


Foreword

Only six months ago the “Vision 2030” report was
presented at the 7th Strategy Forum of the EU Strat-
egy for Baltic Sea Region in Stockholm'. The aim of
the report was to give an input to the discussions on
how the future of the Baltic Sea Region could look
like in a world of rapid change — and how global
challenges and opportunities could be better ex-
ploited through a strong and vibrant Baltic Sea Re-
gion cooperation.

A lot has happened since then. It is therefore very
timely to use the 8th Strategy Forum for the EU
Strategy for the Baltic Sea Region in Berlin on 13-14
June 2017 to take stock of the latest developments. To
discuss how the countries in the Baltic Sea Region
should prepare for the future, and how we can bet-
ter achieve this region’s growth potential by working
closer together to influence our own future, rather
than just accepting a changing world.

! Looking towards 2030: Preparing the Baltic Sea

Region for the future https:/eu tillvaxtverket.se/down-
load/18.:7c3ce8bai57d264d2egccfaz /1479395699425 /
Info_0659_webb.pdf
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To inspire these discussions further, we have invit-
ed a team of international economists recognized in
Baltic Sea affairs to give their views and suggestions
on how the Baltic Sea Region could position itself in
a globalized and ever-changing world. We would like
to thank Dr. Christian Ketels and Dr. David Skilling
for their inspiring analysis and valuable suggestions
to how the Baltic Sea Region should engage in Eu-
rope and meet the challenges facing the region?.

We hope that this paper will provide inspiration also
looking towards next year’s BDF Summit and An-
nual Forum in Tallinn in June, 2018.

7 -

Flemming Stender,
Director, Baltic Development Forum

= _I)@&M

Jens Heed,
Head of Research and Analytics, Sweedish Agency
for Economic and Regional Growth

2 The views expressed in this publication are not

necessarily those of the Baltic Development Forum and the
Swedish Agency for Economic and Regional Growth
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Executive Summary

B The Baltic Sea Region has as a group of small
open economies benefited disproportionately
from the opportunities that globalization and Eu-
ropean integration provided in the recent past,
thanks to making domestic policy choices that
enhanced its competitiveness. With trade and
the EU integration now politically questioned
the Region needs to prepare for a potentially
more challenging international environment.

B The Region is too often a passive observer
of the changes in Europe and the global econo-
my, taking the structures that emerge as a given
rather than as something that can be influenced.
This essay is motivated by our view that coun-
tries across the Region could and should do sig-
nificantly more, both individually and as a group.

B The dangers of a fragmenting global trading
system has led other small open economies to
sharpen domestic policies for increasing resil-
ience, to step up efforts towards regional and bi-
lateral trade liberalization, and to actively lobby
for the global rules-based trading system in in-
ternational discussions.
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B While there are positive initiatives along
these lines across the Region, the domestic pol-
icy changes do not amount to the comprehen-
sive approach needed. And although the rheto-
ric in support of a liberal trade regime has been
stepped up, the Region as a heterogeneous mix
of economies could make a stronger contribu-
tion in developing a trade regime that provides
opportunities for all. Regional integration could
also be strengthened more, leveraging the frame-
work of the EU Strategy of the Baltic Sea Region.

B The Baltic Sea Region has not emerged as a
meaningful entity in the discussions about the
future of Europe. Countries from the Region
have instead largely pursued their short-term
transactional interests, particularly with regards
to Brexit. The Region could do more for Europe
and for itself, not the least because its perspec-
tive cuts through the typical political coalitions
within the European Union. Finding a common
voice will not be easy. But it is a voice that would
be listened to if the Region musters the will to
use it.
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Introduction

As a European macro-region consisting of largely
small, open economies the Baltic Sea Region is heav-
ily influenced by the global trends that shape the
world around it. Last year’s report ‘Looking towards
2030: Preparing the Baltic Sea Region for the future®
outlined some key trends in the areas of demograph-
ics, the economy, the environment, and the way our
democracies work. It went on to discuss how these
changes affect where the Region should and must do
more together, arguing that the existing structures
provide in general a good foundation to meet the
new challenges. This year’s ‘Political State of the Re-
gion Report™ then looks particularly at the political
repercussions of the election of Donald Trump and
of Brexit on the Baltic Sea Region.

