and economicmap of global economic governance. However, the reform of imbalanced
global economic governancestill lags behind thereality, especially in termsof international economic
institutions and international monetary system.

The Bretton Woods regime—the World Bank and International Monetary Fund—have someinherent
shortcomings in their design. The decision-makingmechanisms in the WB and IMF are unfairly
dominated by a few countries. Due to the financial crisis, the World Bank and IMF carried out a number
of reforms, but the US still enjoys its hegemonicstatus. Until today, the voting reform hasn’t received
legal confirmation fromits largestmember. In addition, the mechanism for selecting senior managers in
these institutionsis not transparentand lacks the standard criteria and any measure of bureaucratic
process. Itis commonly accepted that the president of WB will be an American national, and the sameis
true of the IMFhead being a European.

Concernand doubt over the currentinternational monetary system exist in threemain areas: Firstly, the
US dollar remains the majorinternational reserve currency, and the diversification of international
reserve currenciesis a slow process. The US dollar currently makes up 60 percentof all international
reserve assets. Secondly, the frequent and large fluctuationin exchange rates of the major international
currency,i.e.the US dollar, Euro, Japanese Yen have negativeimpacts on the world economy, and in
emerging countries that endure huge pressurein keeping their exchange rate stable. Thirdly, the speed of
international capital flows are becoming faster and morevolatile, igniting shocksin emerging market.

Due to the unfair international currency system, emerging markets are wﬂnera.ble. Sorecently therapid
devaluation of the currencies of India, Brazil, Turkey and Indonesia etc. isnot a short term problem.
They represent along-term and systemic problem.

BRICS SEEKSTO COOFPERATE

Given their position as one of the engines for global growth, BRICS leaders have come together to
demand a greater voiceon the world stage. Although the five countries represent divergent political and
economic systemsand are often competing instead of cooperating, they still call for the reform of global
economic governanceunder the framework of BRICS and G20 The five countries have emphasized
“continue further expanding and deepening economic, trade and investment cooperation” between one
another during past summits.

The final document of the fifth summit in South Africa outlined the importance of cementing the
BRICS alliance furtherand declared, “we aim at progressively developing BRICS into a full-fledged
mechanism of current and long -term coordination on a wide range of key issuesof the world economy
and politics,” adding that today’s global governance architecture is run by institutions that were
established duringa different era.
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BRICS countries agreed to establish a development bank; however the details needfurther discussion
and coordination. The BRICS DevelopmentBankis aimed toresources for infrastructure and
sustainable development projects in emerging economiesand developing countries. Establishing the
BRICS DevelopmentBankis a concrete step for deeper cooperation among the five countries. The bank
will help BRICS countries absorb financialrisksand provide supportfor the development of African
countries, in particular. The planned development bank is feasible and would supplement the existing
efforts of multilateral and regional financial institutions for global growth and development, and stand
for the developing world in their trying toreform the unfairinternational development aid system.

Toreduce dependence on the IMFin a crisis, the five-member group agreed to establish foreign-
exchange reserve pool and currency-swap arrangements aimed at ensuring finandial stability and dealing
with any short-term liquidity problems thacmight arise. On August27,YiGang, vice president of
China’s central bank said that the BRICS foreign-exchange reserve pool will launch soon, the size of the
reserve pool will be 100 billion US dollar, and that China will contribute the largestshare. Itis timely
measures for BRICS members who facethe short-term liquidity problem.

CHINESE ROLEIN BRICS

China actsas an equal and close development parmer in BRICS, not only intrade but also ininvestment,
foreign aid, and other broader development areas. China sharescommon ground with other emerging
economies, espedallyin the pursuit of a new internationaleconomic order and the democratization of
international relations. China devotes to increase BRICS’ collective voice in global economic
governance. In China’s view, this momentum would democratize international relations by offering
developing counties a greater voice. During the fifth BRICS summit, Chinese President Xi Jinping
emphasized the importance of global parmerships and urged countriesto promote cooperation on
issuesincluding the economy, trade, finance, infrastructure building, and people-to-people exchanges.
President Xi Jinping said, “nomatter how the reform of global governance may unfold, we should always
take anactive and constructiverole in the processand make the international order more justand
equitable so as to provide institutional safeguards for world peace and stability.”

China valuesitsidentity as an emerging economy and a developing country by enhancingits
contribution to the BRICS and South-South cooperation. China has become Africa’slargesttrade
partner,and Africais now China's major import source, second largest overseas construction project
contract market,and fourth largestinvestmentdestination. In China’s view, the poor economic basis and
insufficient construction capital have always been the factors limiting the development of African
countries. So Chinese government encourages and supports enterprises and financial institutionsto
increase investmentin Africa, striving to improve the quality and level of China-Africa cooperation.
Accordingto the white paper on “China-Africa Economic and Trade Cooperation,” published on
August 29,2013, Africa has seena decrease of foreign directinvestmentsince 2009, but an accelerated
growth of direct investment from China during this same period. From 2009 t0 2012, China’s direct
investment in Africaincreased from$1.44 billion to $2.52 billion, with an annual growth rate of 20.5
percent. Over the same period, China’s accumulative direct investment in Africa increased from $9.33
billion to $21.23 billion, 2.3 times the 2009 figure. The rapid growth of China’s direct investment in
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Africaisindicativeof Africa's developmentpotential and investmentappeal, and also points to the
mutually beneficial nature of China-Africa cooperation.

Chinawants to play a constructive rolein global economic governance. BRICS is animportant
mechanism for China to participate in globaleconomic governance. Butitis still in early stage for
BRICS’ cooperation compared with the G7.In G20, G7is a very mature bloc in shaping agendas and
regulation making. TheBRICS’ voicein G20 israther scattered, mainly stressing some principles while
initiating few concrete common policies. For China and its BRICS partners, they should domore to
shape international economicagendas and reinforce research cooperation among their think tanks,
whichis the basis for BRICS engagingin global economicgovernance.
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Future of Global Governance within the Context of EU-Russia
Relations: The Geopolitics of Energy Resources

Bola A. Akinterinwa
NigerianInstitute of International Affairs

INTRODUCTION

Global governanceis increasingly becoming more challenging than ever before, essentially, on the one
hand, because of emerging challengesto the leadership of the Western world, and particularly to the
United States and, on the other hand, because of the threatsto the sustainability of European leadership.
Explained differenty, global governance has been largely defined by the West in the last century but thac
leadershipis being threatened by variouseconomicfactors, such as energy resources. In thisregard, oil
and gas not only occupy a critical placein the foreign policy of the EUbut also particularly in the
relationship between the European Union (EU) and Russia

For instance, in 2008, seven Member States of the EU (Bulgaria, Estonia, Finland, Latvia, Lithuania,
Romaniaand Slovakia)were dependent on Russian gas supply to the tune of 100 percent. Greece and
Hungary dependedon Russia to the tune of 84 percent and 81 percent respectively while Austria and
CzechRepublic accountedfor 70 percent and 76 percent. While the percentage of total gas import from
Russia for some countrieswas nil (Cyprus, Denmark, Ireland, Luxembourg, Male, Netherlands,
Portugal, Spain, Sweden and United Kingdom),import of Russian gas by France (23 percent),Italy (36
percent), Germany (57 percent)and Belgium (8 percent) is equally noteworthy. Thus, toareasonable
extent, the EU depends onRussia for gas supply and this dependencéhas beena major source of
political and economicconcern. ' N '

Since the mid-2000, the question of energy security in Europe has been a top priority among the
Member States of the European Union, especially because the international developments in the energy
sector hadled many Member States to feel threatened. Accessto oil and gasin the Middle East is
increasingly hamperedby the political instability and insecurity in the region. Russiais also stymieing
Europe’s efforts to erect alternative pipelines thatwould giveit access to oil and gas and reduce its
dependency on Moscow. The European Union market-based or liberalization of its energy policy does
not guarantee Member States access to oil and gas outside their traditional parters. This situaton
compels the need for the EU’s consideration of combining the liberalization policy with a geopolitical
approach, or evenresorting exclusively to the geopolitical strategy in order to guarantee its Member
States energy security. Thechoice between these considerations is the focus of this presentation.

Some basic questions arespecifically required to be addressed for the purposes of the Conference’s
SessionFive on The Geopolitics of Energy: The European Case’:what are the primary objectives of the
EU’s energy security policy? How are changes in the globalenergy dimension. ... affecting the EU? Is the
EU-Russia energy relationship becoming more or less balanced? Is Europe successfully meeting its
climate changegoals withrenewableenergy? Apart from thesequestions, itis useful to also askif there




can be any good global governancein which Europe will be actively involved without Africa. What really
isthe place of Africain the geo-politics of energy?

Inaddressing these questions, itis useful, grosso modo, to put the analyses not only within the context of
the geo-politics of energyin Europe, but also, moreinterestingly, at the level of the energyrelations
betweenRussia and the EU.

GEOPOLITICSOF ENERGY IN EUROPE

One major problem onwhich the geopolitics of energy in Europe is largely predicated is the fear of the
unknownat the level of the attitudinal disposition of Russia towardsthe EU. True enough, the EU wants
torelate with Russia on the basis of its cherished democratic values largely predicated on market-based
or liberal principles, with the ultimate objective of ensuring alternative sourcesof energy supply.
However, there is nothing to suggestthat the same fear of uncertaintiesat the level of Russia cannot exist
atthe level of the new energy sources.

Against this possibility, Europe is confronted with a choicebetween a market-basedapproachand a
geopolitical approach, or evena combination of bothinits energy policy. There are benefitsin the
market-based liberalization approach to energy security, but Europemay,however, be better off
combining the geopolitical approach with the market-based approach to energy problems. Thereasonis
that the geopolitical approach s essential to guarantee the security of Europe’s energy supplies pressure,
aswell as contain likely threats and sanctionsfrom Russia. Energy security is not only assured in this
postmodern era with the buyers and sellers marketmechanism, but alsowith the involvement of
geopolitics.Inany case, the liberalism or market-basedapproach can only apply to EU partnersand
cannot agsure EUmember countriesof supplies from non-members, which means thatitis a limited
option. :

So, the geopolitics of energy in Europe is of very significantinterest to all European countries, and this
concernalsoincludes the threat that Russia poses sincethe demise of the Soviet Union. It is for the
importance of geopolitical considerations that the Russian President Putin described the dissolution of
the Soviet Union as “the greatestgeopolitical disaster of the (20th) century”and decided thatthe
separation of Abkhaziaand South Ossetiafrom Georgiamustbe upheld because of Georgia's tilt
towards the West.

