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The curtain
rises on
Europe’s new
single
currency.

Letter from the Editor

e are pleased to present our second EUROPE

Special Report, entitled “The Euro: Everything

You Need to Know About Europe’s New Cur-

rency.” This EUROPE Special Report explains the
complete political and economic background of the euro. We
look at the new central bank of Europe and give a step by step
look at how the euro will be introduced and how the curren-
cies of the EU nations that join the monetary union will no
longer exist after 2002.

Yves-Thibault de Silguy, the European commis-
sioner for economic and financial affairs and mone-
tary matters, discusses why the euro is “an irre-
versible project” and tells our readers why “the
euro will give [European] companies more com-
petitiveness” in the global marketplace.

How will the new European single currency af-
fect the dollar? President Bill Clinton tells EUROPE
contributing editor Martin Walker, “I have never felt
the United States should feel threatened by the
prospect of a European currency, nor by the
prospect of European integration in general.”

Walker presents the views of the president and
his administration and the opinions of leading ana-
lysts on Wall Street as to how the euro will impact the dollar
and how American business will have to adjust to Europe’s
New currency.

As Bruce Barnard, our contributing editor based in Brus-
sels, writes, “The countdown to economic and monetary
union (EMU), arguably Europe’s most ambitious project
since the end of World War II, begins in earnest this month.”

EUROPE looks at EU-US relations as the 21st century ap-
proaches and finds that transatlantic relations are increasing
in many diverse fields. As Lionel Barber, writing from Brus-
sels, points out, “The EU is America’s largest trading partner
and vice versa in a combined trade worth more than $230 bil-
lion. Around 51 percent of foreign direct investment in the
US comes from the EU, while more than 42 percent of for-
eign investment in the EU comes from the US.”

Senator Gordon Smith, chairman of the Senate Foreign
Relations Subcommittee on Europe, talks to EUROPE about
NATO, EU enlargement, and American involvement in
Bosnia.

Luxembourg Prime Minister Jean-Claude Juncker spoke
with EUROPE correspondent Alan Osborn regarding the
goals of the Luxembourg presidency, which will focus
mainly on EU enlargement. Osborn also analyzes Luxem-
bourg’s banking and television sectors.

Finally, all of our Capitals correspondents discuss various
aspects of education in their respective countries.
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EASTWARD Ho!

he embryo of a new
Europe will begin
to take shape in the
opening months of
: 1998 when the first
wave of former communist

i nations embark on negotia-
tions to join the European

¢ Union.
{  AnEU summit in Luxem-

i bourg in December is ex-

i pected to endorse the five ap-
i plicants recommended by the
i European Commission—the
i Czech Republic, Hungary,
Poland, Slovenia, and Esto-

¢ nia. And the list could be big-
i ger as the Nordic nations

i press for Latvia and Lithuania
i to join their Baltic neighbor

i Estonia at the starting line,
while France is promoting

i the cause of Romania.

i The historic decision to

i move the EU’s borders deep
into Central and Eastern Eu-

i rope is the culmination of a
process that began when the
i collapse of communism in the
late 1980s ended the artificial
i division of the continent.

By 2015 the new EU will

i have borders with Ukraine,

i Belarus, and Moldova, a

i much longer frontier with

i Russia, and access to the

i Black Sea. This would have
been inconceivable only a

i decade ago when the former
communist nations in the

i East refused to give diplo-

i matic recognition to the

i (then) European Community,
alleging it was the economic

¢ arm of NATO.

Picking the successful ap-
i plicants is the easy part.

i Turning Eastern enlargement
i into reality will pose a mas-

i sive challenge to the EU.

i The accession negotia-

¢ tions will be tough and pro-
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1. FOR A STRONGER
AND WIDER UNION

i tracted, and the first coun-
tries aren’t likely to join the
i 15 nation EU before 2002 at
i the very earliest.

The Commission uses two

i telling statistics to underline

i the size of the task con-

i fronting the current member
i states. The accession of all 10

applicants will boost the EU’s
population by a third to 480

i million but increase its gross
domestic product by a mere 5
i percent.

To be sure, the chosen
five are much richer, but

i their per capita income is still
! Dbarely a third of the EU aver-
i age, and some are much

i more dependent on agricul-

i ture, particularly Poland,

i which has more dairy farm-

i ers than the 15 EU countries
i put together.

Even the choice of the five

i nations wasn’t without contro-
i versy as the EU commis-

i sioner in charge of Eastern

i enlargement, Hans van den

i Broek, had to fight off a de-

i termined bid within the Com-
i mission and member states

i to restrict the short list to

i three nations—the Czech Re-
i public, Hungary, and

i Poland—which have been in-
i vited to join NATO.

Meanwhile, the US has

{ been putting discreet pres-

i sure on EU governments to
i start membership talks with
i more countries as compensa-
i tion for being excluded from
i NATO.

Enlargement will jolt both

i sides. Even as they negotiate,
i the applicants will be rushing
i through reforms to align

i their economic and commer-
i cial legislation with EU rules,
i all 30,000 pages of them.

i Poland has a special commis-
i sion with 200 workers study-

i ing all rules to ensure they

i pass the EU test, yet at pres-

i ent less than a fifth of Polish

i and EU law coincide.

The European Commis-

i sion hasn’t sought to play

i down the difficulties ahead,

i conceding none of the appli-
cants yet pass the three key

i economic criteria for mem-

i bership—a functioning mar-

i ket economy, the capacity to
withstand the competitive rig-
i ors of the EU’s five year-old
single market, and accep-

¢ tance of economic and mone-
tary union.

The EU itself won’t be in

any shape to absorb new

¢ members without drastic re-

i forms to its regional and farm
i subsidy systems.

The Commission has

i given an early foretaste of the
shock treatment ahead with

i the publication of a 1,000
page document Agenda 2000,
i which is essentially a blue-
print for enlargement.

The bottom line is that

i without root and branch re-
i form of its spending pro-

i grams the EU will implode
i after enlargement.

The Commission’s most

i explosive recommendation is
i for reforms of the Common

i Agricultural Policy (CAP), in-
volving cuts of 20-30 percent
i in subsidies for cereals, 30

i percent for beef, and 10 per-
i cent for dairy products. :
i These would be on top of cuts
i of 30, 15, and 5 percent, re- :
spectively, triggered by the

i 1992 reform of the CAP.
Without fresh cuts, CAP

i handouts, which account for
i half of the EU’s $100 billion

i budget, could rise by at least
i $20 billion in the first wave of
i enlargement. In any case, the
i EU will be forced to slash

¢ farm handouts in the next

i round of world trade talks

i scheduled for around the

i year 2000.

The Commission says en-

i largement can be financed

i keeping the EU budget for

i 1999-2004 within the ceiling
¢ of 1.27 percent of the bloc’s
i GDP agreed at the Edin-

i burgh summit in 1992.

Staying within these limits

i after the East Europeans have
i become members means the :
i EU must drastically cut re-

i gional aid to the current big

i recipients—Spain, Portugal,
i and Greece—to help the

i newcomers.

The countries that stand

i to lose out and the powerful
farming lobby are already

i flexing their muscles for the
i battles ahead. Even as the

i Luxembourg summit gives
the green light to accession
i negotiations, EU leaders will
i start the defense of their

i vested interests.

More worrying for the ap-

¢ plicants is that accession

i talks will be downgraded as
¢ the EU prepares for the

i launch of its single currency
i in 1999. At worst, this will
delay enlargement by a year
i or two. But that’s a tolerable
i delay if a new Europe

i emerges at the beginning of
i the new millennium.

—Bruce Barnard
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nternational boundaries

i Mmean little to Internet

i users, but the languages spo-
i ken and written in other

i countries do or perhaps

i should. For now English is

i widespread on the Net. But
as foreign-language Web

i sites become more prevalent,
i English-only speakers are

i going to miss out. Opportuni-
i ties to learn about other cul-

i tures and languages, how-
ever, are plentiful. Dozens of
i Web sites have surfaced to

i handle the simplest ques-

i tions—such as saying hello in
i myriad tongues—to full-scale
i Web language courses and

i contacts with places where
the most adventurous stu-
dents can immerse them-

i selves in other cultures.

i The Human Languages
Page is a kind of clearing-
house for anyone curious
about language. College stu-
dent Tyler Chambers
launched the site (www.
june29.com/HLP/) in 1994 as
a small list of language re-
sources, but last year Cham-
bers created a database that
sorts, by language, informa-
tion available via the Internet.
Don’t expect any fancy graph-
ics, but the number of links
now tops 1,300, according to
Chambers.

Those who parlano ital-
iano, or who would like to,
can click on the “Language
and Literature” button, select
Italian, and find several
sources for mastering verbs
and phrases or taking entire
courses for beginners and in-
termediate students (www.
cyberitalian.com). Links to
on-line dictionaries also are

i available, including one for

i English-Portuguese (www.if.
i ufrj.br/general/dictionary.ht
i ml). One drawback of the site
i is the “Schools and Institu-
tions” portion, which is not

i broken down by language. So
some sifting is necessary to

i find the desired language and
i setting—either in the United
i States or abroad. But Cham-

i to learn. A French-speaker

i could receive directions in

i French on learning Dutch or
i Afrikaans or Azerbaijani. The
i information provided in-
cludes basic phrases, num-

i bers, time of day, and direc-

i tions. And Martin also

i features a few links to other
sites related to the language
i the user wants to study.

- @.‘w
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bers gets high marks for an
i aspect important to any cata-

log-type Web site—timeli-

i ness. Resources added within
i the past two weeks are color-

coded so repeat visitors can

: find them immediately, and
i dead, or nonfunctioning,

pages have been scarce.

For the tourist or business
traveler who wants to learn
enough of a language to get
by at hotels and restaurants
during an upcoming trip,

i Travelang (www.travelang.
i com/languages/) is the Web
i version of a phrasebook, in

more than 50 languages. Cre-
ator Michael C. Martin, a
postdoctoral candidate at the
University of California-
Berkeley, has set up a
database where users type in

¢ their native language and
¢ then the language they want

Jacques Cousteau’s adventures live on via the Cousteau
Society and its Web site.

 SITE OF THE MONTH:
. FRERE JACQUES

In the past half-century the
name Jacques Cousteau be-

i came synonymous with

ocean exploration. His cre-

ation of scuba gear enabled
divers to record images from
the depths of oceans. He
transformed a World War II
minesweeper into a floating

i oceanographic laboratory

i that became as much of a

i home to him as his native

i France. But Cousteau’s death
¢ in June brought sadness to

i more than his colleagues in

i science. The 20th century ex-
plorer brought millions of lay
i men along for the ride

i through more than 70 televi-
i sion films, 50 books, and

i three feature films.

