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Businesseurope ECOFIN Committee Meeting on 15 January 2009 –EU and MS face the emerging economic recession and implements recovery plans
1. Economic Situation
a) Presentation of key EU economic indicators 
Erik Sonntag presented the economic situation in the EU and national and EU stimulus plans. A recession of the order of 1.0-1.5% can be expected for the euro area for 2009. In a survey among member federations, 54% replied that national stimulus plans consider long-term structural challenges ‘absolutely’ or ‘to a large extent’.

b) Assessment of EU and national recovery plans (Bruegel)

D. Saha and J. von Weizsäcker from the Brussels-based think-tank Bruegel presented a recent paper on ‘Estimating the size of the European stimulus package for 2009’. They made the following points:

· automatic stabilizers are larger in the EU than in the US

· every government should spend the same in % of GDP on stimulus measures, but those with high deficit/debt ratios should include more structural reforms

· in some cases, the stimulus will kick in with considerable delay and risks being pro-cyclical
· there is a risk that policy measures are not sufficiently targeted with a small amount attributed per item lowering the overall impact of the stimulus package

· key issue now is the handling of the Stability and Growth Pact: Member States in exceptional circumstances get until 2012 to sort out public finances – there should be agreement to reform the SGP towards a commitment of stabilization in the medium-term through specific reforms, e.g. increase in retirement age

· certain stimulus measures do not count towards Maastricht deficit, e.g. early VAT repayment in France

c) Tour de Table

Members gave a short summary of the economic situation in their respective country and an assessment of policy measures. A number of federations emphasized that their country had little or no scope to implement additional measures (e.g. Italy, Greece, Hungary, Lithuania).

· Austria (Mr C. Helmenstein – IV): The stimulus package adds additional spending to a large tax cut programme. However, not sufficiently focused and risk of pro-cyclicality as it takes years to implement infrastructure programmes due to high regulatory requirements. 

· Portugal (Mr F. de Almeida – CIP/AIP): The stimulus measures are considered to be timely (easy to implement) and targeted. In particular the export insurance is responding to acute needs. Infrastructure measures should be implemented by July 2008.

· France (Ms A. Lépinay – MEDEF): While measures announced seem to be adequate and target investment, considerable delay is expected due to local political factors. It is an emergency and not a recovery plan, so it insufficiently addresses competitiveness problems. 

· Czech Republic (Mr O. Körner – SPCR): The country started from a good economic situation but suffers now under political weakness. Stimulus measures were launched, e.g. corporate tax cut and reductions of social security contributions, but further action is required to improve the business environment and there is scope for more spending.

· Spain (Mr A. Prieto – CEOE): Access to finance and a sharp increase in unemployment are key problems. The stimulus package is insufficient in terms of infrastructure investments but contains sufficient liquidity promoting measures. €8 bn will be used for local investments and €3 bn for strategic investments (e.g. R&D, environment…)

· UK (Mr D. Godden – CBI): GDP is expected to contract by 2% in 2009. Lots of pressure on public finances, will government be able to fund further borrowing? Need to restore access to credit through (1) public guarantee for bank lending to all sectors; if this is ineffective (2) direct state credits to private sector. The withdrawal of trade credit insurance is a further problem which might require the government to step in as insurer last resort, like in France. Sceptical on the effectiveness of the VAT cut.

· Netherlands (Mrs L. Van Beek – VNO-NCW): Modest stimulus package containing only fiscal measures. Some employees are paid by governments/companies jointly to avoid lay-offs. Public guarantees for credits only used by some banks, now agreement with other banks.

· Norway (Mr E. Soilen – NHO): the stimulus package will only be decided by end-January and amounts to 1% of GDP. Central banks have bought high-quality assets from commercial banks. 

· Ireland (Mr F. O’Brien – IBEC): The Irish GDP has contracted by around 2% in 2008 and a 4% decrease is expected for 2009. The VAT cut in the UK has led to a contraction of 2.3% of retail sales in Ireland. There is no need for additional infrastructure investments as public-backed investment projects amount to 5% of GDP each year. The sizing down of the public sector and the decrease in public sector pay should send strong signals to financial markets. Despite huge public deficits for the coming years, public debt should increase from a low level of currently 25% to maximum of 60%. 