Within this broader context changes in two specific
dimensions could have far-reaching consequences
for the Baltic Sea Region: changes in the architecture
of the European Union, and changes in the nature of
globalization. On both it is yet unclear how the world

! The report is available on the website of the Swed-

ish Agency for Economic and Regional Growth at https: /
tillvaxtverket.se/vara-tjanster/publikationer/publikationer-
2016/2016-11-17-preparing-the-baltic-sea-region-for-the-fu-
ture-full-report.html

2 See this year’s and previous editions of the Political

State of the Region-Report on the website of the Baltic De-
velopment Forum at http: /www.bdforum.org/publications/
publication-category/political-state-of-the-region-reports/
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will look like only a few years from now — this makes
preparing for the future harder, but also opens up
the possibility of affecting the path of developments.
What we do know, is that the context we have gotten
comfortable with might be transformed negatively,
potentially even in a substantial way.

This matters because the Baltic Sea Region has been
a prime beneficiary of both European integration
and globalization. Europe provided access to a large
nearby market as well as a trusted regulatory frame-
work that immediately raised the attractiveness of
especially the Baltics and Poland as a place to do
business in Europe and beyond. Globalization at
the same time enabled the countries in the Region,
especially the Nordics, to leverage their assets and
capabilities on a global scale, overcoming the limita-
tions of small domestic markets and a narrow local
resource base.

The Baltic Sea Region was not only riding the wave
of European and global integration. The competitive
advantages that allowed countries in the Region to
do well were the result of investments made over
time and by governments from across the political
spectrum, working closely with industry, academia,
and a range of intermediary organizations. The State
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of the Region-Reports? have repeatedly highlighted
the Baltic Sea Region’s strengths in terms of skills,
innovative capacity, open markets, sound institu-
tions, and strong clusters with a core set of globally
operating firms. Collaboration within the Baltic Sea
Region, since 2009 supported by the EU Strategy
for the Baltic Sea Region, has amplified these na-
tional choices. It provided the soft linkages to better
exploit the potential for trade and investment that
the Single European Market offered. And it shared
policy approaches and experiences among a group
of countries that had sufficiently strong cultural and
historical connections to make such an exchange
relevant. A less supportive external environment
will not fundamentally change the competitive ad-
vantages that the Baltic Sea Region has. But it will
affect the way the Region can translate these advan-
tages into benefits for its citizens.

How to respond to the potential changes in Europe
and the global economy is the subject of this short
essay. It is motivated by a sense that countries across
the Region could and should do significantly more,
both individually and as a group.

B We see the Region too often as a passive ob-
server of the changes in Europe and the global
economy, taken the structures and rules of the
game that emerge as a given rather than as some-
thing that can be influenced. Partly this is natu-
ral given its modest size. But we firmly believe
that countries in the Region can and need to do
more given the substantial impact the external
environment has on their economic health.

B We also see many parts of the Region lacking
a comprehensive approach towards the domes-
tic policy changes that might be needed to deal
with these new external circumstances. Short-
term policy priorities, largely shaped by the spe-
cific current climate from strong growth in Swe-
den to the final tremors of recession in Finland,
dominate. Again, this is understandable but this
approach is unlikely to be sufficient if important
dimensions of the external environment sub-
stantially change.

3 See this year’s and previous editions of the Political

State of the Region-Report on the website of the Baltic De-
velopment Forum at http: /www.bdforum.org/publications/
publication-category/political-state-of-the-region-reports/
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B We seeinstead a mixture of ‘business-as-usu-
al’ and isolated efforts to gain benefits from spe-
cific opportunities that arise, especially in rela-
tion to Brexit. Nobody can fault governments for
pursuing such opportunities. But they are not a
substitute for a broader strategy to deal with the
new context, and might even complicate collab-
oration by focusing on a narrow set of zero-sum
policy choices.

As countries in the Baltic Sea Region ponder their
choices, we suggest considering the experience of
other small, advanced economies around the globe.
While this is a diverse group of countries, they all
share a deep exposure to the external environment
in which they operate. We believe that how other
countries in this group are reacting to a changing
world holds lessons for the Baltic Sea Region. And
there may even be some room for joint action, par-
ticularly with regards to the global trading system.