Cousteau’s legacy lasts

not only in his accomplish-
ments but in the ongoing

i work of the Cousteau Society.

It is fitting that the society, as

it readies to christen the

state-of-the-art Calypso II,
also has launched a Web site
(webedi.edi.fr/cousteau/

cstius.htm).

Visitors will find a biogra-

phy of Cousteau—from his

service in the French navy in

World War II to his ground-
breaking research, as well as

a laundry list of awards re-

ceived along the way, includ-

ing membership in the presti-

i gious Academie Francaise

and the National Academy of
Sciences. Viewers will also

! find a history of the first Ca-
i lypso—which was placed in
permanent dry dock after a

1996 accident—and the mis-
sion of the Cousteau Society.

The pages, with several ani-

mated images and vivid pho-

tos, are fitting of a Cousteau
i production.

A recent visit found brief

logs and photos about jour-
neys to China’s Yellow River
i and Siberia’s Lake Baikal—

the topics of the society’s

i newest film projects. This

i area of the site could be en-
i hanced greatly with a few

i video clips to showcase the
i film work that has been so
impressive on screen.

But the only obvious omis-
sion recently seemed to be
any acknowledgment of the
explorer’s death. There was a

brief mention, but oddly

enough it appeared only on

i the French portion of the site

(webedi.edi.fr/cousteau/

: catifr.htm). Perhaps his suc-

cessors at the society mistak-

: enly thought that if the films !
i and books continued, only the
i French would miss the man.

—Christina Barron

September 1997 5




=z
(=)
-
<
-
L
<4

E U

COOPERATION, COMPETITION, ano SECURITY

EUROPE

6



B Y

L T ONZETL

B AR B E R

HALF A CENTURY AGO, Dean Acheson, then the US secretary
of state, wrote in his diary about the sense of exhilaration at
being present at the creation of a new order in Europe.

The Marshall Plan, the NATO Alliance, the Organization for Economic
Cooperation and Development, the Fulbright student exchange pro-
gram—these were the institutions that built the bridges across the At-
lantic and led to reconciliation among former European adversaries.

Fifty years on, Americans and Europeans are wit-
nesses to the creation of a new, post-cold war order.
This will require the dynamic evolution of existing in-
stitutions, such as NATO and the European Union,
and a common capacity to cope with a future charac-
terized by volatile capital flows, instant communica-
tions, and the inexorable liberalization of the global
economy.

American diplomacy in Europe from Acheson to Albright:
(right) Secretary of State Dean Acheson meeting with
British Foreign Minister Sir Anthony Eden (left) and
French Foreign Minister Robert Schuman (center) in
Bonn in 1952, (below) Secretary of State Madeleine
Albright meets with Italian Prime Minister Romano Prodi.

The new transatlantic agenda goes beyond mili-
tary security and embraces new concepts, such as
economic security and competitiveness. Business-to-
business contacts may count as much as traditional
diplomacy in managing the relationship. Here are
some of the areas to watch.

First, competition policy. A foretaste of the prob-
lems appeared this summer when the European
Commission announced that it had serious objec-
tions on antitrust grounds to the proposed $14 billion
merger between Boeing, the world’s number one
aerospace manufacturer, and McDonnell-Douglas,
the civilian airliner and defense business.

The notion that Brussels-based competition au-
thorities could interfere with the merger of two com-
panies often described as “more American than
apple-pie” took many observers aback, especially in

September 1997
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US-EU RELATIONS

the White House and the Federal Trade Commission, which
had cleared the deal. Suspicions were rife in Washington
that the Europeans were defending the state-subsidized Air-
bus Industrie, Boeing’s only serious rival.

After a nerve-wracking round of negotiations, Boeing
agreed to slightly modify the terms of the merger. The Seattle-
based company offered to make available licenses and patents
from McDonnell’s military research programs; it agreed to

The Boeing case highlights the rapid pace of mergers and
acquisitions.

end 20 year-long exclusive delivery contracts with three major
US airlines and not to sign others for 10 more years; and it
pledged not to abuse its dominance in the world market.

The Boeing case highlighted European sensitivities about
being left behind in the technology race; but it also points to
the rapid pace of mergers and acquisitions, which is increas-

ing the work-load of US and EU competition authorities alike.

For example, the Commission decided 126 cases in 1996,
compared to just six in 1990. Many of these cases involving
international mega-mergers, such as Grand Met and
Guinness, the drinks conglomerates; BT-MCI telecommuni-
cations; and Kimberly-Clark and Scott Paper. All these cases
require close transatlantic consultation.

The second growth area is cooperation on standards and
certification of goods. The EU is America’s largest trading
partner and vice versa in a combined trade worth more than
$230 billion. Around 51 percent of foreign direct investment
in the US comes from the EU, while more than 42 percent of
foreign investment in the EU comes from the US.

In this interdependent world of trade and commerce,
multinationals are increasingly pressing for more consistency
in rules on investment, technical standards, and the removal
of obstacles to the free flow of goods, services, and capital.

The Transatlantic Business Dialogue (TABD) is a vital
cog in this new form of transatlantic cooperation; so is the
Transatlantic Policy Network, a sister grouping made up of
parliamentarians on both sides of the Atlantic, businesspeo-
ple, and diplomats.

In June, the TABD successfully propelled US and Euro-
pean negotiators toward an agreement on mutual recogni-
tion on products such as medical devices, telecoms terminal
equipment, and information technology in sectors that ac-
count for around $40 billion of transatlantic trade.

The mutual agreement deal took five years to negotiate
and is just a start. For although it does address the problem
of certification as a non-tariff barrier to trade, it does not deal
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with the governments’ practice of insisting on their own in-
consistent standards. Thus, the test will be whether the US-
EU deal will serve as a model for a multilateral agreement in-
side the World Trade Organization.

The third area of concern is the conflict between multilater-
alism versus unilateralism. This is an age-old dilemma for US
foreign policy, especially among those in the Republican ma-
jority in the Congress, which is reluctant to cede sovereignty
to bodies such as the United Nations or the WTO.

The positive side of the ledger indicates that both sides
are apparently committed to making the WTO work. Thanks
to painstaking negotiations, the row over the extraterritorial
provisions of the US Helms-Burton anti-Cuba act is slowly
being defused. An EU threat to take the case to the WTO dis-
putes panel was averted earlier this year.

In other areas, the US and EU have clinched important
multilateral agreements on telecommunications and infor-
mation technology liberalization. The next test will be finan-
cial services.

The fourth element in the new transatlantic agenda is bur-
den sharing, particularly in Bosnia. After the successful
dovetailing of the NATO-led IFOR peacekeeping mission
with the EU-led civilian reconstruction effort, the follow-up
SFOR mission is facing steady harassment, especially in the
rump Bosnian Serb republic.

The US wants to pull out its troops in 1998, and some Eu-
ropean countries, notably the United Kingdom, want to follow
suit. But if the peace consolidation effort fails and the 1995
Dayton Agreements unravel, the past three years’ investment
will go to waste. Some are wondering why the EU does not

agree to shoulder the burden in their own backyard, using its
fledgling defense arm—the Western European Union—to
take over a scaled-down peace-keeping operation.

After the searing experiences of the UN peacekeeping
mission in Somalia, the US is leaning increasingly toward
US-led missions, such as the NATO operation in Bosnia, or
subcontracting to regional groupings that can draw on US in-
telligence or hardware.

Airbus’s market share is growing around the world.

A WEU-led operation in former Yugoslavia would be a
vivid demonstration that Europe is ready for a more adult re-
lationship with the US. Dean Acheson, a great Europhile,
would no doubt have approved. @

Lionel Barber is a contributing editor for EUROPE and the
Brussels bureau chief of the Financial Times.
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US-EU RELATIONS

SENATOR GORDON SMITH

The chairman of the Senate Foreign Relations Subcommittee on European Affairs,

speaks out on NATO enlargement, Boeing, the EU, Russia, and Bosnia in an interview
with EUROPE Editor-in-Chief Robert J. Guttman.

Does the recent controversy over
the Boeing-McDonnell-Douglas
merger between the US and EU in-
dicate that our relations are rocky
or does that it show that both
sides work pretty well in a crunch
situation?

It shows both things. There
is natural competition, and it
sometimes gets rocky. But in
the end, we have too much in-
terest in one another not to
work these things out, and the
relationship worked it out.

Does it concern you that the EU
has so much power to rule on two
American firms, Boeing and Mc-
Donnell-Douglas? Some Americans
would say “Why should the EU
have anything to say in this?”

It concerns me. It is ex-
traterritorial, but they feel the
same about our Helms-Bur-
ton law. Sometimes a nation
or groups of nations will over-
reach, and we both are guilty of that.

Speaking of Helms-Burton, what is happen-

ing with that today?

People are trying to figure out how
to live with it. The administration is
trying to minimize its implementation,
and Europeans are resigned to its
being there in some form. It will be an
irritant, depending on who you talk to,
whether it will be major or minor. The
major-minorness depends on who has

got a dog in the fight.

Will the United States Senate approve NATO

enlargement?

I believe it will, and the margin will
be enough. It is part of the Republican
platform, and while there is some op-
position, it is not making the case suf-
ficient to vote down a treaty that is

crucial to our standing in the world.
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Why is it crucial?
Because it represents |
our biggest commitment
abroad, and one of our
greatest successes in the past. People
want to know if our commitment con-
tinues and with that knowledge, our in-
fluence will either increase or diminish,
depending on the Senate’s answer.

When is this going to come to a vote?

We will begin debating NATO en-
largement after the first of the year,
after the accession talks have con-
cluded. And I suspect in the spring
there will be a vote.

Are you positive the vote will succeed in the
Senate?

I'm optimistic, but anything can hap-
pen in the meantime. The issues sur-
rounding NATO enlargement are

pretty well about Bosnia and bur-
den sharing. Do all the Euro-
peans feel like French President
Chirac? If they do, there will be a
growing opposition in the United
States Senate. Bosnia is problem-
atic because people wonder
where this changed commitment
takes us. Is it into more Bosnias,
or is it in defending defined terri-
tory against a Russian threat, a
nationalistic Russian threat?

Does Europe still need American
troops?