Thus, as far as the international energy sector is concerned, and particularly the geopolitical calculations,
Russiais determined not tolet the United Stateshave the entire Georgia with Abkhaziaand South
Ossetia because anindependent Georgiais critical to the international flow of oil. As noted earlier, a
pipeline for crude oil now runs from Baku in Azerbaijan, on the Caspian Sea, through Georgia to the
Turkish Mediterranean coast. The link provides the Westaccessto the energy resources of Central Asia.
[And] if that accessis cut, Western Europe would lose its alternative source of energy.

The foregoing is not only an illustration of the strategicimportance of geopdlitical considerationin the
quest of energy, but also whyitis important to develop the competenceto employ the dualapproach of
market-based and geopolitical strategy in Europe. As such, the growing competition for globalresources
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is affecting Europe to the extent thatitis creating new consciousness about the imnperative of employing
geopolitical considerationsin ensuring the availability and accessto energy resources across the globe.
Whereas political revolutions and sundry terrorism-related security problems are creating obstadles for
Europe’s access to oil resourcesin the major supplier countries in the Middle East (Iraqand Iran for
example) and South America(Venezuelafor instance), Russia itself has started playing politics with
energy resources. Since the second coming of President Putin, Russia, which ‘holds around 6 percent of
the world’s oil and 23 percent of the world’s gas reserves, has demonstrateda willingness touse its
energy resources as a politicaltool in pursuit of sundry interests. This is the reason why Europe needs
the dual approach of market-based and geopolitical approaches to energy security.

DEALING WITHTHE ISSUES RAISED:

What are the primary objectives of the EU’s Energy security policy?

The EUis one of the world’sleading importers of oil and gas. The untoward implication which sucha
highimport dependence on external sourcesof supplies for this critical resource portendswas brought
to the fore by the oil crisis of 1973 and 1979 and, equally important, by the 2006 Russian-Ukrainian gas
disputes. Since then, at the core of the values of the EU foreign and security policy has been the active
pursuit of energy security defined by the European Commission as "theability to ensure that future
essential energy needs canbe met, both by means of adequate domesticresourcesworkedunder
economically acceptable conditions or maintained as strategic reserves, and by callingupon accessible
and stable external sourcessupplemented where appropriate by strategic stocks‘. Bartonetal.
elaborated furtheron some of the key indicatorsof energy security by suggesting that it is “a condition in
which a nation and all, or most of its citizens and businesses, have access to sufficient €nergy resourcesat
reasonable prices for the foreseeable future free fromserious risk of major disruption of service.”

Against this backdrop, the primary objectives of the European Union’s energy security policy have
clearlybeentoattain: - '

*  Secured energyresource supply chains whilst guaranteeing the least possible likelihood of
disruption delivery of network systems;

* Theestablishment of competitiveinternal energy markets;

* Thedevelopmentand deployment of innovativetechnology for the development of alternative
aswell asrenewable energy sources and in the samevein, but pursuantto attaining sustainable
levels of energy consumption;

*  And the establishmentofa very low-carbon economy by 2050.

How are changesin the global energy dimensions — shale gas revolution, growing competition for
resources, political revolutions in and problems with supply countries—affecting the EU?

The global energy market is currently in a flux withimmense potentials for disruptions given the
momentous changes taking placeacross the broadspectrum of the supply chain, as well as the
burgeoning demandfrom emerging globalindustrial complexesin China and other Asian countries. The
political turmoil occasionedby the Arab Spring has alsointroduced additional dynamics into the supply
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equation of major oil suppliers, including Libya, Algeria, Morocco, Tunisia, Egypt and Syria. The face-
offbetween [ran and the West portends even further potential disruptions.

Already the EU’s dependence on Africaand the Middle-East and on Russiafor cil and gas supplies has
been made even more tenuous not only by the unprecedented growthin its own energy demand profile
but also by the fact that the increasing liberalization of the globalenergy sector has simultaneously
intensified the extant competition posed to it by other countries and regions of the world.

Consequently, the EUis compelled tore-assess/forge new partnerships with the view to mitigate, if not
completely overcome, its vulnerability in the energy sector. From the assodation with its Mediterranean
and new eastern neighbors to the transatlantic cooperation with North America; fromits strategic
investment drives in emerging finandial capitals of the Middle Eastto the developmentco-operation
arrangementswith the African, Caribbean and Pacific (ACP) group of countries (i.e. the Economic
Partnership Agreement, EPA), EU energy security policies dovetails the critical reality in these countries
in their capacity as key external energy suppliers to Europe.

Rising up toits energy security challenges (i.e. to the challenges of competitiveness, sustainability and
cost effectiveness) dictatesanincreasingresort to EU wide—rather than parallelnational—energy
schemes. This, initself, is throwing up external governance challenges for the EU as its energy security
policies are thrustinto the vortex of complex interdependendiesas well as their concomitant
institutional praxis.

Global energy changes arealso impacting the EUin terms of compelling the revolutionizing of its
technology for efficient production and use of renewable energy to meetwith its set greenhouse
emissionreduction goals. This goal—attaining an 80 percent reduction of Greenhousegas emission by
2050—isnow alsobeen actively canvassed and furthered by policies and targets that are deemed
congenial to the establishmentand sustenance of low carbon economies. These efforts notwithstanding,
the realization of this goal is markedly dependent on the vicissitudes of economic growthsand
geopolitical developments, global energy pricelevels, marketdynamics, the availability of natural
resources the development of future technologies, the availability of natural resources, social change and
public opinion.

Ineffect,global energy situationshave presented simultaneous conditionsof threats(from globalized
competition) and opportunities (fromwidermarket spaces)for diversestake holdersin the energy
sector of the EUand its constituent stares. This is having far reaching socio-economicimplications for
restructuring the sector at the home front.

In the same vein, energy sectorreforms, growing capitalinvestment in the oil and gas industry and the

diffusion of shale gas technologies, as on-going beyondthe shores of the EU, i.e.in other countries of the
world, are also of criticalinterest to the EU.

Is the EU-Russia Energy Relationship becoming more or less balanced?

The degree of dependence on one another is about 50-50, but it has the potential to become detrimental
tothe EU inthe foreseeable future. Russia actually supplied 55 percent of EU’s energy needs in 2008, As
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projected by the International Energy Agency (IEA), the EUmay import 84 percent of its energy needs
in 2030. Even though the EUis giving the impression of goodness in regional integration, the EUis
increasingly challenged by critical problems of migradon. The increasing membershipof the EUalso
implies anincreasein consumption of energy resources, and therefore, increasesin the degree of
dependence on Russia. Besides, the EU demands for Russian energy resourcesare partly explained by
the fact that internal European sources arcon the path of depletion.

Another mainreasonisnot only that supplyis generally a function of demand in any trade relationship
but particularly that the instrument for dependence is constant for both the EU and Russia. This
constant factoris the pipeline which is the channel of gas supply. The fear of the unknown can be
explained and understood inmany ways. For instance, Russia has consciously and abruptly reduced
energy supplies to Ukraineand Belarusin the past and the reduction has had adverse effects onthe EU.
Besides, Russia is not favorably disposed to westerninfluence in Georgia, Abkhazia,and South Ossetia
because of the crude oil pipeline running from Baku in Azerbajjan through Georgia to the Turkish
Mediterranean coast. In thisregard, if there is any disruption of supply, the EUmay not have access to
the energy resources of Central Asia.

High energy prices and the lack of spare capadity, particularly in the oil market, have madethe global
economy sensitive to energy disruption. Energy security, in terms of supply and stability of price (two
key factors for economicstrength and growth inindustrialized and industrializing countries), is
intertwining with geopoliticsand international relations. Therefore, the need to ensure greater energy
security and betterregulation of energy supplies will turn energy policy into amuchmore politicized
issue, as the energyrelationship between the EUand Russiahas portrayed. The EU-Russia economic
relationshipis,inreality, about oil and gas.

The European Unionis almost 50 percent dependent on imports for its energy consumption. A large
part ofits oil and gas imports comefrom Russia. It is common knowledge that Russiaand the European
Union have aninterdependentrelationship in trade, energy and investment; however, it is often a source
of tension and of course not balanced, as witnessed in a number of conflicting situations, including
several cases of suspension of oil and natural gas deliveries, as well as variousembargoes. The EU-
Russiarelationshave remained in bad shape. The most prominent in the main being the
misunderstandingarising in the last crises over oil and gas deliveries from Russia to Ukraine which
triggered virulent criticism about Russian energy strategies and its abilitiesat being a safe supplier .

Part of the problem of the EU-Russia energy relationship stems fromthe fact that countries inEurope
prefer todeal with Russia on energy under the framework of the Union, instead of as individual
countries.Itisimportant tonote here thatin engaging Russiaon energy, the EUdoes not have a single
full fledge energy policy. And as scholars opined,if the EU wants to arrive at amore balanced
relationship with Russia, it needstohave a single full-fledged policy on energy with an internal market
and an external approach. In fact, Europe shouldworry less aboutthe exerdseof a geopolitical strategy
but more about Russia's ability at reformingitselfand being the right supplier for Europe’s 21st century.

Although, there have been many attempts at reviving this vitalrelatonship as have beennoticedat the
launch of an energy dialogue, plans to build four ‘common spaces, promises of visa-free travel, or the
start of negotiationson a comprehensivenew cooperation treaty. For a robust relationship, it is
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necessary that before the EU attempts yet anotherre-launch of its Russia policy, it should take stock of
what works in favor of its existing relationship and what doesn't.

Is Europe Successfully Meeting its Climate Change Goals with Renewable Energy?

Fighting climate change is a strategic priority for the European Union asitis working hardro
substantially cutits green gasemissions and at the same time encouraging other countries and regions to
cut emissions too. This is evident as the EUleadershave committed to transform Europe into an energy-
efficient, low-carboneconomy.

In2007, Europe’s political leaders made another joint cormmitment in the areaof climate policy. During
Germany’s EU presidency in March 2007, they agreed to an EU Commission proposal dated January
2007 which sets out new climate protection goals for the EU.In January 2008, the European
Comumission presented a designed framework which is to help coordinate the individual mechanisms of
the European climatepolicy and the 20-20-20 (known as “3x20”) targets.

During France’s EU presidency in July 2008, energy policy was set as one of the top priorities. The
measures comprised commitments by the EU toreduce its total energy consumption by 20 per cent
throughincreased energy efficiency, toreduceits total carbon emissions by 20 per cent and to increase
the overall share of renewable energy in total EU energy to 20 per cent. In October 2008, the European
Parliament approved the energy and climate policy with its final version agreedon by the European
Council at the EUsummitin December 2008. :

Basically, the main focusis on the future form of the EU emissions trading system. This emission trading
system encom passes around 50 percent of all greenhouse gasesemittedin the EU. In other sectors like
the agriculure or smallindustrial operators, an overallemissions reduction target of 10 percent by 2020
was also set. For the first rime, binding targets for the use of renewable ehergiés werealsoset. Thisstates
that, by 2020, renewable energies must makea 20 percent contribution to electricity and heat
production with a parallel 20 percentdropin overall energy consumption. Since Member States have
different energy mixes, economic wealth and capadity to act, the framework has alsoincluded
mechanisms that willensure a fair distribution of efforts between them. This framework s also
complementedby the Energy 2020 Strategy thatassesses the challenges and measureswhich will ensure
that a competitive sustamableand secure energy systemis in place.