The remainder of this essay is organized into three
sections. First, we will take a look at the broader
group of small advanced economies, exploring how
they are reacting to the changes in the global trading
system. Second, we will look at how this discussion
is playing out in the Baltic Sea Region, developing
recommendations for what countries in the Region
might do individual and jointly. And third, we will
focus on the future of European integration and its
impact on the Baltic Sea Region, again culminating
in action recommendations.
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Learning from Peers: What
Other Small Open Econo-
mies are Doing

As the Region ponders its options on how to respond
to changes in its European and global environment,
it is useful to compare its position with those of oth-
er small open economies. The group of small ad-
vanced economies clearly differs significantly on
many dimensions: they are geographically distribut-
ed with exposure to different markets, have different
resource endowments and economic structures, and
have a variety of different economic models. But de-
spite these differences, there are some deep similari-
ties between the economies in the Baltic Sea Region
and the broader group of small advanced economies.

Small advanced economies have performed strongly
over the past several decades, and notably over the
past 25 years. Small economies have benefited dis-
proportionately from strong global growth, intense
globalisation, and a stable international order, over
this period. GDP growth has been stronger than in
the large advanced economy group, and they have
generated stronger social outcomes on, for example,
labor markets, income distribution, social progress,
and the reported quality of life.

This strong economic performance is grounded in a
set of policy choices that have propelled many small
advanced economies in the ranks of the most com-
petitive locations in the global economy. Small ad-
vanced economies are distinguished by their high
spending on R&D and their commitment to human
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capital, knowledge and innovation. And small econ-
omies are generally also highly open economies,
exposing their own markets to foreign competition
while developing competitive advantages in specific
areas to compete globally.

Small advanced economics tend to make sound pol-
icy choices because the costs of poor policies are
for them particularly high. The exposure to external
conditions has forced many small economies to be
much more deliberate about the way in which they
are positioned in the global economy than is the
case for larger economies. Their high exposure to
the global economy means that they are more vola-
tile and need to adapt quickly to a changing world.
Small economy policy-makers have much fewer
degrees of freedom than large country policy-mak-
ers which is why small economies tend to run more
conservative fiscal policy, to have current account
surpluses, and to ensure that they have a high qual-
ity business environment.

But the environment in which small advanced econ-
omies have prospered over the past 25 years' — char-
acterised by intense globalisation and strong global
growth — is weakening.

1 .
Small advanced economies are IMF advanced econ-

omies with a population of less than 20 million (and above 1
million) and with a per capita income of above USD30,000.
This creates a group of 13 small advanced economies.
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While globalization remains a powerful driver of
overall prosperity gains, concerns have been rising
about how the gains are distributed and whether
there are not specific groups that might have even
lost out. Economists had acknowledged that possi-
bility but saw ample room to compensate losers and
enable change that would enable many to benefit.
The Brexit vote and the election of Donald Trump
as U.S. president are now being interpreted as signs
that these mechanisms did not work sufficiently,
and that whole parts of countries and segments of
society feel left behind. The sense of falling behind
economically often went hand in hand with a sense
of losing political power to make national decisions
in a world that has become much more interlinked
and co-dependent. Although small advanced econo-
mies have generally performed well in managing the
effects of globalisation on society, they are exposed
to a backlash in other larger economies that have not
managed globalisation as effectively.

How these political trends will translate into chang-
es in policy and then also in the nature of globaliza-
tion remains to be seen. The U.S. is stepping back as
a core underwriter of the global trading system and
its rule-based approach to liberalization. The Trump
administration has already withdrawn from the
Trans-Pacific Partnership, put the negotiations of
the Transatlantic Trade and Investment Partnership
on ice, and wants to renegotiate the North American
Free Trade Agreement. Economic nationalism, bi-
lateral deals, and unilateral interventions could take
over. It has markedly changed its tone in G7 and G20
meetings, objecting to language about free trade.
The growth of global trade, already much subdued
after the global crisis, might slow down more perma-
nently. Global trade and investment linkages might
be disrupted, partly at the expense of more regional
integration.