· Germany (Dr J. Schudrowitz – BDI): The global downturn has hit Germany hard as 50% of manufactured goods are sold abroad. The stimulus package is welcomed and has a strong focus on public investment and will reduce social security contributions. 

· Italy (Mr R. Peduzzi – CONFINDUSTRIA): Weak productivity and high public debt are key problems. The government has adopted a budget consolidation plan until 2011 last summer and is very keen on respecting this. A contraction of public investment can be expected. Business asks for additional stimulus measures. 

· Greece (Mr A. Printsipas – SEV): There is not much room for a stimulus but there is government support for two key sectors. Business federations ask in particular for structural reforms with immediate effects.

· Hungary (Ms A. Lotos – MGYOSZ): Very badly affected with a GDP contraction of 3% expected for 2009. A target for euro accession could help but no room for fiscal stimulus. Companies introduced flexible working schemes to avoid lay-offs. The government counts on EU funds for SMEs. Business federations have set up an advisory group.

· Denmark (Mr T. Ilkjar – DI): Started from a record-low level of unemployment and a public surplus. Tax cut package for 2009 amounts to 1% of GDP. New proposals include a cut in the marginal income tax from 2010. Companies face serious credit constraints and discussion on the bank rescue plan have been relaunched. According to a recent DI survey of 600 companies, 37% face extreme difficulties to raise credit. The peg to the euro is very costly with interest rate spreads of 1.75%. There will be a public hearing on referendum on accession to the euro on 22/01. The government is committed to have public referendum on each of the 4 opt-outs but not before the adoption of the Treaty of Lisbon (due to new rules on Justice and Home Affairs)

· Luxembourg (Mr H. Wagener – FEDIL): Also just implemented a tax cut programme and high investments in infrastructure. Expect more spending on social measures and for companies in difficulties. This might lead to reversal of tax cuts.

· Lithuania (Mr T. Vasilevskis – LPK): Growth is still sustained by household demand but forecasted to go down. Access to finance is a problem. No room for financial stimulus and problems of fiscal stability. A fiscal reform puts the main burden on companies: corporate income tax rate was raised from 15 to 20%, while personal income tax rate decreased by 3 percentage points and VAT increased by one percentage point. Although fiscal incentives for R&D investment have been added, this is the wrong signal for foreign investors.  

· Finland (Mr J. Mustonen – EK): The crisis hit only by year-end, while the stimulus came earlier and amounted to 1% of GDP. More is to come, most likely in the form of cuts in social contributions and infrastructure investment. Banks have not accepted the terms of conditions of the bank rescue plan but this could change. Enough scope for public intervention with a 4% surplus last year. 

d) Messages to the press conference on 16 January and Macroeconomic Dialogue on 22 January

Marc Stocker presented the four key messages for the press conference:

1- Restore companies access to finance

2- Implement effective stimulus measures

3- Speed up structural reforms

4- Fight protectionism

He added that the messages of today’s meeting will be conveyed during the Macroeconomic Dialogue with a particular emphasis on the implementation of flexicurity principles under current circumstances.

2. Access to Finance

a) High Level Group to discuss companies’ access to finance
Marc Stocker gave a presentation on the set up of an ‘Advisory Taskforce’ to discuss companies’ access to finance. The papers drafted by the taskforce will be circulated for comments to the ECOFIN Committee and a first set of proposals addressing short-term financing problems will be discussed in the Executive Committee on 3 March. A special ECOFIN Committee meeting could be conveyed just ahead of this date.
b) Draft proposals to alleviate financing difficulties

Key questions asked by the taskforce will be

· What are the recapitalisation needs among European banks? 
· What do we think about a “bad bank” to buy distressed assets? 
· Can interbank market tensions be alleviated at national level? What about an ECB clearing platform?