Europe has also made successful efforts inreachingits 20 percent 2009/28/EC Directiveon the
promotion of the use of energy from renewable sources (referred to “RES Directive”} by 2020 witha
renewable energy shareof 13 percentin2011.21 Member States had already met,in 2011, the
2011/2012 interim targetsset by the RES Directive with only six Member states needing tomake
additional efforts. In the renewable electriciry sector (RES-E sector), 14 Member States overachieved
the 2011 targets they had setintheir National Renewable Energy Action Plans (NREAPs), while 13
underachieved them. In the renewable heating and cooling sector (RES -H&C sector), 23 Member States
were above their 2011 NREAPs targets and justfour Member States underachieved. Renewabl es in the
transport sector (RES-T sector) have seen slower progress than in the former two sectors, with only
nine Member Stateshaving reached or exceeded theirNREAPs 2011 targets,and 18 having
underperformed.




The EUis still a pioneer and role model whenit comes to climate changeand energy policy and is also
the driver of international climate protection.

CONCLUDING REFLECTION: FUTURE OF AFRICANRESOURCES AND
GLOBAL GOVERNANCE

Africaremains a criical nexus of the global energy system. With Nigeriain the lead and many other
countries that have recenty struck oil in commercial quantities (Niger, Ghana for example)joining the
league of oil producers, any country or group of countries canill afford to minimize the significance of
the African continentin any energy security calculations. Fortunately, the basis for a robust
collaboration between Africanand EU energy industriesalready exists, given historic partnership ties
under the ACP-EUrelations, as well as at other economicand commerdial levels. Nigeriaand the EU are
certainly onthe same pageinterms of the conviction and commitment to energy sector reforms. As we
speak, for example, the people and Governmentof Nigeria are actively deliberating on a Petroleum
Industry Bill (PIB) which will usherin extensive reforms in the Nigerian petroleumn industry. EU energy
security policies can therefore meaningfully interface with globalindustry situations as obtained in
Nigeria, in particular,and Africa,in general.

Although the combination of the market-based and geopolitical approaches to energy security in Europe
isvery attractive, this, however, isnot to say that the combination of the two approaches is fool -proof. It
is far from it.It has a very severe challenge in the division of EUm ember statesinto different economic
and geopoliticalintereststhat still militate against the acquisition of the competence to adopt the two
approaches.In termsof the adoption of these two approaches, therefore, Europe is stillan international
energy actor in the making, for although the liberalization or market-basedapproachis a point.of
convergence between member states, it is still not a sufficient or strong platform for projecting a
geopolitics-based energy policy to non-membersor outsiders . The implication of the foregoing s that
energy security has continued to be a key problem to the EUand its Member States. .

More interestingly, estimates in 2003 portrayed Nigeria’s recoverable crude oil reservesat 34 billion
barrels, whichis expectedto increase dueto additional exploration and appraisal drilling. Asitis, over
900 million barrels of crude oil of recoverablereserves havebeenidentified. That said, Nigeria has an
estimated 159 trillion cubic feet (Tcf) of proven natural gasreserves, pitting the country as among the
top ten natural gas endowed country in the world. However, due to a lack of utilization infrastructure,
Nigeria still flares about 40 percent of the natural gasit produces and re-injects 12 percent to enhance oil
recovery. According to the World Bank estimates, Nigeria accounts for 12.5 percentof the world's total
gas flaring. Although, it was officially pronounced that gas flaring would end by 2008, unfortunately, it
hasyet tostop. Itisimportant to also observe that, over the years, Nigeria has provento be among the
most investment-friendly nations for International Oil Companies, not only because of the geological
configuration ofits terrain but for the relatve security of investments in the industry, as compared to
other parts of the world endowed with oil and gas; e.g. Middle-eastern countries.

As a matter of fact, the above data suggestthat, for the EU'to find leverage against Russia in oil and gas, it
is pertinent and necessary for the EU to court Africa and most spedifically Nigeria inits search for
alternatives. Thisalternative cannot but be dual focus, it is either they lock for alternatives to fossil fuel
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or alternative market tharwill guarantee them access to oil and gas. However, alternative sto fossil fuels
remain expensive for the time being. Above all, what is the surety thatthe alternative will be enough to
spread around countries thatmake-up the EU? What aboutcost of production, taking into consideration
the cost of research and development (R &D)? Invariably, thatleavesthe EU withno other option than
Africa with particular reference to Nigeria and the Gulf of Guinea nations. For the accruing benefit to
come to the EU, itis important for the EUtoinvest in the restructuring and redirection of the industry
towards achieving sustainable development of the countary. This must also includetechnology transfer

thatis of utmostimportance tothe oil and gas industry, especially which one that will trap gas for export
purposes.
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The Geopolitics of Energy: The European Case

Thomas Gomart
French Institute of International Relations

Itisvery oftenstated that the European Union (EU) will completeits internal market for naturalgas and
electricity by 2014.Itis muchless said that the EU will become in 2015 thelargest oil importerin the
world taking over from the United States. Its grossconsumption in terms of oil and gas is now far
greater thanits domestic production. By 2035, netimports of oil, coal and gasin Europe should have .
increased by 48 percent. Evenifthe EU continues to develop renewable energies and promote an

international cooperation agendaagainst climate change, it will be increasingly dependent onits various

regional environments and partners to be supplied with requisite energy sources.Inaddition to that, the

global energy demandis projected to increase by more than 30 percent until2035 — this growth s likely

to be drivenby China and India. In this context, ‘energy can {either) be a powerfulvectorof cooperation

and integration or a majorsource of conflict’ as claimed the EU Commissioner for Energy Gunther

Oettinger in 2011.The same year, the EUimported crude oil fromRussia (35 percent of the total),

Norway {12 percent),and Saudi Arabia (8 percent). The EUalso imported natural gas from Russia (30

percent of the toral), Norway (28 percent), and Algeria (13 percent). TheEU also imported coal from

Russia (26 percent of the total), Colombia (24 percent),and the US (18 percent). There are essentially

three key countries to EU energy supplies: Russia, Norway, and Algeria. Givenits international

positioning, Russia plays a very particular game which deserves tobe discussed with ramifications for

the EUmarket and Russia’s normativeand external powers.

BACKGROUND

In 2012, the economic crisis within the EU seriously impacted its energy demand. Annual consumption

of gaswas 4 percent lower thatyear thanin 201 1. Liquid natural gas (LNG) deliveries have continuedto

drop faster than consumption owing to higher priceson the Asian market (the threelargestexporters of

LNGtothe EU are Qatar, Nigeria, and Algeria). At the sametime, EU coal consumption and imports

have continued torise. The EU energy policy suffers from the economic crisis, and consequently the

declining competitiveness of the Europeanindustry, the consequences of the shale gasboomin the US

(US industry has a significantenergy priceadvantage over Europe), and the depression of the EU’s -
Emissions Trading System (ETS).In this context, the recent EU summit dedicated to energyissuesin :
May 2013 has beenbased on very controversial issuesincluding shale gas development, indigenous
resources, and investments in infrastructuresand generation capacity. Generally speaking, given the
deepness of the crisis, the debate on energy policy will be more and more focusedon the tensions
between the strong need toimprove the EU competitiveness at the globalscaleand its international
ambitions for example on climatechange (next UN conference on climate changeshould rake place in
Parisin20135). This recent background would be incomplete without mentioning the geopolitical
consequences of the current turmoil in Egypt, and obviously Syria. Added to this, the il and gas
depositsin the Mediterranean Sea fromIsrael to Cyprus through Lebanon, Turkey and Syriawill
dramatically impact energy balances at various levels.




In other words, EU policy makers should focus not only on energy policies but also on energy
geopolitics which requires a far morelong term perspective. Energy geopolitics is very oftenrelated to
energy security, whichis anintrinsically multidimensional notion, as it depends on where one sits.
Whereas consumer states such as European ones are mainly interested in securing their supply,
producer states are primarily focused on the security of demand from interdependent markets. It isalso
important to get access to the markets through transitcountries. Givenitslocation, the EUstrongly
insisted on the security dimension of its nascent common energy policy, whichis supposed toarticulate
security of supplies, stable prices and environmental concerns. The finalization of the internal energy
market can only be successfulif accompanied by significant progress in the external dimension.
Inthisrespect,the EUis facing atleastthreemain political challenges. The firstis to overcome the
inherent obstacles and to ensure more convergence and coherencebetween the respective member
states’ external energy policies. The second is related to the actors. European energy policy regularly
seemstobelimited to the debate between member states, the Commission, and third countries whereas
corporate actors as wellas opinions are highly involved. The third challenge is to design the political
framework of the relations with both supply and transitcountries, to say nothing about rising
competitors over energy supplies. This memo will be focused on this very last one.

Infact,a fine attempt at tackling the issue of the sensitiverelationship between European energy and
foreign policiesis needed, not only for the EUbut also for its partners and competitors. On the one
hand, energy dramatically impacts European economic competitiveness in a context of seriouscrisis,
and therefore its current international positioning. In such circumstances, its power market hasbeen
seriously questioned. Onthe other hand, the EU can use its energy needs to fuel its nascentforeign
policy, not only inits neighborhood, but alsoinits “far abroad.” In terms of policy making, the main
challenge for EU policy makers is certainly tolink different issues andlevel of analysisin order to map
properly (and possibly differently) powersacting.

This brief memois not a2imed at presentinga comprehensive approach by listing all policyissues; it
instead intends to draw attention on three points to open discussion:

UNDERSTANDING RUSSIA'S ENERGY POSITIONING

Inbroad outline, since 1945, Russia (and formerly the USSR} was the only UNS C permanentmember
whichhas not been obliged to give political toleranceto authoritarian Middle Eastregimes to ensure
receipt of oil supplies. However, it is worth remembering the Saudi-US joint oil producing policies in the
1980 to dramatically decrease Soviet oil incomes. This is something V. Putin and his tearn has surely not
forgotten. Givenits greatpower background, Russia can neither be compared to Norway nor to
Venezuela. Russia’s international standing is not at all limited to its energy supplies—the wayit is for
instance for Saudi Arabia—butspans from its nuclear status to participation to G8 and G20, not to
mention UNSC and since 2012 WTO (stillout of OECD).