That the ‘losers of globalization’ driving these policy
changes will actually benefit from them is unlikely.
Protectionist remedies will hurt them as much as
others, while it will do little do improve their ability
to successfully compete in a world where technolog-
ical change much more than trade has driven up the
premiums for skill and capability. Instead, overall
economic activity might be hurt, driving even more
political uncertainty.

Small advanced economies around the world are
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now responding to these changes in their environ-
ment, both by adjusting domestic policies and taking
initiatives externally:

B Manysmall economieshave furtherstrength-
ened their domestic policies: fiscal consolidation
and structural reform, to make economies more
resilient and flexible; investing heavily in skills
and knowledge, to support workers and firms
in capturing value from new technologies and
business platforms; as well as a greater focus on
enterprise policy, particularly supporting high
growth firms’ entry into international markets.
There is also some early stage policy thinking on
ways in which to adjust labor market and social
insurance policies to deal with some of the dis-
ruptive changes to the nature of work that are
expected.

B Regional integration, often through regional
Free Trade Agreements, has been another re-
sponse, particularly in Asia. Small countries are
also being more prepared to take a lead on re-
gional integration initiatives, often acting in an
entrepreneurial way that larger countries cannot
(such as the actions of New Zealand on TPP (the
Trans Pacific Partnership), both in terms of es-
tablishing the precursor agreement to TPP along
with Singapore, Chile and Brunei — as well as
acting to broker a replacement deal over the past
several months since the US withdrawal).

B There is also growing bilateral activity as
small countries seek to diversify their portfolio
of relationships through, for example, export
promotion activity, national branding, tourism
promotion, scientific collaborations, and so on.
There are Asian examples of this into Europe
(Singapore, New Zealand), as well as small Eu-
ropean countries undertaking initiatives in Asia.

B Some small countries are finally also trying
to influence the global trading system. There is
increased interest in working together to develop
a coherent small country voices: initiatives at the
UN, the OECD and elsewhere provide examples
of this small economy policy leadership. And
small economies are also increasingly active at
the G2o: this year, for example, Singapore and
the Netherlands have both been invited to par-
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ticipate by Germany. This requires an invest- will be more effective if they can contribute in-
ment, but there is a view that small economies sights in a joined-up manner.




The Future of Globalization:
Implications for the Baltic
Sea Region

The changes in the global trading system affecting
small advanced economies are naturally also of deep
concern to the countries in the Baltic Sea Region. As
is also the case for their small economy peers, they
are highly reliant on global trading conditions. And
with a current account surplus of around 5% of GDP
the Baltic Sea Region could get the attention of those
that see such imbalances as an indication of ‘unfair’
trading conditions.

Changes in Globalization - reactions in the
Baltic Sea Region

The Baltic Sea Region has been a strong proponent of
the existing international trading system. Both glob-
ally and within the European Union countries from
the Region have argued forcefully for more liberal
trading rules. It is no coincidence that with Cecilia
Malmstrom a Swedish politician is within the Eu-
ropean Commission in charge of the trade portfolio,
overseeing the negotiations of trade and investment
agreements between the EU and a range of foreign
partners, including Canada and the United States.

As the political climate has become more difhicult for
globalization, the main response from the Baltic Sea
Region, particularly from the Nordic countries, has
been a forceful public defense of the liberal trading
system that has emerged over the last few decades.
There is wide agreement in the Region that the pro-
tectionist alternatives now being proposed are going
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to be worse for everyone, and that the legitimate
concerns that have emerged about globalization can
be addressed within the current system. There are,
however, few specific suggestions on how the global
system needs to be reformed that go beyond arguing
for adopting higher social and environmental stand-
ards in line with the domestic policies in the Nordics.

In parallel, trade and investment policies in the Re-
gion proceed much as before. Export efforts focus
increasingly on SMEs, and there, is especially in the
Nordic countries, a discussion on how to best tap
into the faster growth in Asian and other emerging
markets rather than in Europe. There is also a focus
on investment attraction, which in the Baltic Sea
Region is seen as a natural complement and enabler
rather than an alternative to export promotion. Past
State of the Region-Reports have highlighted that
internationalization from the Nordic countries has
happened more via foreign investment rather than
increasing trade. Where German companies have
linked lower-cost locations in Eastern Europe and
elsewhere with their German operations in global
value chains, Nordic companies have been more
likely to transfer their knowledge into operations
serving foreign markets from foreign production
sites. This can reduce the impact of a slowdown in
global trade but can raise other challenges in terms
of domestic job and value creation.
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The Baltic countries have in the meantime pursued
their strategy of attracting economic activities from
the Nordics and other parts of the EU, offering an at-
tractive combination of robust skills, easy access to
advanced markets, and low costs. The export-driv-
en development model that in the past for them was
more fiction than fact has become much more of a
reality in the post-crisis era.