· Should governments provide guarantees to help companies access finance? At what conditions? 
· How to address the danger of fragmentation of the internal market?
· What is the risk of excessive public commitments?
The link between financial market reforms and future access to finance will be dealt with in a second paper to be finalized by end-March. 

c) Tour de Table

The Austrian member suggested to add branch-specific supplier network financing schemes for the most globalised industries, e.g. automotive. The reason being that the highest hierarchical levels in a supply chain could access financing, e.g. VW, but the lower supply chains not.  

The UK member pointed at conflicting objectives. Financial regulators ask for higher capital ratios for banks, while banks are asked to lend more. He added that it was too early to evaluate government lending programmes for SMEs.

Other proposals included:

· Direct purchase of commercial paper by the treasury as financing conditions deteriorate particularly fast for larger companies

· Direct access for large companies to money market (as was the case in France before 1984)

· Joint supervision followed by European stabilization fund 
· Oblige state-owned banks to increase trade credit to pre-crisis levels

Members were invited to send additional ideas about national approaches and further measures required. 

As the ECB had just decided on a 50 basis points interest rate cut, members were asked for comments on this move.

The Austrian member emphasized that the ECB had to keep up the illusion of further cuts to weaken the euro but to be cautious on effectively reducing rates. 
3. Reform Barometer
a)  Presentation of key results of BUSINESSEUROPE survey

The national dimension of the Commission’s Lisbon progress report expected for 16 December is delayed and expected for early February. There will be a fast-track procedure in the Council. Therefore, the reform barometer is now scheduled for publication on 12 March.

Marc Stocker presented the results of the reform barometer. With the exception of the French federation, all member federations have replied to the questionnaire.

The set of reform priorities has changed somewhat from last year, reflecting the current crisis conditions. There was in 2008 a slight deterioration in the overall reform progress compared with 2007, with the exception of a more positive evaluation on labour market reforms.

b) Tour de Table

Overall, member federations agree with the priorities set out in the presentation. BUSINESSEUROPE was asked to push harder than usual for structural reforms. 

The Norwegian federation reported that it used the reform barometer as support in the communication with its government.
The French member questioned the methodology of the exercise. Marc Stocker explained that the aim was to ask members an assessment of reform initiatives undertaken by their governments over the past year, which provided a useful input into the annual review of progress undertaken in the context of the Lisbon Strategy. 

With regard to labour market reforms, it was acknowledged that there was an opportunity to advance flexibility issues but that it remained difficult to find a consensus on how to advance. It was suggested to come up with a best practice inventory on labour market flexibility which would be possible to implement in all EU countries.

The Hungarian federation is currently preparing a conference to discuss how flexibility of working time could help in the financial crisis. Members interested would be welcome to participate.

The Greek federation will send written comments.

4. Report on working group activities

a) Taxation

Simone Ruiz presented the work programme for the Fiscal Affairs Group, on corporate taxation, VAT and green taxation. She announced that the Swedish federation with the support of BUSINESSEUROPE was organizing a international tax conference on 15-16 of June 2009 in Stockholm just before Sweden was taking over the EU Presidency.

The Irish member emphasized the need to communicate clearly on how tax systems should look like once the crisis is over. In terms of international tax developments, it was crucial to fight a protectionist agenda.

b) Regional Policy

Patrick Brière gave a presentation on the work of the Regional Policy working group. He explained the concept of ‘territorial cohesion’, which replaces the term ‘economic and social cohesion’ in the Lisbon Treaty. This was very important for BUSINESSEUROPE as it coins competitiveness in a regional context. 

He also emphasized that the European Social Fund could be used much more effectively as currently only about 18% of the fund account for measures supporting workers’ employability and adaptability.

Joana Valente introduced the main priorities for 2009. 

Marc Stocker mentioned that the vice-president of Confindustria had applied for participation in the High-Level Group on Clusters. Erik Sonntag added that as 2009 was the year of innovation, clusters will be a particularly important topic.

ACTION POINTS

1- It was suggested to come up with a best practice inventory on labour market flexibility which would be possible to implement in all EU countries.

2- On facilitating companies’ access to finance, members were invited to send additional ideas about national approaches and further measures required. 
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