Not surprisingly, when dealing with Russia, EU policy makers above all think of European energy
security. The EU’s objective of liberalizing its domestic gas and electricity market have in fact clonded
their perception of the different actors—Russia firstand foremost. Consequenty, the policy making
debate has been certainly Euro-Adantic centricand mainly focused on Europe’s dependence on Russian




gas (especially after the crisis between Russia and Ukraine), on the possible forms of economic—
political blackmail made by the Kremlin, the Russian monopolistic control of pipelines between certain
energy producers and the European market, and on the injection of corruption into European politics.
EUpolicy making has sincealong timea dramatic needto better understand Russia’s organization,
capacities,and more importantly motivations. Policy making has been for instance mistaken by all the
debate from 2005 to 2011 about the so-called ‘gasdeficit’: Russia’s very capacity to meet contracted
demand at home and abroadhas been at the core of the questioning. Looking back, this was not the most
relevant question.

Policy issue: Given Russia’s importance in the EU energy mix(gas, oil, and coal), there are two ways to
formulate the current policy issue depending on where you seat. First,can the EU ensure Energy
Security withoutjeopardizing its relations with Russia? Second, isn’t Russiaone of the most robust
pillars to ensure Energy Security?

GAME CHANGERS FOR ANDINRUSSIA

QOutside Russia, the twomain game changers haveimpacted the Russia's energy model on which Putin’s
power isbased. The first oneis the declining gas demand from the EUand the CIS. Therefore in 2012,
for the first time since 2001, Gazprom has suffered from a significantdecrease of its benefits due toa
lower demand not only from the EU (-3.6 percent), but also from the CIS (-19.1 percent). The second
one is obviously the shale gas revolutionin the US. Asknown, the IEA has predicteda ‘global age’ for
natural gas, which releases muchlessgreenhouse emissionsand particulatesthan oil or coal. Thanks to
its shale gas boom, the US could become self-sufficient for its energy consumption, and has started
reindustrialization process. So far, at the global level, the US boom hasreinforced the three-way division
of the global gas markets between North America, Europe, and the Asia-Pacificregion (which absorbs
2/3 of globally traded LNG). Apparently, Gazprom s under pressure, and its businessmodel would be
directly challenged by this revolution. One questionis to know whether Russia would be obliged to
move away from lucrative oil-linked gas contractstolower prices in order to be competitive on specific
gas markets. Recently, Russian authorities and Gazpromhave persisted on oil -indexed pricingin
welcoming the GECF (Gas Exporting Countries Forum) in Moscow in last July. Added to this, the EU
Commissionlaunched an antitrust caseagainst Gazpromin September 2012.For Gazprom,itis highly
important to secure the European market, and its market dominance in the Central and Eastern Europe
countries asits strategicrelatons with Germany and Italy, not tomention Turkey out of the EU.

L]

Inside Russia, the first game changer hasbeen the merger between Rosneft and TNK -BP in November .
2012. Since a few months, Rosneft and Novatek took important stepsto consolidate their positions both

abroad and within Russia. Both companies have clearambitionsto develop their gas production, and

intend to destroy Gazprom'’s monopoly on gas exportations. To some extent, the real competition is

within the Russian system.

Policyissue: EU policymakers’ attention will be drawn on the antitrust case launched by the
Commission against Gazprom (which is good news for other Russian energy players such as Rosneft or
Novatek). However, the key point is to say that Gazprom’s strategy willnot only be oriented towards
Europe,and to foresee possible consequences and adjustments. As stated one Gazprom’s high level




executive: “Asiawithits growing gas demand potential and willingnessto buy gas at oil -indexed pricesis
becoming an increasingly attractive destination for gas producers including Gazprom.” EU policy
makers shouldbe very careful on this shift, and on the gas relations between Russia and its Asian clients
{Japan,and China). Gazprom'’s strategy does not exist by itselfanymore (the analysis shouldnot be
focused only onits relationship with the States, and its foreign partmers):it will be increasingly relatedto
Rosneft’sone.

FSU (FORMER SOVIET UNION) AND TRANSIT COUNTRIES

Within the FSU, Russia has favored bilateral approaches with energy producing and transit countries,
amongst whichit is still the dominant power. As a result, the FSU spacehas been considerably
fragmented. Likewise, the EUhas supported regional integrationin every part of the world, exceptin the
post-Soviet space(this approach has beenreinforcedafter the 2004 EU enlargement). The EU—andin
different ways the US—has deliberately tried to politically split Russia from former Soviet republics.
Launched in May 2009, the Eastern Partnership was supposed to provide a ‘specific Eastern dimension’
tothe European Neighborhood Policy (it was also a way for some member statesto balancethe Union
for the Mediterraneanlaunched in July 2008). Major events have happenedsince thattime: thereisno
need toinsist on the transformative process within statesinvolved in the Union for the Mediterranean,
some of them are critical for EU oil and gas supplies.

A development would have deservedmoreinterest from the EU policy makers: the Eurasian Customs
Union (ECU) of made Russia, Belarus and Kazakhstan, which acquiredinstitutional coherence and
efficiency. Infact, the FSU canalso be seen as having been partly maintined, not only through ECUand
other regional organizations. The war in Georgia in 2008 marked a turning point. By using military
force, Moscow has conspicuously added amilitary componenttoits foreign and energy policies. This
extra dimension, coming on top of energy investment and infrastructures within the region, may be the
bonding agent that maintains the notion of FSUin the foreseeable future, especially if Western countries
use military force in other parts of theirneighborhood (Libya, Mali—and possibly Syria).

In the current context, a special attention should be paid to two countries: Ukraine and Azerbaijan. Both
arerelated giventheir differentrole in EU gas supplies. In April 2010, Ukraine and Russia signed the
Kharkiv Agreements{discount gas deliveries against military presence). Whereas Brusselsnegotiates
withKieva Deep and Comprehensive Free Trade Area (DCFT A) on conditionality, Moscow
emphasizes the benefits of the ECU explaining that a DCFT A wouldseriously damage Ukraine’s
economy. Since 2009, there is also a clear strategic choice madeby Moscow to decreaseits gas transit
dependency on Ukraine to get access to the European market: for Gazprom, the operatingNorth
Stream and the SouthStream project are aimed at developing a transit -diversification policy. From the
EU Commission point of view, this debate has been summed up for a while by a project-word:Nabucco.
InJune 2013, instead of choosing Nabucco, the Shah Denizconsortium favored the TAP (Trans Adriatic
Pipeline) for its gas transportation to Europe. The EU continues to ne gotiate an association agreement
{(without a DCFT A) with Azerbaijan. In August 2013, Vladimir Putin visited Baku, and energy
agreements between SOCAR and Rosneft wereannounced.
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POLICY ISSUE

The forthcoming November 2013 Eastern Partnership summit in Vilnius is challenging. A redesign of
EU external policy towardsits Eastern neighborhood, as its Mediterranean flank is in deep turmoil. Part
of the challengeis tointegrate energy supplies into a robust neighborhood policy taking into account the
keyinfluence of Russia.
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‘Relaunching the G20’ [Extract]

Mike Callaghan
Lowy Institute for International Policy

THE G20: A POSITIVE START BUT GROWING CRITICISM

The establishment of the Group of Twenty (G20) Leaders’ Summits has been a significant development
in global economicleadership. This was underlined by the forum’s initial responseto the global financial
crisis. US President Barack Obamadescribed the G20’s London Summitin April 2009 as a ‘turning
pointin our pursuit of global economicrecovery, with the G20 leaders agreeing to unprecedented steps
torestore growth and preventa crisis like this fromhappeningagain.’

Outside observerssharedthe President’s view. Inan opinion piece for the Brookings Institution, Colin
Bradford and JohannesLinn characterized the London Summit as‘...an enormous success in stopping
the dropin the global economy, in strengthening the financial and institutional capacity of the
international community to address future crises, and in pushing for national and global financial
regulation reform.’ They even predicted that'...in coming years, the London G-20 Summit will be seen
as the most successful summit in history, eclipsing the G8.

More recently,however, critics have questioned whether the G201is living up toitsrole as the premier
forum for international economic cooperation. Countries outside the G20 have claimed it lacks
legitimacy because it is unrepresentative, despite the factthat G20 members contribute over 80 percent
of global economicoutput. Recentleaders’ summits havebeen desc:rlbed asbeing littlemore than talk-
shops that have delivered few real outcomes.

Chris Giles, writing in the Financial Times on 18 June 2012, inthe lead-up to the Los Cabos Summit,
charged that living up toits billing as the world's premier economic forumwas always going to be a
challenge for the Group of 20. After a string of failures, the task for the Los Cabos G20 summitis to
stop the rot and prevent the organization from becomingirrelevant.’ He concluded: ‘Despite the hype
surrounding the April2009 London summit, whenleaders promised anew globaleconomicorder,the
reality hasbeensobering.... It has the right countriesaround the table, but the sheersize of the G20
prevents spontaneous discussion, participants say. Steriledebates withoutany chance of agreementby
countries to change policies are the orderof the day.’

Whatis more troublingis that publicinterest in the G20 agenda seemsto be diminishing. National
Perspectives on Global Leadership (NPGLY)’ isa joint project by CIGIand the Brookings Institution
that observes how national publics in G20 countries perceive theirleaders at global summits,asseen
throughlocal mediareporting. Its survey after the 2012 Los Cabos G20 Summit foundlittle or no
interest inissues on the formal agenda, such as financial regulatory reformand ‘green growth.” What
captured greatest public interestwere issues thatwere discussed byleadersin the margins of the
Summit, such as the conflict in Syria.




Much of the criticism of the G20is harsh, and expectations of what it canrealistically achieve have been
excessive. The G20 has shortcomings, butitis an active forum of international economic consultation at
the highestlevel. Ina highly integrated global economy, cooperation and dialogue are essential.

Nevertheless, some of the critics of the G20 have a point. Real leadership will be required from within
the forum for it to realize its full potential. To date, the G20has evolved in line with the ambitions and
processes of the countries thatchairit each year. The agenda has largely become cumulative. If this
approach continues, the danger is that the forum will bec ome weigheddown by procedural baggage and
an expanding agenda, and willlose whathasbeen thekey ingredientto its successso far—thedirect
imvolvement of the leaders and ministers of memberstates in dealing with the main challenges
confronting the global economy. The G20 needs strategic direction and broadagreement astoits
objectives, structure and processes.

As an open, trading economy, itis vital for Australia thatthe G20lives up toits potential and contributes
toa stronger and morestableglobal economic environment. As amemberof the G20 Troikain 2013—
comprising the past, present, and future chairsof the forum—and as chair of the forumin 2014,
Australiaisina position tohelpmake thathappen. One of Australia’s goals as chair of the G20in 2014
should be to put in place arrangements that will help ensure that, as the forum develops, it will remain
focused and effective.