Changes in Globalization - what can, what
should the Baltic Sea Region do?

Given its modest overall size there is a perception
that the Baltic Sea Region can do little about the
broader changes in the global economy. However,
there are steps that can be taken domestically, and
there are also some ways in which the Region can
influence global trends, often by working through
the European Union but in some cases also alone or
in other groupings.

Domestically, countries in the Region need to assess
their exposure to changes in the global trading en-
vironment, and explore how to increase their resil-
ience in managing such external shocks. What mat-
ters, is not only the total share of economic activity
related to foreign demand, here Estonia and Iceland
come out highest in the Region, but also the rela-
tive importance of European versus global markets,
here Sweden is relatively more exposed to non-EU
markets. And it is also capital flows that matter: the
Baltic countries had suffered their crises a decade
ago specifically because they attracted unsustaina-
bly high capital inflows that did not contribute suffi-
ciently to building up productive capacity.

Resilience is a matter of having a fiscal buffer to
deal with shocks, the flexibility to move activity
into other parts of the economy, and a breadth of
capabilities and opportunities to fall back on once a
shock hits. The high overall competitiveness of the
Baltic Sea Region bodes well for their ability to deal
with such situations. And both the Nordics and the
Baltics have memories from the past that have un-
derpinned a broad political consensus on the value
of being prepared for shocks. Nevertheless, while
there are many welcome initiatives on innovation,
entrepreneurship, and structural change across the
Region, they often seem unconnected and not part
of a comprehensive strategy. And the political focus

THE FUTURE OF EUROPE AND GLOBALIZATION:

10

seems at least in parts of the Region less on enhanc-
ing competitiveness and resilience, and more on
managing the demands of different interest groups
for stronger public support.

Many of the needed policy measures are national in
nature. But since these challenges are shared across
the Region, collaboration on how to track exposure
and enhance resilience could very well be fruitful.
And a structured process for learning from other
Baltic Sea Region and other small economy peers
can help. The European semester process, in which
policy priorities and performance of EU member
countries are regularly reviewed by the European
Commission, could be used as a broader framework
in which to make this happen. A further layer of Bal-
tic Sea Region collaboration could focus specifical-
ly on those aspects most relevant to the small open
economies in this Region.

A particular opportunity for common policy action is
the deeper integration of markets, and the develop-
ment of regional value chains within the Baltic Sea
Region. As global value chains become more difficult
to sustain, the Region can become a more attractive
alternative. The Baltic countries are already moving
in this direction, with their economic development
agencies as key drivers. But for the Nordic countries,
too, it can make sense to analyze how integrating re-
gionally can enhance the competitiveness and local
economic activity of their firms.

Influencing the way the global trading system
evolves is arguably much harder for the Region. But
there is a contribution that the Region can make,
providing an interesting example for those that are
willing to learn:

First, the Nordic countries have been able to com-
bine open markets and full integration into the glob-
al economy with inclusive growth and social pro-
gress. They have developed market-based strategies
that not only removed barriers but also equipped in-
dividuals, firms, and regions with the capabilities to
successfully compete in global markets. These strat-
egies do not always work and the challenges they
face are a constant feature of policy debates in our
Region. Better understanding the model’s achieve-
ments and weaknesses can help other countries to
devise policies that address the perceived costs of
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globalization while not falling into the trap of inter-
ventionism and economic nationalism.

Second, within the European Union the Nordic
countries have been a proponent of international
trade agreements that combine better market access
with a commitment to inclusion, environmental pro-
tection, and social progress. As other countries aim
to renegotiate trade agreements or leave them alto-
gether, there is a role to play in developing modern
rules and regulations that incorporate all of these
different dimensions without creating new barriers.
This is difficult; the sometimes bitter debates in Eu-
rope about the CETA agreement with Canada was a
recent example. But it is necessary condition to re-
tain the sustainability of the global trading system.
And it will require thinking anew about mechanisms
that are both economically efficient and politically
acceptable.