It needs American involve-
ment, yes. We are the indis-
pensable nation in Europe. We
are the honest broker, and be-
cause we are there with our mil-
itary technologi-
cal edge, a lot of
positive things
flow from that that
otherwise would
result in all of Eu-
rope looking
more like Bosnia.

What does that say
about Europe, that they need the United
States?

They say it themselves. I'm parrot-
ing what I've heard European leaders
say. It has to do with the spirit of na-
tionalism and a human tendency to
want to compete and to be exclusive.
If you look at European history, it has
been an ongoing civil war that has had
a break over the last 50 years because
America has not retreated.

Aren’t your constituents going to say “why
should we be pulled into Europe’s problems
and why expand NAT0?”

They should ask that question, and
the answer to me, or that I provide to
them, is that an ounce of prevention is
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worth a pound of cure. To be engaged
in a peacemaking role is a lot less ex-
pensive in terms of dollars and human
lives than to be later engaged in war
making.

Do you favor more countries being brought
into NATO?

I do for a lot of reasons. From a
moral perspective, NATO expansion
closes the book on Yalta and keeps
the promises that Roosevelt made but
which America did not deliver on to
Central Europeans. Again from a prac-
tical standpoint, it hedges our bet
against the worst possible develop-
ments in the East, the Middle East,
and the Far East.

Do you favor Romania and the Baltic nations
joining NATO in the future?
Yes, I do. If they can qualify.

What about Russia joining NATO?

If they can qualify. I don’t think
they would ever want to be in NATO,
but I wouldn’t exclude any country.
President Clinton has it about right
when he says that this is a process,
and it is open to any and all who can
measure up to the standards required
for NATO membership.

Will you be leading the debate in the Senate
on NATO enlargement?
I will.

What about American troops pulling out of
Bosnia next year? Is the war going to start
again after US troops leave?

It will if we leave war criminals
seated among the people. It will if the
combatants don’t implement the [Day-
ton] accord. In the end, it takes local
will and effort. 'm quite certain that
the administration will reconfigure
America’s involvement there. It will be
different than it is now, but it will still
be there in some supportive way.

Do you believe that US troops will stay in Bosnia?

I would guess they will in some
fashion. Bosnia is a microcosm of the
greater European problem, that when
we're not there, you have war be-
tween great nations.

If that is so then why has Europe been at
peace for so long?

It is because of the European
Union and NATO. It’s a willingness to
learn from history. It’s mass commu-
nication. It’s the ability to get around
radical ideologies. It’s the seeding or
the growing of democratic institu-
tions. Democracies seldom war with
one another; dictatorships almost al-
ways do.

Should NATO be capturing war criminals in
Bosnia?

Yes, they've started, and they’ll
continue. I think they should. They
have to. Otherwise, all we’re doing is
engaging in a very expensive cease-
fire, and I don’t think America should
be party to that. We ought to go do
the job and leave in place the architec-
ture and the people who want peace.
But by our being there and allowing
war criminals to walk among the pop-
ulation without apprehension is to
frankly accede that what they did is
okay. It’s to ratify what they did as ac-
ceptable, and it is not. We need to
round up all the war criminals on both
sides and send them to the Hague.

Do you think that peace would fall apart if the
United States left Bosnia and the Europeans
were there by themselves?

Apparently. That’s what they tell us.

You’re talking about nationalism returning to
Russia. What do you see Russia as today—an
American ally or an adversary or somewhere
in between?

The jury is out on that. We're tak-
ing a risk with the NATO-Russia
agreement. But in the end, it’s a risk
I'm willing to take if it will increase
the Russian comfort level with the
West. It will also provide to Russia’s
neighbors a sense of security that
they seldom feel.

So you don’t think we're out of the woods
with Russia.

No, we're a heartbeat away from
great uncertainty.

You are a successful businessman—
would you invest in Russia?

Not yet. A prerequisite to capital
formation is security. And that’s ironi-
cally one of the real reasons underly-
ing the demand for NATO expansion
in Central and Eastern Europe—secu-

rity. Capital is not going to go in there
if it feels in jeopardy of confiscation.

What do you think the main threat to Eu-
rope is today?

Perhaps the state of Boris Yeltsin’s
health. And I suppose reemerging na-
tionalism throughout the continent.
I'll tell you from my observation; I've
talked to few European leaders who
are not absolutely committed to mon-
etary union, and I've talked to very
few Europeans out of government
who are for it.

Can the Europeans learn anything from
the booming economy in the US?

Yes, dismantle their welfare state,
put back natural incentives in their
economy. Remember that what you
tax you discourage, what you subsidize
you encourage. They're taxing initia-
tive and theyre encouraging status
quo thinking.

They have to compete with Amer-
ica. The role of my party in this coun-
try is in part to keep us as a nation
from becoming as socialized as many
Western European countries.

Why is the US economy so strong?

It’s because we still leave room for
people to choose and to experience
success and failure and to allow a mar-
ketplace to work.

Do you think the EU has been helpful in
keeping the peace in Europe?

Yes, I do because it makes stakehold-
ers and allies out of former enemies.

Do you have a phrase for the new era
we're in today?

I've always just thought of it as the
post-cold war.... We need a new de-
scription. We are plowing new
ground. I believe the architecture of
NATO and the EU are vital to Euro-
pean and world peace. It’s the
bedrock upon which a lot of the world
has come to rely.

Is Europe more stable today after the
cold war or less stable?

It’'s more stable, but the challenge
is for us not to become complacent, to
keep the stability through NATO en-
largement and spreading Western val-
ues of democratic free enterprise. @
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European investment in the United States is scaling fresh peaks as

companies look across the Atlantic to achieve the critical mass to

survive the globalization that is touching every industry, from financial

services to machine tools.
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A US presence has become a do-or-
die strategy for these companies as
their more powerful American and
Japanese rivals roam throughout the
single European market.

The US is a natural magnet for Eu-
ropean firms because it is the world’s
biggest market and readily accessible
to foreign takeovers. Cross-border
mergers in Europe, by contrast, are
much more problematic while hostile
takeovers, even those limited to do-
mestic firms, are still taboo in countries
like the Netherlands and Germany. As
a result, many younger European exec-
utives feel much more at ease in the
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American corporate culture.

While a cheap dollar made the US a
haven for bargain buys over the past
five years, the recent strength of the
greenback hasn’t dulled the European

BY BRUCE BARNARD

appetite for US assets.

Many of the mega-deals have been
driven by the need to establish a global
reach. This was the motive for Europe’s
biggest investments in the US—British
Telecom’s $20 billion merger with MCI,
the second-largest US long distance
telephone operator, and the joint acqui-
sition by Deutsche Telekom and
France Telecom of a 20 percent stake in
Sprint, the third-largest US carrier.

European airlines have also been
quick to link up with US firms to en-
sure they will be among the few mega-
carriers that will dominate the industry
within the next 10 years. The leading
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European players went further by ac-
quiring stakes in the US airlines. US
airlines haven’t taken stakes in Euro-
pean carriers because the majority are
state-owned and have little to offer in
terms of domestic networks.

While these deals capture the head-
lines, most European investment activity
in the US is concentrated on less glam-
orous industrial sectors. In a flurry of
deals over the past year, European firms
have built world market leadership in a
wide range of businesses, positioning
themselves for a battle with Japanese
firms that are hesitant about growing
through American acquisitions.

The pace of acquisitions has acceler-
ated in recent months as the number of
potential targets dwindles. And the
deals announced in 1997 have taken
European firms into the heartland of
US industry.

The 1997 scorecard highlights the
attractiveness of the US market for Eu-
ropean firms. Among the main deals:

Tomkins, the British industrial
conglomerate, snapped up US
auto parts maker Stant Corpora-
tion, for $606 million, in April,
only nine months after it bought
Gates Corporation, a US manu-
facturer of vehicle hoses and in-
dustrial belts, for $1.85 billion.

GKN, another British engi-
neering group, paid $570 million
for Sinter Metals, underlining its
enthusiasm for the US hasn’t
been dimmed by a $610 million
award against its US exhaust re-
tailer Meineke Discount Mufflers.

Thyssen, the German steel

giant, paid $675 million for Giddings &
Lewis, the biggest US machine tool
maker, beating a rival bid by Milwau-
kee-based Harnischfege Industries.

Atlas Copco, the Swedish engineer-
ing concern, handed over $900 mil-
lion for Prime Service, the second
largest equipment rental firm in the
US, two years after it picked up
Milwaukee Electric Tool for $550
million.

Even the smaller deals have sub-
stantially boosted Europe’s market
position in the US. Sweden’s BT In-
dustries, Europe’s third-largest sup-
plier of lift trucks, became number
four in the US with its $375 million &
purchase of Raymond. Fenner, a
British group, became the world’s sec-
ond-largest manufacturer of heavy duty
conveyer belts with its $71.5 million ac-
quisition of Scandura Holdings of the
US.

European firms say a US
presence is equally vital in
sectors like insurance, phar-
maceuticals, chemicals, and
biotechnololgy where they
faced being squeezed by
their bigger American and
Japanese rivals.

And for some European
companies the United States
remains the biggest attrac-
tion in spite of the competing
potential of the Asian Tigers,
China, and the emerging
market economies of Central
and Eastern Europe on their
doorstep.

Veba, the giant German

o
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European companies, like Mercedes-
Benz, Nokia, and Shell, have been
attracted to the US’s favorable
investment climate.

industrial group with interests span-
ning telecommunications to electricity,
plans to spend $2.3 billion growing its
North American business over the next
five years. It made a start in July with
the $632 million cash purchase of Wyle
Electronics, a Californian distributor of
electrical components and computer
systems, and plans to list its shares on
the New York Stock Exchange in Octo-
ber. Veba is focusing on the US be-
cause of the size and flexibility of the
market, according to Veba chairman
Ulrich Hartmann. It is “simply easier to
achieve higher growth rates in the US.”
A Wall Street listing is fast becoming

de rigueur for big European companies.
Deutsche Telekom and Daimler Benz
are among a dozen German shares
traded in New York and Munich-based
SAP, the world’s biggest business soft-
ware concern, plans to have a US listing
continued on page 16
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Corporate America has launched a new investment drive into Europe to

cash in on the new opportunities spawned by the sale of state companies

and the breakup of monopolies. US companies have a head start in ex-

ploiting privatization and liberalization because their experience of dereg-

ulation goes back nearly a quarter of a century. Europe, by contrast, is

only now facing liberalization in a wide swathe of industries from air and

rail transport to energy and telecommunications.