TO BE EFFECTIVETHE G20HASTO BEFOCUSED

The G20has achieved a great deal. There is now a much closer dialogue between emerging-marketand
developed countries than existed prior to the crisis. The Framework for Strong Sustainable and
Balanced Growthis an historicexercise in mutual surveillance, in contrast to what was often perceived
as external surveillance by international bodies like the IMF. The G20 has helped reduce policy tensions
berween countries. It has contributed to positive policy development-s inmajor emerging markets, such -
as China’s moves towards greater exchangerate flexibility and its efforts to boost domesticdemand. The
G20 has helped drive a major effort to strengthen the regulatory framework for the financial system
through the work of the Financial Stability Board. It has also generated significant governance reforms
in the World Bank and the IMF.

But while these achievements should be acknowledged, issues relating to the effectivenessof the G20
must be confronted. The forum needs to build on what has worked, and avoid what has not. For this to
happen, there has to berecognition by all G20 membersthat changeis required.

The G20 must maintain its focus and notlose its inherentstrength, namely the engagement of leaders.
But to achieve this there needs to be a circuit-breaker to move beyond the current approach whereby
eachyear’s chair buildson the agendaand processes of their predecessors. Without a break with the past,
the G20 will be left with an ever-expanding agenda and proceduresthat will undermine the effectiveness
and credibility of the forum.

To prepare ground for changethe following approach should be pursued: Startthe conversationabout
change within the Troika in 2013: the Russian chair is already seeking to focus the agendaand improve

50



the processes of the forum, and this shouldbe fully supported. But there shouldalsobe a broader
discussion within the Troika about the need for a fundamental overhaul of the G20 processes.

Hold ahigh-level seminar: Australia,as 2014 chair, shouldconvene a high-level evaluation seminarat
the end of 2013 to discusshow G20 processes could be made more effective. It should be more thana
talk- shop. There should be a pragmatic discussion on specificchangesthat would enhancethe
effectiveness of the G20. The seminar could be held back-to-back with the first Sherpa’s’ meetingunder
the Australian chair in December 2013.

Drawing on the outcomes from the seminar, Australia, as chair, should preparespecific proposals for
what could be termed the ‘relaunch’ of the G20in 2014in order to reform its procedures and agenda.
These proposals should be discussed at meetingsof G20 finance deputies and Sherpas. The proposed
changes couldthen be discussed at the first meeting of G20 finance ministers and centralbank
governorsin2014,and agreed changesadoptedfor the 2014 leaders’ summit. In particular, Australia
should make changesto the way the leaders’ agenda is decided and progressedin 2014 and establish this
asa precedent for subsequent years. The goal should be tokeep the G20 leaders focused on the key
issues, maximize their involvement in areas where they can make a difference, and ensurethat the
messagescoming from their summits are clearly communicated.

A multi-tracked approach: rather thanleaders attempting, or pretending, to cover all items on the G20
agenda,afocusedleaders’ agenda should be adopted alongside a singleleaders’ declaration or
communiqué. Much of the current work within the G20 couldcontinue at the official level and in
consultation with the international organizations. The outcome of this work wouldbe reportedona
dedicated G20 website, ratherthan being partof the leaders’ communiqué from each year’s surnmit.
The meetings of finance ministers and central bank governors shouldalso be morefocused and strategic,
whichwould bereflected in shorter and more targeted communiqués so that the key messages are not
lost. ‘

Leaders’ and ministers’| governors’ meetings shouldbe asinteractiveas possible:lengthy presentations
by international organizations or status reports on work programs shouldbe eliminated. Thesematters
should be covered indocuments tabled in advance of the meetings. The practice of having many ‘lead
speakers’ for each agendaitemshould be dropped Formalset-piece interventions should be
discouraged. The chair of the meeting shouldensure that the discussions are focusedonachievingan
‘outcome.’

The measure of success for drafting leaders’ and ministers’ communiqués should not be a text that aveids
all contentious issues: the objective of officials should alwaysbe to facilitate 2 meaningful discussion
between leaders, ministers, and centralbank governors. That means officials should focus onidentifying
the critical roadblocks that needto be discussed by leaders and ministers. The chair of the leaders’ and
various ministerial meetings should be encouraging debate, and hopefully resolution, on the areas of
difference.

Keep the focus on the economy: given the considerableuncertainties confronting the global economy,
the focus of the G20leaders’ and ministerial processes should remain on the economy. If the G20 is
reallytobe the premierforum for international economiccooperation, its main focus must be on
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helping to stabilize the global economy and achieving sustainable economicand jobs growth. Itmust
not be distracted and should be flexible in responding to changesin global economic conditions.

The Framework for Strong Sustainableand Balanced Growth and the MAP should be central to the
G20’s agenda and narrative: the Framework provides a pathway for moving to a post-crisis world that is
characterized by strong, more sustainable and more balanced economic growth. It shouldbe the
mechanism that is used to respond to all vulnerabilities confronting the globaleconomy and is flexible
enough torespond tothe unexpected. It should also be centralto the G20’s public narrative, used to
demonstrate that the objectives and policy measures or member states are consistent.

The risk, however, is that the Framework and the MAP will degenerateinto a routine, procedural
exercise for technocrats. T'o avoid this happening, finance ministersand central bank governors should
consider ways to strengthen the MAP. Thesewould include: ensuring that thereare common goals and
the need for complementary policy action; fostering an active debate between leaders, ministers and
governors onkey areas of dispute; keeping the Framework member led while fully utilizing the
assessmentsundertaken by the international organizationsof members’ policy performance in order to
enhance accountability; focusingmore extensively on the ‘up-side’ scenarios presented by the IMF staff;
and recognizing the need to balance short-term policy imperatives with desirable medium-term actions.

CONCLUSION

Many observers of, and participants in, the G20 agree that an ever-expanding agenda is damaging the
effectivenessof the forum and thatit is being weighed down by a growing amountof procedural
baggage. The G20 must maintainits focus, but to do so there must be a distinctbreak with the
procedures of the past. G20 membershave to collectively agree that the forum will not simply follow
established practicesand will in future do thingsdifferently. In this regard it will be important tolearn
from the history of the forum and retain what has worked, and dispensewith what hasnot. Thisisa
challenge Australiashould take up when it chairs the G20in 2014.

[n particular, the G20needs to build onits key strength, namely its ability to bring together the leaders of
the world’s most important economies to confrontkey global economicchallenges. This means taking
steps toensure that the interest and engagement of G20leadersisretained, includingby ensuring that
theiragendais focused only on the most important and unresolvedissues. Moreover, given the
uncertainty and fragility of the global economicenvironment, the highest priority of the G20 should be
on restoring sustainable growth. Thiswill continue to be the key measure of the forum’s credibility and
its ability torealize its potential for global economicleadership.




In Search of a Sustainable Future for the G20: Disciplined Process,
Realistic Expectations, New Measures of Success

Memduh Karakullukcu
Global Relations Forum

There appears to be a general sense of disillusionment about the Group of Twenty (G20) as an effective
global governance mechanism. Disappointment typically stems from the incongruent expectations and
performance. Therefore, thinking constructively about the G20requires a critical evaluation of
expectations together with an assessment of the efficacy of actual G20 processes.

The G20is a platform that brings together national leaders, driven by national political concernsand
national interests, to agreejointly onresponsesto global challenges. The membernations are quite
diverse in their wealth levels, political culture, population and economicsize as well social psychology.
Given these conditions, divergence of national priorities is almost inevitable. The divergenceranges
from fundamental economic priorities to the style of political leadership.

Ata fundamentallevel, the developednations in the G20 are primarily concerned about maintaining the
prosperity level and standard of living of their citizens, whereas mostdeveloping nations are focusedon
sustaining their remarkable growthrates. “Maintaining wealth” and “catching up” usuallylead tovery
distinct policy priorities. This rifrunderpins diverging outlooks on many globalissuesincluding financial
regulation, rebalancing, monetary policy spillovers, climate change ete.

There are faultlinesat amore artificiallevel as well. Some leaders may view the G20 as an opportunity
to promote their national standing or even toair their moralisticoutlook on global issueswith a limited
concern for actual results whereas others may measure their success predominantly by the joint actions .
of the G20. This divergencebetween a preference for grand standing and actual results may even exist
between politicalleaders and bureaucrats and experts in their own country.

Atanother level,some nations try to protect their privileges associated with other smaller groups such as
G8, BRICS, and UNSC at the expense of limiting the G20 mechanism and agenda. Onthe other hand,
those left out of these smaller groups may havean incentive to distinguish themselvesby working on the
legitimacy gap of the G20 and position themselves as the proxy representative of those nations notin
the G20. Thatimplies anincentive to broaden the G20 agendato appeal tonon-members.

Given these and other structural divergences, itis importantto set expectations realistically. It is equally
important to design the G20 processes creatively in recognition of these faultlines and with a view to
bridging them over timeas the contextevolves. Otherwise, disillusionment with the G20 may be
unavoidable.

With this context inmind, there may be different approaches to making the G20 moreeffective. Tothe
extent that one believes in the dominance of common global interests over myriad fault lines, procedural
remedies and improvements will be the more relevant approach to enhance G20 effectiveness. If, onthe
other hand, faultlines are viewed as a fundamental barrier to consensus and joint action, other
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innovations would be necessary. These approaches are not mutually exclusive and may require
concurrent experimentation by G20 Presidencies. The following outline someideasfor
experimentation, starting froma premiseof “strong common purpose” and moving to a more skeptic
view of “shifting fault lines.”

STRICTPROCESS MIGHT DISCIPLINE G20:

L I fat.

One could argue thatthe faultlinesamong the membersare not deep and that the interdependence
especiallyin globaleconomics and finance can anchor an effective G20 process.

Sucha premise would justify a beliefin the viability of achieving consensus by streamlining G 20
processes.

First, the agenda could be strictly and narrowly shaped around the Frame work of “strong, sustainable
and balanced globalgrowth.” The Presidencieswould be requiredtolink any new agenda itemsto this
core domain of interdependence. The currentagenda accumulation problem can be further curtailed by
introducing clear sunset conditions to each new proposeditem. Also, the Troika can be used more
effectively to achieve continuity racher than allowing expansion of the agendawith each Presidency.

Second,agenda itemsmay be formulatedto include concrete policy alternatives (mobilization of funds,
institutional mandates, launching new institutional mechanisms, dictating harmonization of domestic
policy actions etc.) builton extensive preparatory work. Furthermore, the joint decision process of G20
countries can be streamlined by assigning the negotiation processto different levelsof the political
hierarchy. The leaderswould be discussing only the key issues and groupmgs of ministers wouldtakeon
the responslblhty for negotiating other agendaitems.