Third, the Baltic Sea Region is as a combination of
advanced and emerging economies competing on
different sets of advantages a particularly interesting
example for others. It can show how this heteroge-
neity can be translated into a strength that benefits
all, rather than a burden that focuses all the atten-
tion on who gains and who loses. It is clearly not just
a matter of the broader rules of the game, which are
set through the Single Market at the European lev-
el. Instead, it is achieved through both national and
regional efforts that enable all parts of the Region
to leverage their particular strengths. The variety
of different approaches in the Baltic Sea Region to
engaging with the EU is also relevant; countries can
engage in different ways while remaining committed
to the European project.

Concretely, a policy initiative in this direction could
happen in the context of the 2017 German G20
chairmanship. And it might also be opened up to the
participation of other small advanced economies
from outside the Region.




The Future of European In-
tegration: Implications for
the Baltic Sea Region

A more specific issue for the small advanced econ-
omies in the Baltic Sea Region is the future of the
European Union, which is providing the core frame-
work for collaboration within the direct neighbor-
hood of the Region as well as the Region’s core mar-
kets and partners across Europe.

The European Union is facing fundamental ques-
tions about its future, just as it is celebrating the
6oth anniversary of the Treaty of Rome, its founding
document. The result of the UK referendum to leave
the EU has been the immediate trigger, and the dis-
cussions about the deal to be negotiated with the UK
continue to dominate the news. But the concerns
about the EU’s integration model go much deeper
and have grown over years, with the sovereign debt
crisis and then the handling of the refugee crisis re-
cent flashpoints. Beyond the immediate questions
in specific policy areas there are questions about
the overall ambition and structure of the European
Union. The European Commission has in its recent
White Paper® on the Future of Europe outlined five
possible scenarios, ranging from more to less Eu-
rope, and from a focus on flexibility to one on efh-
ciency. The way Brexit is playing out seems to have
increased the willingness of Europeans to make col-
laboration work, even in countries often critical of
Brussels. But how to make it work remains unclear.

! https: //ec.europa.eu/commission/white-paper-fu-

ture-europe-reflections-and-scenarios-eu27_en
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The Baltic Sea Region has been a ‘late-comer’ to the
European project, and reflects the variety of posi-
tions and integration models that characterizes the
EU today. Only Germany was among the founding
members, while Denmark joined with the UK in the
1970s, Sweden and Finland then in the 1990s, and
the Baltics and Poland in 2004. Denmark has negoti-
ated a number of opt-outs related to defense, justice,
and the eventual adoption of the Euro. Sweden and
Poland have kept their distance to the Euro but have
not included a similar opt-out clause in their EU
accession agreements. Norway is part of the Single
Market and Schengen but decided in two referenda
to stay outside of the EU. Iceland, too, remained out-
side, despite some movements for EU membership
after the country’s crisis in 2008. All of these coun-
tries are part of the Schengen area for passport-free
travel. The Region was in 2009 the first European
macro-region to develop a joint strategy under the
umbrella of the EU. Russia is outside the EU struc-
tures but has linkages through the EU’s Northern In-
itiative.

Brexit and the Future of Europe -
reactions in the Baltic Sea Region

Within the EU the Baltic Sea Region countries were
often seen as the closest natural allies to the UK,
sharing many views on policy and in some cases also
strong historical ties. Consequently, disappointment
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in the Region was high when Brexit turned from a
threat to a reality. But countries in the Region react-
ed quickly and pragmatically. Danish Prime Minis-
ter Lokke quipped that his government was probably
better prepared for Brexit than the UK government
after launching a cross-ministry task force hours af-
ter the Brexit vote. Two themes have dominated the
response:

First, the countries in the Region are strongly fo-
cused on securing the interests of the EU and their
respective country in the negotiations with the UK.
When David Davis, the UK Secretary of State for
Exiting the European Union, visited the Baltic Sea
Region in February 2017 he met a friendly but firm
response: The EU member countries in the Region
will stand firmly together with the rest of the EU in
the negotiations with the UK. The focus is on secur-
ing the interests of citizens from the Region living in
the UK, and of companies from the Region operating
in the UK market. Furthermore, it is on ensuring that
there will be no damage to the EU-27 from the exit of
the UK. Ultimately, the Region depends much more
on a functioning European Union than on the best
possible trading relationship with the UK.