Deregulation is opening up new
areas to outside investment, topping up
the attraction of Europe’s fast maturing
single market. An added bonus is the
rapid growth of a new consumer mar-
ket in Eastern and Central Europe,
which US firms are attacking from
their EU beachhead. The 370 million
strong EU single market will swell by
an additional 55 million consumers
after the turn of the century as the first
wave of East European countries join

14 EUROPE
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the 15-nation bloc.

Europe has attracted a lot of negative
publicity across the Atlantic during 1997
as its member states struggle to trim
their budget deficits to qualify for a sin-
gle currency against a backdrop of
record high unemployment. But US
businessmen look beyond the headlines
and find Europe is still an attractive in-
vestment location and much more ac-
cessible than Asia and Latin America.

And Europe, along with North

) 1\

America, will be the most appealing lo-
cation for business and investment
over the next five years while Asia
faces a decline, according to a recent
survey by the Economist Intelligence
Unit. The Netherlands will overtake
Hong Kong as the most attractive loca-
tion by the year 2001 with the United
Kingdom in second place.

US companies are still investing in
traditional sectors where they are well
entrenched, such as car manufacturing
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where Ford and General Motors have
a combined 25 percent share of
the European market and Chrysler
is reporting double-digit sales growth.
But most of the action is con-

centrated in sunrise
sectors, such as semicon-
ductors, computer soft-
ware, and telecommuni-
cations.

Some companies
are investing heavily
in marketing efforts to
boost their share of
the European market.
General Electric, for
example, plans to
double its annual sales of domestic ap-
pliances in Europe to $2 billion over
the next three years. It also wants to
boost European sales of light bulbs
and industrial lighting products by 60
percent over the same period. GE Cap-
ital, GE’s financial services unit, is in a
class of its own, acquiring on average
one European company every fort-
night for the past few years in
businesses as diverse as
credit cards and equity
capital to aircraft leasing
and real estate.

But US companies are
now moving into totally
new areas that are being
pried open by liberaliza-
tion, often catching their
European rivals off balance
as they face competition for
the first time ever.

Nine US utility firms
have moved into the UK—
the latest being Pacific Corp
which paid $6 billion for En-
ergy Group, the country’s biggest elec-
tricity supply and second largest gas

Nike, GE, and Coca-Cola are part of
a wave of US investments that are
performing well in Europe.

distributor. Other US energy groups
have moved into gas supply in direct
competition with the former state
monopoly British Gas.

US firms picked the UK first be-
cause it has a 10 year head start on the
rest of Europe in privatization and
deregulation. And they are
using it as a springboard
into continental

Europe. Southern
Co., which bought
into the British
electricity indus-
try in 1995, became
the first foreign firm
to take
over a German utility in May
when it acquired a control-
ling stake in Bewag AG,
Berlin’s power utility.

European firms, for long
shielded by their monopo-
lies, are actively courting
US firms to help them
to survive and prosper %

in the new age of .
competition.
ENEL SpA, Italy’s state-
owned electricity utility, for
example, is forming a $2.9
billion power-generating
venture with Enron, the
Houston-based utility, to
take advantage of the open-
ings in the European elec-
tricity market.

US companies are also in
pole position to exploit the
new freedoms in Europe’s
state-controlled railway in-
dustry. Wisconsin Central

Transportation, a medium-sized
US railroad, controls all UK rail freight
business, runs the queen’s private
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train, via its English, Welsh & Scottish
Railway unit, and has acquired the
company that runs rail shuttles
through the Channel Tunnel. Mean-
while, CSX, the biggest US railway, is
carrying freight between the Nether-
lands, Germany, and Italy in a pioneer-
ing joint venture with Deutsche Bahn,
the German state railway, and NS
cargo, the Dutch rail freight operator.

US firms are moving into uncharted
waters. Manufacturers of locomotives
and freight wagons are making sales in
Europe for the first time, and US banks
hold more than 25 percent of the $14

billion debt of Eurotunnel, the
Anglo-French operator of the

Channel Tunnel. New York-

Z based Ogden is ahead of its
. European rivals in taking ad-
Wh]te vantage of competition in air-
, ™™ port services, moving into Am-
4 sterdam Schiphol airport and
g' several small German airfields.
. US companies have also
been fast off the mark to ex-
ploit Europe’s late start in the so-
called knowledge industries. EDS, the
computer services group, overtook
Japanese-owned ICL as the biggest
player in the $18 hillion British market
last year. ICL was pushed into third
place by IBM.

US telecoms firms are also deeply
involved in the looming liberalization
of Europe’s $180 billion-a-year market.
But the action isn’t limited to the big
names like AT&T, which has faced
several setbacks trying to carve a
European presence, but smaller, nim-
ble firms that have moved into niche
markets.

Many of these upstarts, European as
well as US, are being financed by US

continued on page 16
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by the end of the year. French compa-
nies finally are following in the footsteps
of the British and Dutch firms that led
the European move into Wall Street.

Almost unnoticed European firms
have ousted the local competition in
some of the fastest growing US busi-
ness sectors. Gambro, the Swedish
health care group, became the second
largest dialysis company in the US in
June when it bolstered its network of
clinics with a $1.6 billion purchase of
Vivra, a California-based group. The
market leader is also European, Frese-
nius of Germany.

Truck manufacturing in the US also
is becoming a European preserve after
Daimler-Benz agreed to buy Ford’s
heavy vehicle unit for $250-$300 million
to add to its Oregon-based Freightliner
group. Renault of France and Sweden’s
Volvo are also major players in the US
truck market and are boosting their
presence in spite of poor returns.

The big ticket transatlantic invest-
ments are concentrated in the financial
sector where European investment
banks and insurers are desperately trying
to join their US rivals in the global league.

ING group, the largest Dutch finan-
cial services group, lost out to the Swiss
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SBC Warburg in a battle for Dillon
Read, the Wall Street investment bank,
in May, only to bounce back two
months later by taking over Equitable
of Towa Co. in a $2.6 billion deal that
doubled its US insurance operations.

For some European companies, US
activities are beginning to rival their do-
mestic operations. ABN Amro, the
biggest Dutch bank, which recently ac-
quired Standard Federal, the largest
Midwest savings and loans institution,
is the largest foreign bank in the US
measured by local assets.

In a few sectors, the Europeans tower
over their US rivals, making it easier to
pick up bargains across the Atlantic. The
world’s top two pharmaceuticals firms,
Novartis of Switzerland and Britain’s
Glaxo Wellcome are tipped to get even
bigger by buying up their rivals, with US
firms the most likely targets. Novartis
moved first, paying $910 million for a
crop protection operation owned by
Merck, the leading US drugs group.

Roche, another Swiss drugs group,
recently drew alongside Abbot Labora-
tories of the US as the world’s leading
diagnostics company. Roche’s $11 bil-
lion purchase of the Bermuda-regis-
tered Boehringer Mannheim Group
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gave it control of DePuy of the US.

While some European firms are tak-
ing over their US rivals, others are join-
ing forces with them. The most high pro-
file deal was the merger of the telephone
equipment operations of Philips Elec-
tronics and Lucent Technologies, the for-
mer AT&T unit. In another recent deal,
Siemens of Germany formed a technol-
ogy and marketing alliance with 3Com,
one of the leading US manufacturers of
computer networking equipment.

Few European firms have regretted
their move across the ocean. Ahold, the
largest Dutch supermarkets group, al-
ready is eyeing a further big buy in the
US less than a year after completing a
$1.8 billion purchase of Stop and Shop,
a New England chain with more than
175 stores. Others have suffered tem-
porary setbacks, notably British Tele-
com whose planned takeover of MCI
was for a while called into question
after the US firm announced it would
lose $800 million because of the high
cost of breaking into the US local tele-
phone market.

European firms are moving into new
markets, especially China. But for
most, the United States will remain the
top target for a long time to come. @
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investors and fund managers on the
look out for winners. US firms are beat-
ing the local monopolies for prestige
contracts: Florida-based CyberGuard
Corporation won the contract to con-
nect the British government’s network
to the Internet, and WorldCom, another
firm, pipped Deutsche Telekom to a
key contract from the Bundestag, Ger-
many’s lower house of Parliament.

The US has buried Europe in sec-
tors it pioneered such as the $30 billion-
a-year express industry. The European
market is growing by more than 10 per-
cent a year and will probably match the
US by 2005, according to Carl-Stefan
Neumann, a McKinsey & Company
consultant.
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The US is also in totally new service
sectors, such as tourism. Miami-based
Carnival Cruises acquired a stake in
Airtours, a British vacation operator,
and Carlson companies of Minneapolis
paid $70 million for Inspirations, an-
other British tourism firm.

The consolidation of US industries
at home and the quicker tempo of their
overseas investments is forcing Euro-
pean rivals to mull cross-border al-
liances. The $13.4 billion merger be-
tween Boeing Co. and McDonnell
Douglas is a “wake up call” for Airbus
Industrie, according to Manfred
Bischoff, head of Deutsche Aerospace,
one of the Airbus partners.

“The Americans are leaving us be-

hind in the aerospace industry and
aerospace technology as a result of this
merger,” according to Klaus Kinkel,
Germany’s foreign minister.

The recent $11.2 billion takeover by
Lockheed Martin Corp. of Northrop
Grumman Corp., the final post-cold war
consolidation of the US defense indus-
try, compounded pressure on Europe’s
fragmented industry to accelerate plans
to join forces.

The American influence will become
increasingly pervasive as European busi-
nesses, freed from state ownership and
intervention, adopt US management and
financing techniques to survive in the
new world economics order. @

Bruce Barnard, based in Brussels, is a
EUROPE contributing editor and a cor-
respondent for the Journal of Commerce.



LUXEMBOURG

Luxembourger Jacques Santer, once the
Grand Duchy’s prime minister, now leads
the European Commission and the EU’s
drive toward a single currency.

i

Somehow the Luxembourgers have the knack of being in charge of Eu-
ropean events at just that moment when major decisions for the fu-
ture of the Union are needed—and taken.

It happened six years ago when the key Maastricht Treaty was
stitched together under the Luxembourg presidency of the European
Union, and it happened before that in the late 1980s when Luxembourg
steered the negotiations that led to the Single European Act. A British
diplomat called it “a kind of political serendipity.”

Now Luxembourg is at the controls again—but this time in double
strength. While Prime Minister Jean-Claude Juncker serves as presi-
dent of the EU Council of Ministers in the second half of 1997, his for-
mer political mentor, the Luxembourger Jacques Santer, will be con-
ducting affairs in Brussels as president of the European Commission.