Finally, although there areno formalmechanisms to force members to abide by agreednorms,
transparencyand peerreview of progressmay be used as inscrumentsof soft pressure. Similarly,
international organizationsmay be given stronger mandatesto coordinate and implement policy action
atdifferent levels of policy-making.

BROADER G20 AGENDA MAY BEWELCOMEASTHE BASISFORA
“GRAND BARGAIN~":

The usual assumptionis that as the G20 agendabroadens, effectiveness is diminished. However, from a "
more skeptical vantage point, a broader agenda may be the only way to achievea “grand bargain” in the
context of so many fault lines and divergent priorities in the G20.

Furthermore, the desireto constrain agenda creep may simply be unrealistic as each Presidency hasthe
incentive toleave its mark by formulating or reformulating the agenda. Although some Presidencies may
be more disciplined in focusing on the core, the general trend appears to be in the opposite direction.

Asindicated before, the policy rift between advanced economies and advancing economiesis
fundamentalwith implications for almostevery policy domain. Confronting that divergence directly by,

60



o v -

for example, forcing a rapid currency adjustment or constraining national monetary policyislikely tobe
futile and counterproductive. Instead, it may be moreproductive to bring in global trade, energy issues
and even intellectual property concerns toallowfor a “grand bargain” in negotiating what is essentially
anallocation of future global growth prospects and job opportunities.

However, it would be important tokeep these agendaitems as part of a whole rather than
compartmentalizing them because the appeal of this high-risk (in terms of efficacy) G20 approach liesin
the ability to get results by balancing various interestsin one ambitious policy agreement.

G-20 POLICY OUTPUTS MAYBE ALLOWED OREVEN ENCOURAGED
TO INCLUDE “CONTINGENCY PLANS”:

Most G20 observers appearto measure the G20’s success by jointaction whichinitselfmaybe a
limiting approach thatinevitably makes the G20 an ongoing disappointment. It may be wiser to
reformulate and broaden expectations thatwill both allow for a more positive assessment of the G20
process and also guide it tojoint action over the longer run.

Specifically,it may be possibleto focus the attention of G20 governments and avoid the existing
faultlines by targeting contingencies of global significance. Experience indicates thatconsensus is
achieved most effectively when crisesoccur. Rather than waiting for crises, anticipating and preempting
them by agreeing on well-defined trigger thresholds for actionmay prove tobe a useful methodology to
achieve consensusamong G20 countries.

Disruptions tofossil fuel flows, rapid shifts in climate, food and water shortages, building up of global
financial tensions areall contingendies with global impact and will cettainly receive the attendon of G20
members. However, actionin the absenceof anactual crisismay be glusive. * .~

However,itmay be possible to agree on threshold measures that will trigger pre-committed joint action.
Tothe extent that these crisis thresholds appear to be notimminent, members' aversion to constraining
their policy flexibility is likely to be overcomeby moral and even political considerations.

This would at least limitand set the boundary conditions of globalrivalries and non-cooperation. Once
these mechanismsare established, it would be possibleto tighten the thresholds in future G20 meetings.

When joint action appears elusive, it may be better to reformulate expectations and introduce goals that
may,not immediately but gradually, guide the G20 tojoint actioninthe future.

INTHE LONGER RUN, MOBILIZING NATIONAL PUBLIC OPINIONS ON
GLOBALISSUESISTHE MOST ROBUST APPROACHTO ANEFFECTIVE
G-20

Asnational leaders are accountableto the public in their respective countries, their decisions on global
issues are unavoidably shaped by the national impact of those policies.
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If one is deeply skeptical aboutthe prospects of any substantive G20 actionin this context of divergent
national public demands, then the most promisinglong run solution s to build popular understanding of
and support for the pressing global issues.

A possible and technical dimension of such an effort may be to devise and promote metricsthat reflect
global trends and interdependencies. Almost all current national policy debates revolvearound and are
conditioned by national metrics of growth, jobs, inflation, risks etc. It would be a relatively easy technical
task to develop and promote globalmetrics that may gradually lead to te emergence of convergent
understanding of global problemacross nations. .

Although building popular support may have no immediate use for current G20 effectiveness, it should
be an ongoing element of every Presidency’s agenda.

CONCLUSION

Effective global governanceis a core long-term challenge and islikely to become more so as the global
interdependenciesincrease. G20is among the few mechanisms that areavailable to address thisneed. Tt
is critical to think broadly and creatively aboutthe bottlenecksand the possible remedies. Defining our
expectations of successnarrowly will almost certainly leadto frustrationand the gradualloss of
confidence in the G20 platform.

Itis certainly necessary to streamline paths for immediate joint action where possiblebut it is equally
critical toinvest inabroaderset of G20 processesand measures of progress in global governance.
Exclusive focus onimmediate action may comeat the expense of losinga platform that may prove its
worthin thelonger run. :
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Does the G20 Have a Future?

Andrés Rozental
Mexican Council on Foreign Relations

In spite of the seven Group of Twenty (G20) leader summits held so far since 2008, it is premature to
draw definitive conclusionsabout the future of the G20, which has yet to graduate fully froma crisis-
response bodyto anagenda setting global steering committee, and from solving short-term financial
disequilibriato establishing global economic governance. The main task for the G20, the self-appointed
premier forum for international economic cooperation, continuesto be the adoption of medium and
long-term financial regulatory reforms to mitigate the world’s worst economic crisis since the Great
Depression and to stimulate renewed global economicgrowth.

The impact of the G20 on the managementof global financial affairs has beenrelatively positive and
significant, yet up tonow insufficientto prime the world’s main economicengines to regeneratereal
growth. Althoughthe G20 could do considerably more regarding the international economy, the
financial crisisand some of the major political issues that have remained deadlocked or unsolved in other
fora,enlarging the agendahas proved difficult, mainly because economicrecoveryis proving slow to
arrive inmost of the world’s economies, and in part because the group’s membershave very different
views on both the diagnosis of whatis needed to put the global economy on a strong, sustainedgrowth
path,and on what a broader agenda should entail. Until now, only the Seoul summit was ablein practice
toinclude twonew agendaitems: development and anti-corruption, both of which were closely tied to
the economic and finandalstream of the G20’s work.

French President NicolasSarkozy, the summit’s host in 2011, tried to getthe G20leaderstoenlarge the
group’s agenda. He proposedinter aliaUN Security Council reform, climate change, energy security
among possible additionalissuesfor the G20 to consider but failed to get support for their inclusion.
Other leaders would gd further toinclude politicaland security issues, suchas nuclear proliferation,
terrorism, or drugs and organized crime.

Itremains to be seen how far the common ground among the world’s most powerful leaders will expand,
and a shared sense of responsibility for global governance emerge. Unlike the members of the more
politically and economically homogeneous G7/8, economic policy makers from the G20’s emerging
economies have less experience with the peer review processesthat have facilitated policy coordination
among advanced economies. In this forum it is possible that the differences in culture, language,
experience, economic philosophies and interests of the G20 will just be more starkly apparent, but no
easier toresolve.

Sofar, there has beensome dispositionin the G20 ro merely stake out positions, rather thanto enter
into cooperative problem solving. Further, the morenarrowthe financial scope of the G20’s work, and
the more leaders are expectedjust to endorse extremely technically complex outcomes pre -negotiated by
their finance ministersand officials, the less compelling the G20 format will be for the leaders. If the G8
experience is any guide, the G20leaders must either broadentheiragenda or tackleglobal problemsthat
go beyond the immediate finandial crisis or the forum couldslowly becomeirrelevant.
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The St. Petersburg Summit that justtook place doesnot seem to have furthered the institutionalization
of the G20 as this more relevant global steering committee prepared to deal with the world's pressing
political and socialissues. The forthcoming summits in Australiaand Turkey offermorehope because
they will take place in countries thathave considerably more at stake in the longer term survival of the
(G20 process.
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The euro arca has suffered two recessions in the last five years. GDP contracted for five
consecutive quarters starting in the spring of 2008; the fall came to more than 4 percent in 2009.
The subsequent recovery was short-lived: the outbreak of the sovereign debt crisis in mid-2011

was followed by six quarterly declines. In 2012, GDP was still 1.3 percent less than in 2007.

The signs now are that the contraction is drawing to a close. GDP resumed moderate growth
in the second quarter of this year, reflecting the expansion of exports and progress in domestic
demand, and the confidence indicators improved somewhat over the summer. Actual and

expected inflation remain subdued, well below 2 percent.

However, the timing and strength of the recovery are still highly uncertain. The resolve with
which European and national authorities continue to implement the reform strategy devised to
deal with the crisis will be decisive for financial conditions and for business and consumer
confidence. Externally, the slowdown in the emerging economies and the recent geopolitical

tensions in the Middle East threaten to undermine the prospects for world demand.

The crisis did not hit all the euro-area countries in the same way, and the recovery is
correspondingly asymmetrical. In Italy the recession has been longer and deeper than in most
other countries. Last year’s output was almost 7 percent less than in 2007. In the first half of
2013 GDP diminished again, but at a slower pace, with exports still providing the main
stimulus. The latest indicators are consistent with gradual improvement: the decline in output
should come to a halt in the coming months. The downside risks to this scenario are

compounded by investors’ concerns about possible political instability.

The spark that ignited the sovereign debt crisis in the euro area at the end of 2009 was the
unveiling of the dramatic state of the public finances in Greece. But the tensions soon fed on
the economic weaknesses of other member states — macroeconomic imbalances, real-estate
bubbles, distressed financial systems, high public debt. The crisis became systemic in the
summer of 2011 with the announcement of the involvement of private investors in restructuring
the Greek debt, which made the markets suddenly aware of the implications of the no bail-out
clause in the EU Treaty. These events laid bare the incompleteness of the European
construction, the euro being a “money without a state”. The spreads between the government

bond yields of the fiscally weak countries and the German Bund soared.



A serious crisis of confidence in the very survival of the single currency ensued, with
adverse consequences for the real economy. The situation deteriorated most severely in the
banking systems of the countries most directly affected by the tensions, whose perceived credit
standing soon aligned with that of their sovereigns; wholesale funding conditions deteriorated
sharply, cross-border interbank lending all but dried up. There emerged a perverse loop
between fragile public finances, weak economic performance, and deteriorating bank

conditions.

Given the risk of a severe credit tightening, the Governing Council of the ECB took resolute
action, With two special refinancing operations in December 201t and February 2012 the
Eurosystem supplied banks with a trillion euros in three-year funds (over €500 billion net of the
volume of funds reimbursed in other refinancing operations). The liquidity injection was

effective: sovereign spreads dropped and the wholesale markets revived.