Second, there has been a ‘transactional’ approach
towards managing the fall-out from Brexit, focusing
on short-term economic opportunities that emerge
Denmark has been lobbying hard to get the Euro-
pean Medicines Agency EMA once it leaves its cur-
rent in London, competing with Sweden and a total
of 20 EU member countries that have also shown
their interest. Sweden has in turn tried to position
Stockholm as an attractive option for financial ser-
vices firms but also multinational headquarters and
entrepreneurs if they decide to leave London and
the UK. Poland has been particularly adamant about
the rights of its many citizens that have migrated to
work and live in the UK.

The Danish Prime Minister has in April participated
in a meeting at The Hague with his Dutch and Irish
colleagues, discussing the British exit from the EU in
an informal context to develop a common position
on Brexit-related issues among like-minded coun-
tries. Beyond general support for the position of
the EU-27, however, relatively little is said publicly
about the position of countries in the Region on how
the negotiations with the UK should be conducted.
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Similarly, there are few explicit statements from the
Region with regards to the future of the European
Union. The clear starting point is a strong commit-
ment to the European Union, beyond governments
also from key interest groups in society. In Finland,
for example, a wide group of Labor Unions and the
Employer Associations have given their clear sup-
port not only for the EU but also for the Euro and the
recent changes in macroeconomic governance.

In terms of more specific input to what the future
of the European Union should look like the focus is
on trying to ensure that the EU adopts policies that
reflect specific national preferences and interests:
Sweden, for example, has identified as the three pil-
lars of its EU policies in 2017 a more social Europe
through initiatives on labor market policy, a more
ambitious climate and environmental policy, and
more European solidarity in managing the inflow of
refugees. In November, Prime Minister Léfven will
host a Summit on Fair Jobs and Growth with the Eu-
ropean Commission in Gothenburg.

Poland has made the most direct contribution to
the consultation process on the Future of Europe
that the European Commission has launched. It
has chosen to act together with its partners in the
Visegrad-group (including also the Czech Republic,
Slovakia, and Hungary), submitting a joint state-
ment “Strong Europe — Union of Action and Trust”
as input to the Rome declaration in late March. It
combines a strong commitment to the European Un-
ion and the Single Market with a clear focus on the
sovereignty of member countries.

Estonia will in July resume the Presidency of the Eu-
ropean Council, the first time the country plays this
role. Estonia has identified priorities on innovation,
security, digitalization, and inclusiveness and sus-
tainability. The White Paper process will be a cen-
tral element in the activities Estonia has to manage;
a conference on “Nation States or Member States?”
planned for October will focus specifically on the
way Europe should organize itself.

Brexit and the Future of Europe - what can,
what should the Baltic Sea Region do?

The future relationship between the EU and the UK
and, even more importantly, the nature of the Euro-
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pean Union going forward are of major importance
to the Baltic Sea Region. Economically, the vast ma-
jority of the Region’s external trade and investment
relationships is with the EU. EU rules directly apply
across the Region and shape to a significant degree
the existing regulatory environment. EU funding
programs, from Structural Funds to Horizon 2020
and the Common Agricultural Policy, as well as the
activities of European institutions like the European
Investment Bank are important sources of financ-
ing, particularly in the Baltics and Poland. The Baltic
Sea Region needs a dynamic and prosperous Europe
to be part of for itself to succeed. And the state of the
European economy will to a significant part depend
on the EU’s ability to find effective mechanisms to
enhance Europe’s competitiveness. The Baltic Sea
Region, then, has a clear stake in a successful out-
come of the EU’s White Paper process.

Does the Baltic Sea Region have any hope of influ-
encing the way the EU will develop? An often made
assumption is that eventually the key decisions will
have to be made in Berlin. But Germany appears as
an unwilling primus inter pares, very much looking
for the input of others as Europe is considering its
future. The Visegrad group has already shown its
willingness to engage actively in the discussion. And
after the EU meeting in Rome to celebrate the 6oth
anniversary of the Union the heads of the Benelux
countries invited both the Visegrad and the Baltic
countries for meetings to discuss the future of the
European Union.