Grand Duchy
Leads
Enlargement

Drive

BY ALAN OSBORN
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wealth. An ostentatious car
seen on Luxembourg roads will
more than likely have German
number plates.

The Luxembourgers are not
miserly; they merely spend dis-
creetly. An ambassador to Lux-
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The chemistry between them could
be invaluable for the EU as it faces two
historic challenges this year: who to
admit from Eastern and Central Europe
as new members and how to ensure
that a single currency for the EU begins
on schedule in 1999 with a respectable
number of countries signing up.

Nobody is better at striking a bal-
ance, forging a consensus, or finding a
common denominator than the Luxem-
bourgers. They are Europe’s supreme
negotiators. That’s partly because
there are so few of them—just 400,000
or so. They can occupy that narrow
space between the heavyweights,
feared by none, afraid of none.

Also, and unlike other countries,
the Luxembourgers do not have a
massive national agenda to carry into
EU negotiations. For them, enlarge-
ment of the EU is largely a question of
future decision-making and the possi-
bility they may have to lose their EU
commissioner in the interests of a
slimmed down power structure.

Mr. Juncker will not give ground here, nor will he agree
to give up Luxembourg’s tax concessions for non-resident
depositors without a huge and, for the time being, unrealistic
harmonization of tax regimes.

But beyond that, Luxembourg will be as forceful in the
promotion of the European Union as even the most zealous
federalist could wish. In a real sense the tiny country, with its
spectacularly beautiful capital city, is the Euro-adman’s
dream come true—it passes the entry criteria for the single
currency with ease; it has switched its economic base from
steel (declining) to banking (thriving) with masterly skill; and
its citizens are the richest in the EU on a per capita basis.

Moreover unlike the Germans, French, and Belgians, just
across the border, the Luxembourgers do not flaunt their
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The tiny country with
its spectacularly beau-
tiful capital city is the
Euro-adman’s dream
come true—it qualifies
for the single currency,
it has switched its
economic base from
steel to banking with

masterly skill, and its

citizens are the richest
in the EU on a per
capita basis.

embourg recalls a visit with a
club of local art lovers to gal-
leries in the Netherlands and
his astonishment at the prices
his traveling companions were
willing to pay for their comforts
during the visit.

In other countries the costs
of such a trip would have con-
fined the excursion to the
super-rich, but in Luxem-
bourg there were hundreds of
applications for every visit. In
fact, thanks to a highly pro-
gressive income tax regime and an
historically generous social security
system, Luxembourg has relatively
few mega-rich citizens and few ex-
tremely poor ones.

These extravagant social benefits—
with public servants and many private
sector employees retiring on seven-
eighths of final salary—were easily
containable up to a few years ago when
Luxembourg was the world’s richest
country in terms of spending power.
Now they are becoming a potential
headache for the Luxembourg govern-
ment and a test for Prime Minister
Juncker’s political skills as he attempts
to scale down retirement expectations.

Unemployment is also, by Luxem-
bourg standards, worryingly high,
though few other countries would
shed tears over the rate. But in this, as
in so many other aspects of Luxem-
bourg life, the situation is made more
complex by the high level of migrant
workers residing in Luxembourg
(about a third of the total) and the fact that about a quarter of
the number of people with jobs come in daily from neighbor-
ing countries.

These are mostly frontainie workers with menial jobs, but
at the other end of the scale the highest paid bankers tend to
be foreigners, while many of the best paid of all employees
are officials from other countries working for the many EU
institutions in Luxembourg.

If all these special factors could be winnowed out, the av-
erage Luxembourger might be described as prosperous,
archetypal middle-class, fiercely nationalist, and broadly con-
servative. The national motto—which translates as “we want
to stay what we are”—fits to perfection. @

Alan Osborn is EUROPE’s Luxembourg correspondent.



LUXEMBOURG

At 42, Luxembourg Prime Minister Jean-Claude

Juncker has the appearance and the assured
manner of a high-flying young business executive
who knows his market inside out.

Already Mr. Juncker, a lawyer, who attended
Strasbourg University, is a veteran of top-level
European Union negotiations. As Luxembourg fi-
nance minister in 1991, he chaired the key coun-
cil setting up the groundbreaking Maastricht
Treaty and has been at the forefront of the drive
toward economic and monetary union ever since.

Yet Mr. Juncker is sufficiently young and po-
litically secure enough at home to reasonably
anticipate another 25 years or more at the cen-
ter of European politics. His quick wit, com-
mand of languages, and shrewd negotiating
abilities are underscored by a moral base that
stresses the Christian in his allegiance to the
Christian Social Party.

EUROPE interviewed Mr. Juncker at his office
in Luxembourg soon after the EU summit meet-
ing in Amsterdam this summer and just as Lux-
embourg was beginning its six month presidency
of the Union. We asked him what had been
achieved in Amsterdam.

“l believe the Amsterdam Treaty, provided it is
ratified, will be seen later to have been a step in
the right direction, but unfortunately it does not in-
spire enthusiasm because it doesn’t take a great
jump into the next century,” he replied. Mr. Juncker
expressed particular disappointment at the lack of
progress on the introduction of majority voting to
speed up decision-taking.

While there were some small advances in this
area, he says, “the main judgment must be that once

again the 15 governments have proved that agree-
ment among themselves is not so easy as it seems.”

B0URG SLEADER
-LLAUDE JUNCKER

focuses on
enlargement,
the euro, and

employment

BY ALAN OSBER N
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“You have to bear in mind that each government is
backed by 15 different national public opinions and 15 parlia-
ments at home, so we had more than 15 at the summit, we
had 45,” he said. Mr. Juncker wondered if there were 15
states anywhere in the world, great or small, which could
have reached agreement.

Mr. Juncker went on to observe that EU negotiations had
now begun to touch on the “core matters” that for many
states went to the heart of national sovereignty. He cited de-
fense and sensitive justice matters like asylum and immigra-
tion “so it is not so surprising to see that it's hecome more
difficult to reach agreement.”

The first matter to command Luxembourg’s attention as
president of the EU during the second half of 1997 will be
the preparations for enlargement of the Union toward East-
ern and Central European countries,” he said.

Linked to this will be the question of the EU’s finances.
Mr. Juncker’s legendary skills as an honest broker seems
likely to be in heavy demand as he
tries to juggle the financial claims of
the newcomers against the existing
demands of poorer member coun-

in the world. “It has reached a state of maturity that makes it
less weak, and it is the best prepared for all kinds of change,”
he said.

Specifically, Luxembourg will need to make no special
tax provision for the state of economic and monetary
union. “Other governments will not have the same margin
for maneuver,” said Mr. Juncker, adding that “we do have
this room because our public finances are profoundly
sound.”

Ten years from now the financial sector will still be Lux-
embourg’s main taxpayer, Mr. Juncker predicted “but we
don’t want to become dependent on its performance.” The
country is giving a lot of thought and effort to diversification:
“We don’t want to become reliant on one single sector—it’s
not wise, economically or politically.”

The other two pillars of the Luxembourg economy at pre-
sent are steel and television. Mr. Juncker is proud of his
country’s early recognition of the problems facing Western
steel companies and the drastic ac-
tion it took to reduce employment
by two-thirds over 15-20 years. “Our
steel industry is better prepared for
the new world than its main com-

tries, and the reluctance of the rich
to assume any more of the burden.
Recalling the need to keep public
opinion on side, Mr. Juncker sees it
as his job to prevent “shocks.”

Then there is employment, with a
special summit meeting to be orga-
nized “to seek a way out of the em-
ployment crisis.”

Mr. Juncker identifies his third
priority as preparation for the eco-
nomic and monetary union of the
EU, including the single currency.
The latter “will happen as we have
foreseen on January 1, 1999” with a

Luxembourg will need
to make no special tax
provision for the state
of economic and
monetary union. “Other
governments will not

have the same margin

for maneuver,” said Mr.
Juncker, adding that

“we do have this room

petitors in other countries, but I
would not say that all the problems
have all gone,” he said.

Mr. Juncker was more upbeat
about television following the recent
merger between the Luxembourg
company CLT and the television in-
terests of its former rival Bertels-
mann of Germany. “Luxembourg is
now the location of the most power-
ful media group we have in Eu-
rope...it'’s an enviable position for a
small country like ours to be in there
with the great players,” he said. He

significant group—a majority—qual-
ifying,” he said. His own country will
certainly be among them.

Mr. Juncker is too crafty to spell
out Luxembourg’s plans in any de-
tail, but he warns speculators, say-
ing,”"We'll be prepared. We’ll make
sure that the financial markets do
not suddenly take us by surprise.”

Elsewhere, the Luxembourg government has raised eye-
brows in Brussels and other capitals by placing tax and so-
cial harmonization on the agenda for action by the EU this
year. Mr. Juncker will circulate a list of special tax devices
operated throughout the EU that he feels stand in the way of
genuine economic and monetary union and that should be
abolished.

Of course, Luxembourg’s own refusal to apply withhold-
ing tax on savings is one such device. But there will be no
question of the Grand Duchy yielding on this matter unless
there is a “general compromise” on special tax regimes
throughout the union, the prime minister stresses.

Even if the worst came to the worst on taxes, Mr. Juncker
is supremely confident of the underlying strength of Luxem-
bourg’s financial sector, which he noted was the sixth largest

20 EUROPE

because our public
finances are profoundly
sound.”

also praised SES—the Astra satellite
company—which had silenced ear-
lier doubts to become “the best per-
forming satellite company.”

EUROPE asked Mr. Juncker
about relations with the US. From
Luxembourg’s point of view they
are “excellent,” he said, “this is a
very America-friendly country.” A
relatively small difference over the winding down of Ameri-
can military bases in the Grand Duchy was swiftly dealt
with through a 1995 visit to Washington that Mr. Juncker
undertook as one of his priorities after becoming prime
minister.

As far as EU-US relations are concerned Mr. Juncker, is
determined that the present machinery for contacts, the
twice a year “transatlantic dialogue” between heads of gov-
ernment, should be “more useful and deeper and not just
window-dressing.” He wants to establish a proper working
agenda for the meetings so that “genuine policy issues can
be explored” rather than routine exchanges of views.

The next such meeting will be in Washington, in Decem-
ber, when the main subject is likely to be the enlargement of
the EU and its implications for the rest of the world. @
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Luxembourg has a stable

ADVERTISEMENT

and supportive bhusiness environment

Robert Goebbels, Minister of the Economy, Energy and Public Works,

talks about business opportunities in his country

Mr. Goebbels, what are your main
objectives as Minister of the Economy
of Luxembourg?