Europe’s response to the sovereign debt crisis has been twofold. Domestically, to rein in the
risks from unsustainable public finances, individual countries have committed to prudent fiscal
policies and structural reform to enhance competitiveness. At European Union level, to dispel
the fears of euro break-up and “redenomination risk”, a reform of economic governance has

been undertaken.

National action on the sovereign debt crisis has been heterogeneous. Fiscal adjustment was
indispensable in the more economically fragile countries, including Italy, to ward off the risk of
losing access to the market, which would have precipttated the crisis. Its negative short-term

effect on economic activity was the price paid for averting more serious consequences.

With the benefit of hindsight it is clear that the reform of European governance was long
overdue. The long-dormant process was effectively set in motion by the sovereign debt crisis.
Despite hesitancy, overlaps and redundancies, within a very short span of time definite progress

has been achieved.

Together with the efforts at national level, the reform of European governance has begun to
rebuild trust among member states. The strengthening of the budgetary rules, which has
reinforced existing commitments and made them more credible without imposing more
demanding targets, and the extension of multilateral supervision to macroeconomic imbalances
have accompanied the institution of mechanisms for managing sovereign debt crises and paved

the way for discussion with a view to deepening European integration.



Until recently, Europe lacked the tools for managing a sovereign crisis. Between 2010 and 2012
EU countries disbursed some €280 billion in loans to their partners in difficulty, either directly or
through the newly established common financing instruments (the European Financial Stability
Facility, EFSF, and the European Stability Mechanism, ESM). Italy’s contribution amounted to €43

billion, which according to official estimates will rise to more than €60 billion in 2014.

The European reforms are still in the making. Their full pay-off, as well as the reward for
national efforts, will come in the medium term. In the meantime, the distortions still affecting
the financial markets could undermine the transmission of monetary policy and jeopardize the
entire process. This risk materialized in the spring of 2012 when sovereign spreads started
widening again. By July the differential between 10-year Italian BTPs and the equivalent
German Bunds had once more exceeded 500 basis points, against the value of about 200 points

then estimated to be consistent with the two countries’ economic fundamentals.

The ECB Governing Council reacted by announcing Outright Monetary Transactions
(OMTs), a new method of intervention on the secondary market for government securities
whose purpose is to counter excessive increases in sovereign yields where they stem from
redenomination risk and distort monetary policy transmission; as such, they are fully within the
Eurosystem’s mandate. The announcement of OMTs produced immediate benefits: medium-
and long-term yields in the countries under pressure decreased and the fragmentation of

markets along national lines was attenuated.

OMTs were made possible not only by the credibility of the Eurosystem but also by the very
process of reform they intend to protect. The fears of euro reversibility are linked in the first
place to concerns about the sustainability of the public debt and the competitiveness of some
member countries. For this reason the activation and continuation of OMTs are subject to
specific commitments regarding the public finances and structural reform, as part of assistance
programmes. The financing of the programmes with the ESM’s resources is an incentive to
strengthen the governance of the Union further. Monetary policy can guarantee stability only if

the euro area’s economic fundamentals and institutional architecture are consistent with it.

Confidence in the irreversibility of the euro is the key. In the short term, the effective use of
ESM resources will preserve the progress made and safeguard the rights and the efforts of those
who have helped to develop the instruments of financial support. The OMT announcement
prevented a financial collapse with potentially ruinous consequences for the European economy:

all the member countries benefited, not just those at the centre of the sovereign debt crisis.



Towards deeper European integration: the Banking Union

To ensure stability over the longer run, the effort to reform the European governance has
been stepped up. The subsequent stages are outlined in the repbr’t Towards a Genuine
Economic and Monetary Union (presented in June 2012 and updated in December by the
Prestdent of the European Council, working closely with the Presidents of the European
Commission, the Eurogroup and the ECB) and in the Blueprint for a Deep and Genuine
Economic and Monetary Union publishéd by the Commission last November. Both documents
envisage a banking union, the introduction of autonomous fiscal capacity for the whole euro

area, and a common budget; they set the scene for the eventual political union.

A keystone of institutional reform, Banking Union is crucial to break the perverse feedback
loop between sovereigns and domestic banking systems. It has three key components: a single

supervisor, a single bank resolution mechanism, and a single deposit insurance scheme.

In the summer of 2012 the European leaders decided to give priority to the construction of
the first component, the Single Supervisory Mechanism. The SSM comprises the ECB and the
national supervisory authorities. For the largest banks it will be based on strict integration of
European and national structures. For the others, it will involve the direct responsibility of
national authorities, under common guidelines; the ECB will retain the right to take over direct
supervision responsibilities where circumstances warrant. This far-reaching institutional
innovation will require an organizational adaptation as far-reaching and at least as complex as
that leading to the single monetary policy. The delicate launch phase will require substantial
investment in human resources and technical infrastructure. The national supervisory
authorities’ workload will not diminish, as we strive to build a unitary new mechanism from
frameworks that differ in many respects. The preparatory work is proceeding at the greatest

speed compatible with the challenges of the task.

Building on the technical experience and reputation of national authorities, the SSM will
have to ensure a supranational vision. Supervisory practices within the euro area are quite
heterogeneous. It is vital to avoid any lowering of standards and instead to converge on the best
practices in supervisory methodology, modelling and assessment of banking risks. This will
ensure early warning of emerging instability at individual banks and at systemic level. We
attach special importance to aspects that are a fundamental part of the tradition of the Bank of
Italy, such as the central role of on-site inspections, methodologically robust quantitative

analysis, and close interaction with banks.



If successfully managed, the SSM will bring substantial benefits to the single market: it will
fmprove the effectiveness of monetary policy transmission, counter the ring-fencing trends
obsefved in the last years, thus fostering financial integration, facilitate comparison between
banks and banking systems in different countries, and in this way improve the monitoring,

control and mitigation of vulnerability factors.

Work is also continuing on the single resolution mechanism (SRM), the second component
of the banking union. This is indispensable to align the responsibilities for supervising banks
and handling crises. The Bank Recovery and Resolution Directive is intended to harmonize the
heterogeneous national practices, rules and tools for bank crisis management and keep rescue
operations from being financed with public funds. The Directive lays down a number of
preventive measures, together with rules for timely intervention and resolution, including the
bail-in of bank creditors. A fund to be financed by the banks themselves will be earmarked for
bank resolution. The European Commission recently issued a proposal for a Regulation —
which should be fully operational in 2015 — to institute an SRM under a single resolution
authority and with pooled resources. Concerning the third component of the Banking Union, a
draft directive has been prepared to implement a common network of national deposit

guarantee schemes by the end of this year.

The institution of the SRM must proceed expeditiously, with appropriate negotiations
between national and Community authorities. Once the mechanism is fully operational, the
availability of adequate resources will allow the cost of crises to be divided between the bank’s

shareholders, creditors and the banking system as a whole.

During the transition to the SRM, the risk of a vicious circle between a fiscally weak
sovereign state and its fragile domestic banks persists. The ESM will only be able to directly
recapitalize banks — with the aim of restoring their viability and obtaining a remuneration of the
capital invested — after the effective entry into operation of the SSM. There remains the
possibility of using ESM funds indirectly, by means of loans to member states, but this would
bear on the public debt of the countries concerned, bringing the bank-sovereign loop back into

the picture.

The comprehensive assessment of the main European banks ...

With a view to the launch of the SSM, the ECB and the national supervisory authorities

are working to undertake a comprehensive assessment of the soundness of the significant



euro-arca banks, those that wilt fall under the direct supervision of .the SSM. This
assessment consists of thorough analysis of each bank’s risk profile, comprising an overall
balance-sheet assessment (BSA), including an asset quality review, and.a stress test. The
exercise will also cover other relevant aspects of banks’ business, including leverage,

corporate governance and organization.

_ The comprehensive assessment is designed to make sure that the area’s main banks are
managed in a sound and prudent manner, helping to dispel market concerns over their
soundness and risk profiles. Significantly, from the outset the assessment will also foster
confidence in the SSM itself, reinforcing mutual trust among participating countries. It will
therefore be a fundamental step in normalizing wholesale markets and restoring the banking

system to its principal, fundamental role of supporting economic activity and growth.

In order to attain these objectives, the comprehensive assessment must be completely
transparent, as regards not only results but also process and methodologies. The appropriate
involvement of external reviewers may enhance the credibility of the exercise. Attention
must obviously be paid to potential conflicts of interest and problems of confidentiality. -

Also, level-playing-field issues among participating banks must be avoided.

The design of the balance-sheet assessment must recognize that national accounting and
supervisory practices differ radically, especially in the definition and measurement of non-
performing loans (NPLs). The European Banking Authority (EBA) is working to make
definitions uniform across systems and has recently issued a consultation paper on the
matter. This is a step in the right direction and should be finalized in time for its results to be

used for the BSA. In any case, the BSA requires a de facto harmonization of NPL definitions.

National practices also differ substantially in the measurement of risk-weighted assets,
the denominator of regulatory capital ratios. Differences in the models used by banks to
compute capital requirements — or in the approaches adopted by supervisors for validating
them — may undermine the comparability of banks’ capital, so the BSA will have to pay
close attention to the way in which these models compute the risk weights of different
categories of assets, including off-balance-sheet items and “level 3™ assets (non-traded assets
whose fair value is estimated through internal models). Again in this case, de facto

harmonization is necessary.

Furthermore, in order to be fully credible and to be perceived as a confidence-building

exercise the comprehensive assessment must be rigorously designed and carried out, with



clearly defined and well motivated thresholds for gauging any capital shortfalls. If, as
observed earlier, one of the objectives of the Banking Union is to break the perverse
feedback loop between banks and sovereigns, then an essential prerequisite is the presence
of adequate backstops against the capital shortfalls that may emerge from the BSA. Also, to
avoid pro-cyclical effects, clear and extensive communication of the process and its results
is necessary. The mistakes of the past in the sequence of the actions taken by different policy

makers should not be repeated.

... and a perspective on the Italian banking system

The HMalian banking system offers a few illuminating examples of the problems and
challenges of the comprehensive assessment. In the international comparison Italian banks
appear to have a high NPL ratio and a low coverage ratio (i.e., the ratio of loan loss
provisions to gross non-performing loans). But it is clear by now that the comparison is
vitiated by disparities in accounting and supervisory practices, which must be taken into

account in order to obtain a fair assessment.