If the Baltic Sea Region, in particular the Nordic and
Baltic countries for which this region is the main
frame of reference, wants to engage in this process,
the door seems open to do so. Its member countries
have shown a strong commitment to the European
Union, contributing to and abiding by its policies.
They also have taken responsibility for domestic
policy choices, even when difficult, rather than sim-
ply fulfilling their European obligations. And as a
group of countries the Nordics and Baltics represent
a unique combination of East and West, of net con-
tributor and net receivers of EU funds, and of differ-
ent depths of engagement models with the EU. This
can give the Baltic Sea Region a specific weight in
any discussions about the EU’s future.
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What kind of Europe does the Baltic Sea Re-
gion want?

This is clearly a difficult question given the heter-
ogeneity of the Region in terms of economy, poli-
tics, and engagement with EU policies. But there are
some elements that seem to be shared:

B A strong commitment to the Single Market
with all of its elements

B A commitment to an EU pushing for open
trade and investment globally

B A strong role of nation states and national
decisions within the European Union

B Support for deeper collaboration among
groups of member countries where wanted

B Support for joint EU programs and policies
open to member countries.

While this list is nothing more than a place holder,
we think that there is enough common ground with-
in the Region to start a serious discussion about what
such a list should in the end entail. It will then have
to be tested in terms of the implications it has for the
future architecture of the European Union. By their
nature the Baltic Sea Region will look differently at
some of these questions than large continental Eu-
ropean countries, even if they share many political
convictions. French President-elect Macron’s push
for a common European fiscal policy is, for example,
unlikely to get much support from the Region, de-
spite the agreement with his general pro-European
stance. Finnish and Swedish ministers have already
voiced their opposition.

How to develop the input from the Baltic Sea
Region to the EU’s White Paper process?

The starting point has to be a discussion within each
country about the type of Europe that we want to see
in the future. Importantly, this is not (just) a question
of specific policies a country would like to see adopt-
ed but of the type of decision making structures and
balance between EU and national responsibilities
that it is comfortable with. Translating these national
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priorities into a common Baltic Sea Region position
requires trade-offs; a common voice will be strong,
but it will also require countries to compromise on
some of their wishes.

For Baltic Sea Region collaboration such a process
will imply a significant re-politicization. In recent

years regional collaboration has become dominated
by efforts to implement and deliver actions based on
the political guidelines set in the past. That is in itself
nothing negative but a sign of normality. However,
at a time when decisions with significant impor-
tance for the Baltic Sea Region will be taken it is an
approach that is not going to be sufficient.




Conclusion

The Baltic Sea Region is facing changing circum-
stances in Europe and the global economy that have
the potential to negatively impact its future prosper-
ity. We see in this difficult situation an opportuni-
ty for the Region and the countries within it to act
rather than only adapt. It can influence the future of
European Integration, and has an important contri-
bution to make to the discussions happening right
now across Europe. It can prepare for changes in
the global economy, and maybe even influence the
choices that are being made shaping it. In both of
these areas much of the action required is national
in nature. But collaboration in the Region can ac-
company these efforts, by providing a platform to
learn from each other and by joint action that can
affect the context in which the countries from the
Region operate.
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The Region needs to overcome two competing ten-
dencies that undermines its ability to play these
roles: As a group of small countries, it is more accus-
tomed to adjusting to the broader rules of the game
rather than to influence them. And as a group of suc-
cesstul countries, especially in the Nordics, it can be
perceived as advocating its own policy choices as
the solutions for others rather than proposing poli-
cies that work for a broader range of countries with
different circumstances.

Mobilizing the Region is not easy; it consists of coun-
tries with quite different economic circumstances
and often also different political leanings. But in
many ways that makes the Region also a much more
relevant voice in European and global discussions. It
can be an example for collaboration that serves dif-
ferent interests, not just one. And with the well-es-
tablished structures for regional collaboration it has
a platform to act jointly. What it now needs, is the
political will and courage to do so.
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