Diversifying and developing the industrial
structure of our economy, and providing
investors with a Luxembourg location to
grow their business in Europe are key
policy objectives of my Government. It is
important for a country like mine to
make international companies aware of
“the Luxembourg opportunity.”

Given its size, how can Luxembourg
compete with its larger neighbors?

Luxembourg is not an economic super-
power. But our relative size can yield big
advantages. We have a long tradition of
integrating within larger economic areas
(Benelux; the European Union), neutrali-
ty and experience in participating in for-
eign markets, and, not least, rapid deci-
sion making in an efficient, solutions-ori-
ented administration.

Your country is well known for being
politically and socially very stable.
How do you see the relationship
between labor, management and the
Government?

Social unrest and labor disruptions are vir-
tually unknown in the Grand Duchy. They
have been avoided thanks to regular con-
sultations between labor, management
and the Government. In fact, for more
than 70 years, there have been no major
strikes in my country. Social tranquility
has been an important component of the
past economic success of Luxembourg,
and will continue to be a Government pol-
icy objective in the future.

I NTER VY )

EW

A company decision maker is inter-
ested in knowing about the availability
of skilled labor. Are there any prob-
lems in that regard?

A highly qualified and multilingual work-
force lives in Luxembourg and in the larg-
er integrated economic region called Saar-
Lor-Lux, who also consider a
Luxembourg job location to be highly
attractive. Our workforce enjoys a reputa-
tion for its skills, high productivity and
professional attitude.

At crossroads of international busi-
ness, infrastructure is a key element
of ensuring the best connection to rel-
evant markets. How would you evalu-
ate the development of infrastructure
networks in Luxembourg?

In my additional capacity as Minister of
Public Works, I have been sensitive to the
need for state-of-the-art infrastructure and
digital telecommunications networks
designed to provide an optimal link to
economic and political centers through-
out the world. All of our country’s major
industrial parks are fully equipped with
modern utilities, and are located on or
close to international road and rail net-
works. Luxembourg International Airport
provides regular passenger and cargo ser-
vice to the American and Asian markets.

e competitive uman
bor cost”

It takes substantial economic argu-
ments to persuade a company to
establish a foreign subsidiary. How
would you summarize Luxembourg’s
unique advantages?

Luxembourg’s benefits include pro-busi-
ness policies supporting freedom of pri-
vate initiative; unmatched political and
social stability; competitive overall labor
costs resulting from high productivity and
low social costs; an attractive fiscal envi-
ronment; no red tape; and modern infra-
structure. These elements, combined
with a stable business environment, have
been key incentives to many international
companies choosing Luxembourg as their
strategic location in the European market.
It is my Government’s stated objective to
maintain the favorable business climate
which to a large extent has been respon-
sible for the high growth and investment
performance of Luxembourg and its for-
eign corporations in the past. ®



explain everything you need to know about Eu-
gle currency.

resent a euro calendar detailing the numerous steps
be taken from now until July 1, 2002 when national
currencies will no longer be legal tender and only euro notes
and coins will be in circulation. We also detail all the condi-
tions that need to be met for a country to meet the standards
to join EMU (economic and monetary union).

Lionel Barber, the Brussels bureau chief of the Financial
Times, presents the political background of the euro. He dis-
cusses the key roles played by Helmut Schmidt, Valery Gis-
card d’Estaing, Roy Jenkins, Pierre Werner, Helmut Kohl,
Francois Mitterrand, Jacques Delors, Alexandre Lam-
falussy, and many others in keeping the project on schedule.

In an exclusive interview, Yves-Thibault de Silguy, the
European commissioner responsible for economic and fi-
nancial affairs and monetary matters, presents a clear pic-
ture of how the euro will actually work and points out all the
necessary steps that will be taken for countries to join EMU.

Commissioner de Silguy states that “with the euro we’ll
have more currency stability in the world.”

Bruce Barnard, columnist and Brussels correspondent
for the Journal of Commerce, gives our readers a view of the
new European Central Bank and explains exactly how it will
be launched, how it will operate, and who will be on its gov-
erning board.

Martin Walker, who has been the Washington bureau
chief of the Guardian and who will now be that paper’s chief
European correspondent based in Brussels, spoke with
President Bill Clinton to get his views on Europe’s new sin-
gle currency. Walker also presents the views of leading fi-
nancial analysts on Wall Street who discuss how they view
the euro and how they see its impact on the dollar and US
businesses operating in the European Union.

Peter Gwin, EUROPE’s managing editor, takes a differ-
ent angle by looking at how hard it was for the newly
formed United States of America to introduce a single

currency that was accepted by all of its citizens.

EUROPE hopes that our readers will give us their

comments on our special report. Please let us know

what else you might like to know about the euro.

EUROPE will be following this historic event
through the turn of the century.

ROBERT J. GUTTMAN
EDITOR-IN-CHIEF
Published by EUROPE Magazine of the European Union

© Delegation of the European Commission, 1997
2300 M St. NW, Washington, DC 20037



detting the Stage
for the Single Gurrency

BY LIONEL BARBER

For more than a generation, successive European leaders have pursued the elusive

dream of economic and monetary union, otherwise known as EMU.

Helmut Schmidt, Valéry Giscard d’Es-
taing, Roy Jenkins, Francois Mitterrand,
and Helmut Kohl. These are the statesman
whose influence upon the EMU project is
indelible.

But the intellectual godfather of mone-
tary union remains relatively unknown out-
side his native country of Luxembourg, the
mighty micro state sandwiched between
France and Germany. His name is Pierre
Werner, a long-serving prime minister of
the Grand Duchy.

In 1969, Werner was asked to chair a
high-level group on how EMU could be
achieved by 1980. This was no mere aca-
demic exercise. It was the first serious Eu-
ropean response to the upheaval in the
Bretton Woods international monetary sys-
tem in which the US dollar was the domi-
nant currency.

By the late 1960s, the Bretton Woods
system was creaking. Inflation was creep-
ing up, thanks in part to the costs of
financing the Vietnam War. In 1968-1969,
the revaluation of the D-mark and the
devaluation of the French franc threatened
the stability of other European
currencies.

The Werner report of October 1970 pro-
posed a three-stage process for achieving a
complete monetary union within a decade.

100 EYEE

The final goal would be the free movement
of capital, the permanent locking of ex-
change rates, or even the replacement of
the currencies of the then six member
countries by a single currency.

The blueprint was remarkably similar to
the plan adopted in the 1992 Maastricht
Treaty. But it was ahead of its time. The
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breakup of Bretton Woods  political tensions which remain,

and the floating of the dollar

ushered in a period of cur-

rency turbulence exacer-

bated by the first oil crisis. EMU was put
on hold.

The next step in the search for currency
stability came with the creation of the Eu-
ropean Monetary System. It was a personal
initiative of two men, Helmut Schmidt,
chancellor of Germany, and Valery Giscard
d’Estaing, president of France, aided by a
third, Roy Jenkins, president of the Euro-
pean Commission.

The EMS was built on the concept of
stable, but adjustable exchange rates. All
the member states (by then nine), with the
exception of the British pound, joined its
Exchange Rate Mechanism. This provided
for a grid of bilateral rates and fluctuations
that were not to exceed a margin of 2.25
percent. Finally, the EMS created a new
currency—the ecu (European currency
unit) as a weighted average of all EMS
currencies.

The EMS restored a measure of ex-
change rate stability. Between 1986-1989,
it was one quarter of what it had been be-
tween 1975-1979. But it took two separate
phenomena—the arrival of Jacques De-
lors as president of the European Com-
mission and his plan to create a single Eu-
ropean market by 1992—to supply vital

missing pieces in the jigsaw.

By the mid-1980s, Western Europe was
enjoying the longest period of economic
expansion since 1945. The European
Community, as it was known at the time,
was emerging from a period of political
stagnation. Helmut Kohl in Germany,
Francois Mitterrand in France, Margaret
Thatcher in the UK—all were firmly es-
tablished in power, ready for a big new
initiative in Europe.

Delors’ plan to launch the single market
captured the imagination of political lead-
ers and businessmen alike. But he went
one step further by arguing the benefits of
the internal market would be difficult to
achieve with the uncertainties created by
exchange rate fluctuations and high trans-
action costs for converting currencies.

Market confidence in the project cannot hide the

In 1988, at the European Council in
Hannover, Delors, following in the foot-
steps of Pierre Werner, was asked to chair
a committee to study the prospects for
monetary union. It was comprised of all EC
central bank governors and independent
experts, but Delors managed to slip into
the chair, forestalling British and German
hopes of a minimal political outcome.

The Delors report, like Werner, pro-
posed a three-stage transition to EMU. At
the Madrid European Council in June
1989, EU leaders ordered the launch of the
first stage: the liberalization of capital
movements. Within 18 months, the Maas-
tricht Treaty had agreed on the final
blueprint for EMU, including a fixed
timetable for launching EMU by 1997 or at
the latest by 1999.

The catalyst was the fall of the Berlin
Wall and the unification of Germany. Chan-
cellor Helmut Kohl decreed that a united
Germany of 80 million people at the center
of the continent had to find a way of reas-
suring its allies, notably France, that it was
a reliable partner. And what better demon-
stration of goodwill than to give up the
deutsche mark—the symbol of postwar
stability and prosperity in Germany—in ex-



’particularly over the choice of

change for a single European currency?

The Germans were indeed ready to sur-
render the deutsche mark, but on two con-
ditions. The future European central bank
had to be modeled on the Bundesbank. It
had to be free from political influence, and
the entry criteria for EMU covering infla-
tion rates, public deficits, government
debt, and exchange rate stability had to be
tough.

The other member states agreed,
though in a brutal last night of negotiations
the French and Italians secured a commit-
ment that EMU was obligatory for all those
countries that were judged to meet the so-
called convergence criteria by 1999. How-
ever, the new Maastricht Treaty did not
specify how and when the single currency
should be introduced, and it was vague on
the rules for budgetary discipline in the
post-EMU world.

Over the next five years, the contradic-
tions between the aspirations of the politi-
cians and the actual performance of Eu-

inflation out of the system and reduced
budget deficit targets within striking dis-
tance of the Maastricht criteria of 3 percent
of gross domestic product.