A case in point is the treatment of collateralized loans. Some major European banks do
not classify fully collateralized loans as NPLs, while in Italy loans are classified on the basis
of the borrower’s creditworthiness, irrespective of collateral or guarantees. Both practices
are fully consistent with international accounting standards enforced in Europe, but the
Italian method makes the bank’s balance sheet more transparent for investors. If Italian
banks used the same definition as some foreign banks, their stock of non-performing loans
would fall by about a third, decreasing their average NPL ratio significantly and raising their
coverage ratio; at the same time, the rise in the NPL ratio in the recent years would be less
accentuated, reflecting the sharp increase in collateral demanded by Italian banks in reaction

to the deteriorating economic outlook.

Let me be clear: 1 am not suggesting a relaxation of the ltalian definition of NPLs —
which, by the way, is broadly in line with the one proposed in the EBA consultation paper. |

am arguing that the BSA needs to take this and other sources of heterogeneity into account.

Similar considerations apply to leverage. Italian banks have lower leverage than their
international competitors, partly because of their relatively small volume of business in
derivatives. Arguably, their operational risks are also comparatively low: Italian banks have

not been involved in any of the serious episodes of malpractice or the market-rigging



schemes that have damaged the reputation of some foreign intermediaries and cost them
expensive legal settlements. These and other sourcés of heterngeneity, which tend to bias
international comparisons against [talian banks, have been documetited by.the'Bank of ltaly
in its Financial Stability Report as well as by market analysis. They will have to be duly

taken into account in the comprehensive assessment.

These arguments are intended simply to support a fair approach to the forthcoming BSA;
they are not meant to downplay the risks that the Italian banking system faces. While Italian
banks have demonstrated good resilience overall, thanks to their sound fundamentals at the
outset of the financial crisis, the sovereign crisis and two long and deep recessions have put
their balance sheets under severe stress. NPLs have been rising steadily since 2008,
depressing profitability and raising concerns over provisioning among analysts and market
operators. And even though T have set out the reasons why we need to quickly enhance
comparability among European banks, we take these concerns seriously. Indeed, we have
taken decisive action to address these risks, and we are confident that this will improve the

outlook for the Italian credit market.

Apart from episodes of malfeasance, which are relevant but circumscribed, serious
difficulties mainly concern a handful of medium-sized and small banking groups. This class
of banks has been particularly hard-hit by the recession, owing among other things to lesser
diversification of risks and revenues. Additional challenges have sometimes been raised by
weak ownership and corporate governance structures, which may complicate capital
strengthening and adaptation of business models. Intense supervisory actions have been —
and continue to be — taken on these banks. In some instances special administration has been

necessary to allow a clear recovery and return rapidly to ordinary management.

The Bank of Italy regularly reviews banks’ asset quality as part of its standard
supervisory activity, assessing the risk exposure of each institution. The quality of banks’
assets is assessed continuously off-site, on the basis of detailed monthly supervisory reports.
In particular, the information contained in the Central Credit Register includes the exposure
of each bank to each individual firm: this enables us to assess the consistency of the different
banks’ classifications of the same borrower, checking that non-performing debtors are not
classified as performing by some intermediaries. Moreover, the Bank of Ttaly monitors the
adequacy of loan classification criteria through extensive on-site inspections, among other

things in order to curb the forbearance risk typical of economic slowdowns.



In the second half of last year, against the backdrop of an exceptional and largely
unanticipated macroeconomic deterioration, the Bank of Italy launched an ad hoc
supervisory review of the adequacy of banks’ NPL provisioning policies. This involved
simultaneous on-site inspections at 20 large and medium-sized banking groups whose
coverage ratios either were lower than average or had fallen significantly. The main findings
were published in a note posted on our website. Overall, the coverage ratio for the entire
NPL portfolio of the 20 groups rose from 41 to 43 per cent between June and December
2012, notwithstanding the sharp rise in NPLs themselves (the denominator of the ratio) in
the same period. In other words, the downward trend in coverage ratios since the beginning
of the crisis (2007-08) has come to a halt. The intelligence gathered in the course of the

review will also be used for the application of second-pillar capital add-ons.

Our supervisory action continues. We are closely monitoring the implementation of the
corrective measures that the banks were asked to adopt, while assessment of banks’ asset
quality and provisioning levels is still ongoing and has been extended to other banking .
groups in the course of regular on-site inspections. Any capital shortfalls that may emerge
will have to be met through proper actions within the banks’ perimeter of decisions and with

recourse to the market.

At the same time, we are taking care to minimize the pro-cyclical impact of banks’
actions on the availability of credit to the economy, This is why we have called on banks to
increase their internally generated resources by curbing operating costs as well as dividends

and executive and directors’ compensation.

Our current assessment is that notwithstanding specific difficulties, the challenge will be
met and market concerns will abate. But the state of the banking system is not independent
of the general economic environment. Action to revitalize the Italian economy and raise its

growth potential is thus as important as ever.

The move to the SSM must not blur our focus on the conditions of the banking system.
Supervisory standards and practices must be kept at the highest level of quality. This will
permit us to perform a homogenous and comprehensive assessment of euro-area banks, with
full disclosure of differences in business models but also with a common mandate to build

on existing strengths and to counter and shrink the areas of weakness.

coo



The crisis has constituted a fierce challenge for thé European construction. The threat of a
break-up of the euro; never taken seriously by the markets befofe, increasingly distorted
© asset 'pricés across the euro area. The economic and social costs have been severe.
Unemployment, especially youth unemployment, has soared. In the worst-hit countries

poverty levels have risen sharply, and social tensions have surfaced.

The responsible reaction of national and European authorities has averted the worst. The
recovery is now at hand, but downside risks remain significant. If we are to seize the
opportunity, we cannot relax our efforts. Ultimately, our economies must restructure to
become more competitive in brder to rise to the challenges of technological, demographic
and geopolitical change. We must press on with structural reform. The key to success will be
a shared determination to advance towards a fully fledged European Union. In the current

stage, the test of our resolve is the building of an effective Banking Union.
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7 Visco: the keys to recovery,
a full-fledged European Union and a European Banking Union

Speech by the governor of the Bank of italy to
the Council of Councils Regional Conference organized by IAl

In Europe, "recovery is now at hand, but downside risks remain significant. If we are to seize the
opportunity, we cannot relax our efforts” and must continue with structural reforms. Ignazio Visco,
governor of the Bank of ltaly is convinced that "the key to success will be a shared determination
to advance towards a full-fledged European Union. In the current stage, the test of our resolve is
the building of an effective banking union.”

The governor spoke this morning at the regional conference in Rome of the Council of Councils, a
group set up by the Council of Foreign Relations which brings together twenty of the most
prestigious think tanks in the world. The regional event was organized by the [stituto Affari
Internazionali (IAl), the only Italian think tank in the Council, and was held yesterday and today at
the Italian Ministry of Foreign Affairs.

Visco noted that technical measures cannot reptace political actions and recalled that the
European Union had to deal with two main risks: default in some country and the breakup of the
euro. Each country had had to put its own house in order, but some order had to be put into the
EU as well. Emphasizing the positive role the European Central Bank played in the crisis, the
governor stated "confidence in the irreversibility of the euro is the key to avoiding collapes.”

in his speech, Visco pointed out that "between 2010 and 2012, EU countries disbursed some
€280 billion in loans to their partners in difficulty, either directly or through the newly established
common financing instruments (the European Financial Stability Facility, EFSF, and the European
Stability Mechanism, ESM). ltaly’s contribution amounted to €43 billion, which according to official
estimates will rise to more than €60 billion in 2014.".

In his speech entitled, The Exit from the Euro Crisis: Opportunities and Challenges of the Banking
Union, the governor spoke of the Italian situation. Starting out from. the assertion that "the
recession has been longer and deeper in Italy than in most other countries”, he confirmed that
there are signs that the recession is coming to an end, even though political instability still poses a
threat to recovery. Citing figures from the ltalian National Institute of Statistics, he said that GDP
fell by 2.1% in the second quarter of 2013 and family spending by 3.2%. "The latest indicators,
however, are consistent with gradual improvement. Last year's output was almost 7 percent less
than in 2007. But “the decline in output should come to a halt in the coming months.”

The governor believes that, "fiscal adjustment was indispensable in the more economically fragile
countries, including ltaly, to ward off the risk of losing access to the market, which would have
precipitated the crisis”. Its negative short-term effect on economic activity was the price paid for
averting more serious consequences.

Visco ended with comments on the establishment of the bankfng Lanion, analyzing its impact on
the European and in particular the Italian credit system.
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Bonino: Syria, a window of opportunity of 2/3 weeks
to avoid military strikes

Address by Foreign Minister Emma Bonino
at the Councif of Councils Regional Conference organized by 1Al

Recent developments in the Syrian conflict, and in particular Russia’s proposal to place Bashar Al-
Assad's chemical weapons under international control, have created a window of opportunity for
diplomatic action, one that may ultimately avoid a military intervention. The time-frame, however,
is limited to two/three weeks, said italian Foreign Minister Emma Bonino, who also specified that
the full details of the plan must be made public before Italy can express any formal position.

According to Bonino, the fact that the Russian proposal was put forth, delaying the expected vote
in the US Congress, will postpone any decision to intervene militarily in Syria, leaving more room
for diplomacy. This window of opportunity is further increased by the upcoming annual meeting of
the UN General Assembly in New York, making it unlikely that a military reprisal against Assad's
use of sarin gas on 21 August will be mounted in the next two to three weeks.

The foreign minister spoke on 10 September during the regional conference of the Council of
Councils (CoC), a global network of 20 leading think tanks created by the Council on Foreign
Relations (CFR) in New York. This edition of the CoC’s regional conference was organized by
Istituto Affari Internazionali (1Al), the only Italian think tank to be part of the CoC’s global network,
and took place at Italy’s foreign ministry on 9-10 September. The final day of the conference was
opened by Ignazio Visco, governor of the Bank of Italy, while Minister Bonino delivered the closing
remarks.

During her address, Bonino denounced the weak and inadequate state of global governance and
stressed that Europe is not living up to its expectations but insisted that deeper consolidation and
unity is the solution. “We must continue down the road of greater institutional integration because
this is the only alternative to unilateralists and nationalists”, said the foreign minister.

“There are those who view the Eurcpean Union solely as a single market, those who are in favour
of a closer political Union on an intergovernmental basis and those who advocate a federalist
Union” added Bonino. “I am for a ‘light’ federal Europe, because | don't see any other system that
can effectively ensure democracy, accountability and diversity”.

What is needed is a federal Europe with clear competences in areas such as foreign and defence
policy but aiso civil rights: "Such a Europe would carry more weight on the international scene and
contribute more effectively to global governance in an ever more multipolar and interdependent
world”, added the foreign minister.

Istituto Affari Internazionali (1Al)

via A. Brunetti 9, 1-00186 Roma

Tel. +39 063224360 (Switchboard)
Fax +39 063224363

E-mail iai@iai.it
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