Throughout this period, the contribu-
tion of one man—Baron Alexandre Lam-
falussy, president of the European Mone-
tary Institute, precursor of the future
European Central Bank, was immense.
With his calm professional style and his
acute political instincts, Lamfalussy re-
stored credibility to EMU via successful
blueprints for the transition to the single
currency and the rules for currency and fis-
cal discipline in the postEMU world.

At the Madrid Council in December
1995, EU leaders decided to call the single
currency, the “euro.” Secondly, they
elected to introduce the single currency in
three phases: Phase A would begin in
spring 1998 when EU leaders choose
which countries qualify for EMU; Phase B
would start on January 1, 1999 when ex-
change rates are fixed irrevocably; Phase
C would start on January 1, 2002
when euro-notes and euro-coins
would enter circulation over a
period of six months.

countries which meet the

rope’s economies surfaced with a
vengeance. Tensions were exacerbated by
high German interest rates resulting from
the Bundesbank’s tight monetary policy
needed to contain inflationary pressures
caused by Kohl’s decision to fund German
unification through borrowing rather than
taxes.

Between 1992-1993, the EMU show
very nearly came off the road. The British
pound and the Italian lira were forced out
of the ERM in September 1992; in the next
few months, the Irish punt, the Portuguese
escudo, and the Spanish peseta all deval-
ued. In August 1993, following another
wave of speculation against the French
franc, the ERM was suspended and a new
system was introduced with fluctuation
bands of 15 percent either way against the
central rate.

The period 1994-97 marked a phase of
consolidation and recovery for EMU.
Through gritted teeth, the EU member
states, by now 15, following the accession
of Austria, Finland, and Sweden, squeezed

In 1996, the Dublin summit agreed on
a new model ERM to regulate relations
between members of the euro zone and
those currencies outside, as well as a sta-
bility and growth pact, which is supposed
to guarantee that countries will keep
their commitment to sound public
finances once they have entered mone-
tary union.

As a result of these decisions, once
skeptical financial markets have turned
into true believers in EMU. Market confi-
dence in the project cannot hide the po-
litical tensions which remain, particularly
over the choice of countries meeting the
criteria. Nor does it lessen the difficulties
which France and Germany are currently
experiencing in meeting the all impor-
tant deficit criterion. But the shift in sen-
timent does suggest that EMU, at last, is
within reach. @

Lionel Barber is a contributing editor for
EUROPE and the Brussels bureau chief of
the Financial Times.

criteria.
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BY BRUCE BARNARD

A new force will burst onto the international stage next year that will, in
time, tip the balance of global financial power from the United States to
Europe. The newcomer, the European Central Bank (ECB), will be sharing
the limelight with the US Federal Reserve Bank from January 1, 1999,
when it takes on the daunting and high risk of policing the euro, the

planned single European currency.

ESR6

to Iay Leading Role

The ECB has attracted little publicity as
most attention has focused on the titanic
struggle by EU member states, notably Ger-
many and France, to qualify for monetary
union. Yet the new bank will play a crucial
role in establishing the credibility of the new
currency in international financial markets,
eventually determining whether it will chal-
lenge the global supremacy of the dollar.

All the ECB needs to start its work is the
nod from EU governments next spring. It al-
ready exists in embryo in the shape of the
Frankfurt-based European Monetary Insti-
tute (EMI), which is playing a key role in
ushering in the final stage of economic and
monetary union (EMU) and making the
practical preparations for the establishment
of the ECB. The EMI’s president, former

Dutch central banker Wim
Duisenberg, is odds-on fa-
vorite to be the ECB’s
first boss.

y 3 The ECB will
: start life next
May after EU
leaders decide
<@ which coun-
tries qualify for
EMU and will
be fully opera-
tional in 1999
when the euro is

launched.
The ECB has
been a long time ges-
tating. It was first men-
tioned at an EU summit in
Hannover in 1988, and its
shape and functions were set
out in the EU’s landmark
Maastricht Treaty of
1991. In fact, the
framework of the

4



ECB was set the very day it was conceived
because it is a near carbon copy of the Bun-
desbank, Germany’s formidable central
bank. This, and the ECB’s location in Frank-
furt, were never in doubt because such was
the minimum price for Germany’s participa-
tion in EMU.

The ECB, like the Bundesbank, will see
its role as the slayer of inflation—everything
else will be secondary to this primary goal.

German Chancellor Helmut Kohl insisted
the ECB should be cloned from the Bundes-
bank to convince the skeptical German pub-
lic that the euro would be as strong as their
cherished deutsche mark, one of the world’s
strongest currencies.

The German psyche is still scarred by
memories of hyperinflation in the 1930s
when shoppers filled wheelbarrows with mil-
lion mark notes to buy bread and children
played with worthless bank notes.

The Bundesbank’s single-minded pursuit
of price stability at any cost since its founda-
tion in 1957 gives some idea how the ECB
will police the euro zone. The bank steadily
hiked interest rates in the early 1990s to
douse inflation stoked by German unification,
forcing other countries to follow suit, driving
Europe deeper into recession, and eventually
triggering a continental currency crisis.

Earlier this year, the Bundesbank
thwarted a bid by Chancellor Kohl and his fi-
nance minister, Theo Waigel, to revalue its
gold reserves in a bid to bring the budget
deficit under 3 percent of GDP to qualify for
monetary union.

As the Bundesbank is the de facto central
bank of Europe, the ECB will enjoy a seam-
less succession.

How will the ECB work? It will have a gov-
erning body, composed of central bankers
from each country participating in EMU. The
main job of the governors will be to set mon-
etary policy—basically setting interest rates.
The ECB will also have a full-time executive
board, based in Frankfurt, which will be re-
sponsible for the day-to-day running of the
bank and will also participate in the govern-
ing body. In deciding monetary policy each
EMU central bank governor will have an
equal vote together with each member of the
executive board.

The ECB will also have links to EU coun-
tries that don’t participate in EMU through a
general council of the ECB, composed of the
central bank governors of all 15 member
states. This general council will enable the
ECB to cooperate closely with non-EMU
members who in time likely will adopt the

euro. Moreover, most non-EMU countries
will be linked to the new currency through a
new exchange rate mechanism that will be
launched in January 1999.

The ECB can intervene to support non-
EMU currencies, but it will be obliged to
draw back if this conflicts with its primary ob-
jective of maintaining price stability.

The individual central banks will still have
a role to play, acting as the ECB’s “agent” in
the member states. They will implement
ECB interest rates in their own local markets
and will continue to carry out non-monetary
tasks, such as banking supervision.

Germany has successfully resisted
French-led attempts to impose political
control over monetary policy after 1999,
thus usurping the ECB’s independence.
The two countries also clashed over
whether the ECB, or national central
banks, should have the power to conduct
foreign exchange and money market oper-
ations after 1999.

A big unanswered question is whether
the ECB will opt for a strong or weak euro
against other key currencies, notably the dol-
lar. Some observers reckon it will opt for a
relatively soft currency to give EU exporters
a competitive edge in world markets; others
believe it will favor a strong currency to com-
bat inflation. Its strength will also be deter-
mined by whether other central banks and
institutional investors will buy the euro as a
reserve currency.

The ECB will tread warily at first as it
builds up its credibility in the financial mar-
kets. But in time it could challenge the US
Federal Reserve as the world’s most power-
ful bank as the euro takes on the role of a re-
serve currency.

The greenback still dominates, but its in-
fluence is waning. Between 1973 and 1994,
the share of the dollar in official reserves has
declined from 76 percent to 63 percent. The
shift from the dollar into EU currency assets
also is gathering pace. From 1988 to 1995 the
share of EU currencies in the total private
wealth portfolio rose from around a quarter
to more than a third while the dollar’s share
declined from more than 50 percent to
around 40 percent. Moreover, the central
banks of the EU currently hold six times
more reserves than the US and twice as
much as Japan. This will be the ECB’s inheri-
tance. @

Bruce Barnard is a contributing editor for EU-
ROPE and a Brussels correspondent for the
Journal of Commerce.
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The countdown to economic and monetary union (EMU), arguably

Europe’s most ambitious project since the end of World War I,

begins in earnest this month. It will begin with a whimper not a bang as

the financial markets scan dry government
statistics to glean which of the 15 Euro-
pean Union countries are likely to adopt
the planned single currency, the euro, in
January 1999. But even if all goes accord-
ing to plan Europe’s shoppers won’t be

Gountdown

0 the Euro

BY BRUCE BARNARD

spending euro notes and coins until Jan-
uary 1, 2002.

The fate of EMU will be settled when it
becomes clear which countries hit the key
target of a budget deficit of 3 percent or
less of gross domestic product (GDP) in
1997 to qualify for the euro. Most eyes will
be on just two countries, Germany and
France, the EU’s biggest economies. If
they can’t make the grade, EMU will be
postponed, unlikely to be revived until a

The ECB will begin operating a single monetary
policy operation. All its dealings with commercial

1997—Countries will be judged on economic per-  banks and foreign exchange activities will be trans- ‘

formance this year whether they qualify for EMU.
1998—Furopean Commission (Brussels) and the
European Monetary Institute (Frankfurt) will give
their opinion on individual performance to the EU's
finance ministers.

May—Special EU summit where leaders of the 15
member states will cast their votes on the success-
ful candidates based on “the most recent and reli-
able actual data for 1997.”

The summit will appoint the executive board of
European Central Bank (ECB). The board will set up
the bank and the linked European System of Cen-
tral Banks, which will prepare the printing of euro
notes and coins in mid-1998, a process that will
take three years.

Voting in national parliaments on participation in
EMU.

1999 January 1—The participating member states
will fix their exchange rates irrevocably against each
other and against the euro.

acted in euros. The dollar and the yen will be
quoted against the euro, not national currencies.

New public tradable debt, particularly that matur-

ing after 2002, will be issued in euros.

In the initial steps, no paper currency or coins will
be issued in euros. The only legal tender, both paper &

and coins, will continue to be the national currencies.
The euro will exist, however, as banking currency.

The euro can be freely used from 1999 but no ¢

one can be forced to use it until 2002.
2002 January 1—After a three-year gestation euro

notes and coins will be circulating alongside na-

tional bank notes and coins, which will be slowly
withdrawn.

2002 July 1—National currencies are no longer 5

legal tender. Only euro notes and coins will be in
circulation.

This will finalize a process that began in Europe
in the Middle Ages when feudal rules tried to unify
coins with trading partners.

new generation takes the reins of power.

The EU missed the first starting date
for EMU—]January 1, 1997—because it
couldn’t meet the requirement in the 1991
Maastricht Treaty that a majority of mem-
ber states meet the qualifying criteria.

In 1996 only four of the EU member
states—Denmark, Ireland, Luxembourg,
and the Netherlands—met all four EMU
criteria. But an economic pickup, accompa-
nied by government austerity programs,
has ensured a majority of countries will
qualify in 1997.

France is certain to overshoot the tar-
get, and it is touch-and-go whether Ger-
many will qualify as its record jobless rate
swells government spending and slashes
tax revenues thus widening the country’s
budget deficit.

This is when the EMU project enters
the political realm. The decision on which
countries qualify will be taken by EU lead-
ers and the Maastricht Treaty gives them
sufficient leeway to readjust the verdict.

The treaty says the third and final stage
of EMU “shall start” on January 1, 1999.
And if a country doesn’t meet the qualify-
ing criteria, account will be taken “of all
other relevant factors, including the
medium-term economic and budgetary po-
sition.” The start date is inflexible, the cri-
teria aren’t.

Most countries have little trouble meet-
ing two of the four Maastricht criteria: a
consumer inflation rate within 1.5 percent-
age points of the average rate of the three
countries with the lowest inflation and av-
erage nominal long-term interest rates dur-
ing 1997 within 2 percentage points of the
average of the three countries with the
lowest rates.

A majority of EU countries appear close
to meeting the budget deficit, but several
won’t meet the requirement that the public
debt must be less than 60 percent of GDP.
This figure is covered by a let-out clause in
the treaty that says countries can qualify if
they exceed the target if the debt-to-GDP
ratio “is sufficiently diminishing and ap-
proaching the reference value (60 percent)
at a satisfactory pace.”

These let-out clauses will provide plenty
of scope for trade-offs when EU leaders
gather at the summit in the United King-
dom next spring to choose the EMU win-
ners. The meeting will be hosted by a neu-
tral as the UK has an “opt out” from EMU
and is highly unlikely to join in the launch
of the euro in 1999. ®




An Interview with
Yves-Thibault de Silguy

Why does Europe need the euro at this time?

The first reason is that the euro is a re-
sponse to the changes in the world. We are
in a world where there is globalization, and
we need more competitiveness for Euro-
pean economies
and for European
companies. The
euro will give
Europe more
growth. The euro
will give our
companies more
competitiveness
because the cost
of transactions
will be reduced.
The stability of
the currency will
increase the op-
portunity for
cross-border
trade and
investment.

Another rea-
son we need the
euro is to give
more stability to
the international
monetary sys-
tem. At the pre-
sent time, we are
in a system
which is very un-
balanced because the dollar is used for 80
percent of transactions, whereas the
United States represents only about 18 or
20 percent of world exports. Europe, which
is one of the world’s largest trade partners
and a leader in economic terms, has no
voice or no existence on the world scene in
monetary terms. With the euro, we’ll have
a system that will be more balanced, and
this is good for stability.

In addition to these economic reasons,
there is a more political reason we need
the euro. We already have a single market.
Now we need to complete this process. A

Yves-Thibault de Silguy, European commissioner for economic and fi-
nancial affairs and monetary matters, speaks out on Europe’s new single
currency, the euro. The commissioner explains the requirements for
joining EMU, the European Central Bank, and the
timetable for the euro in his discussion with

EUROPE Editor-in-Chief Robert J. Guttman.

single currency is
a vital comple-
ment to the single
market.

In political
terms, we also
need the euro be-
cause we are at
the eve of the en-
largement of the
European Union
to the Eastern Eu-
ropean and Baltic
countries, and we
need more coher-
ence, more
strength, and
more vigorous
political coopera-
tion. To make the
most of enlargement, we must first com-
plete the single market with the single
currency.

What does a country have to do to join EMU?
It must meet the conditions that are in
the Maastricht Treaty. Participating coun-
tries have to achieve a high degree of sus-
tainable economic convergence. That will
be measured against five so-called “conver-
gence criteria” covering inflation, interest
rates, debt, public deficit, and currency sta-
bility. For each member state, we have to
examine the state of convergence in 1997.
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After that we’ll have to make sure the con-
vergence is sustainable, not only for 1997.
The decision on the list of participating
countries will be taken by Europe’s leaders
at the end of April 1998 or at the start of
May 1998, on the basis of the Commis-
sion’s recommendation.

When is the European Central Bank actually
going to come into effect?

The European Central Bank (ECB) will
begin full operations on the first of January
1999. But the ECB will be established in
spring 1998, when the heads of states and
government decide which member states
will participate in EMU from the start. At
the same time, they will appoint the board
of the ECB, and the ECB will take all the
legal decisions to be able to conduct mone-
tary policy from the first of January 1999.

And the European Central Bank will be based in
Frankfurt?
Yes.

Will it be shaped after the Federal Reserve or
the Bundesbank? Is there any similarity?

It will neither be a Bundesbank nor Fed-
eral Reserve. But the European Central
Bank will be quite a decentralized system
composed of all the national central banks.
It is the combination of these national cen-
tral banks that will have the responsibility
for implementing monetary policy decisions
that will be taken at the ECB in Frankfurt.

Will the ECB have branches in each country?
The ECB will be the head of the Euro-
pean system of central banks. Decisions on
the level of the interests rates will be taken
by the governing council of the ECB. To
implement these decisions, the ECB will
use the capacities and abilities of the na-
tional central banks. In addition, the gov-
erning board of the ECB will include the
governor of each national central bank.

What’s going to happen to a city like London as
a European financial center if the UK doesn’t
join EMU?

London is the biggest financial center in
Europe. London is presently preparing to
work with the euro, whether or not the UK
is in the euro zone. But you see even in
New York, you can work with euro bonds
and on euro markets.

Will the euro compete against the dollar and
the yen?

1 do not like to talk in terms of competi-
tion between currencies. We'll have an in-
ternational monetary system that will be
more balanced between the yen, dollar,
and euro because each currency will repre-
sent a large trade entity.

Should American businesses be getting ready
for the euro?

Yes. American business will be affected
by two aspects of the euro. First, it will in-
fluence trade to Europe from US compa-
nies, because with the euro we will have
more growth and more dynamic markets,
and this is good for business and good for
trade, providing opportunities for US com-
panies. Secondly, we have a large number
of US companies with operations in Eu-
rope. These companies will benefit from
the euro in the same way as the European
companies. There is no discrimination. For
instance, all companies operating in Eu-
rope will benefit from the elimination of
transaction costs. Thirdly, we have to take
into consideration the fantastic improve-
ment for US companies of having larger,
wider, and very liquid financial markets in
Europe.

Should American business see any negatives or
be nervous?

I don’t see what will be negative. The
creating and launching of the euro is a fan-
tastic opportunity if companies can trans-
form the challenge into an advantage. For
instance, take an American company that
sells very specialized financial products.
It’'s very difficult at present to develop
these specific financial products in Europe
because we have very segmented and frag-
mented markets. When we have large, liq-
uid markets, it will be easier to sell finan-
cial products throughout Europe.

Do you think the US government is now becom-
ing aware of the euro and it’s now accepted?

Yes. There is an awareness in America
that the euro has arrived. And now we
have to work together to avoid any prob-
lems during the transition period. For ex-
ample, the dialogue on monetary aspects
will be easier because we’ll have Mr.
Greenspan and we’ll have the president of
the European Central Bank. This will allow
easier direct dialogue on any problem
areas.

Will the European Central Bank take over some
of the functions of the European Commission?




No. The responsibilities of the Commis-
sion and the European Central Bank are
quite separate. The ECB will be responsi-
ble for monetary policy whereas the Com-
mission’s role involves coordination and
surveillance of other areas of member
states’ economic policies, in particular
their fiscal policies. In this context, the
Commission will monitor countries’ public
finances to ensure that they avoid exces-
sive levels of public borrowing in line with
the stability and growth pact agreed at the
Dublin European Council last year. If there
is slippage against the treaty reference val-
ues for borrowing (expressed as a percent-
age of GDP), the Commission will react

we'll have to put in place a transitional sys-
tem to be sure there will be stability be-
tween the currency of this member state
and the euro. This will be a new exchange
rate mechanism which will limit the fluctu-
ation of the currencies of these member
states. The new system will also help to re-
inforce the convergence of these member
states so that they are able to join in EMU
as soon as possible after the others.

Are you convinced that everything is going to
start on schedule?

Yes. It's not possible to change the
timetable because if we want to change the
timetable we have to change the treaty,

‘“There is an awareness in America that the euro has arrived.
And now we have to work together to avoid any problems during the

transition period.”

swiftly with recommendations on how to
correct the situation.

More generally, the Commission has
the sole right of initiative to make propos-
als for decisions between member states.
For example, Europe’s leaders will take
their decision on the list of EMU participat-
ing countries on the basis of a Commission
recommendation.

Is this kind of unique in history—a situation
where you have a central bank, but you don’t
have a central government?

There will not be a single government
in Europe. But we have put into place the
stability and growth pact, and we have a
lot of procedures in the treaty to reinforce
the coordination of fiscal and economic
policy. And secondly, there is a deterrent
mechanism to prevent some member
states from taking measures that would
create economic pressures for the others.
So there is not a central government, but
there will be a very strong system of eco-
nomic coordination.

What’s going to happen with countries like
Italy? Will they qualify for EMU?

Nobody knows today which member
states will qualify. The decision will be
taken next year on the basis of the real
1997 economic figures. And I cannot read
in a crystal ball. No countries are excluded.
All the member states have the possibility
to be in the EMU, in the euro zone. If a
member state does not meet the criteria,

and nobody now wants to reopen the nego-
tiations on the Maastricht Treaty. Sec-
ondly, the preparations are very well ad-
vanced, especially in the financial services
sector and in the banks. Billions of dollars
have already been invested in preparations
on the basis of a January 1 start. Also,
there is a legal decision confirming the
deadline of the first of January 1999. If this
timetable is not respected, there is a dan-
ger that companies will want to make legal
claims for damages. With or without the
euro, it is necessary to have sound eco-
nomic and fiscal policies for all member
states. And if we don’t have the pressure of
the timetable, there would be enormous
temptation to relax consolidation efforts. It
would also have dreadful consequences for
the markets.

So there’s nothing you see that could forestall
this? It’s going to go ahead on schedule?

Yes, it’s clear the timetable will be re-
spected. But today I can’t say which mem-
ber states will be ready on the first of Jan-
uary 1999. We will know that next year.

So it could go forward even if Germany and
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