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What does Europe think of
President Bush?

2

EUROPE

LETTER FROM THE EDITOR

hat does Europe think of the forty-third president of the
United States George W. Bush?

EUROPE asked our correspondents in London, Paris,
and Berlin to discuss how the new Bush administration is
viewed from their respective capitals. Martin Walker of-

fers a European view from inside Washington.

Among European government leaders, there is a wait and see attitude
on how the new administration will deal with the critical transatlantic issues
of the day. Most European diplomats know very little of the forty-third presi-
dent other than the fact that his father was the forty-first president. How-
ever, there is a belief that the new president has chosen a solid foreign
policy and trade team who can work well with their European
counterparts.

In an exclusive EUROPE interview, Ambassador Giinter
Burghardt, the head of the European Commission’s Washing-
ton delegation, speaks out on the EU-US relationship, trade
matters, the Balkans, NATO, the death penalty, the euro, and
enlargement. Ambassador Burghardt believes it may be time
“for a strategic dialogue on the broader geopolitical and societal
issues in order to create a kind of new kinship across the At-
lantic between the New World and the New Europe.”

On the EU’s economic front, many continue to ask how the
euro is doing. According to Norbert Walter, chief economist for
Deutsche Bank Group in Frankfurt, the euro is “working very
well, indeed.” In fact, writes Walter, “the euro has been a suc-
cess story in many respects” In his article, he discusses why en-
largement will strengthen the euro and why the area known as
Euroland is geared up for economic growth.

Our fifteen Capitals correspondents detail how the introduction of the
euro will affect their individual nations next year. The twelve euro zone cor-
respondents talk about replacing their national currencies with the new cur-
rency, while our writers in London, Copenhagen, and Stockholm discuss
what it will be like not to be included in Euroland.

Greece became the twelfth member of Euroland in January. Kerin Hope,
reporting from Athens, says there is a mood of optimism in the fact that
Greece reduced their budget deficit and reduced inflation “to levels required
for adopting the euro.” She reports on what the Greek government is doing
to prepare for the introduction of the new single currency.

While Greece focuses on adopting the euro they are also working hard to
host the 2004 Summer Olympics in Athens. According to Gianna An-
gelopoulou-Daskalaki, the head of the Athens Olympic committee, Greece
must “run a marathon at a sprinters’ pace” to be ready in time. We detail how
the Olympic preparations are going.

In a lighter vein, EUROPE offers our readers an in-depth look at Euro-
pean cashmere. We explore the entire process from the Asian goat herds to
the Scottish and Italian woolen mills to the fashion runways of Milan and
Paris. In addition, for our readers planning a trip to Greece, we offer some
out-of-the-way Athens excursions.

Next month, EUROPE looks at “Transatlantic Ties and Transatlantic
Tensions.”

Robert J. Guttman
Editor-in-Chief
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EYE ON THE EU

BRITS FIND EU VOICE
. IN THINK TANKS

0ver the years, the official
: influence of the United

i Kingdom government within
i the EU has probably been

i consistently less than it

i should have been, consider-
ing the size and importance

i of the country. This was
partly a consequence of the

¢ UK not having been one of

i the founding members and to
i the subsequent negative and
i half-hearted approach of suc-
i cessive governments, culmi-
{ nating in the Thatcher and

i Major years. Things have im-
proved considerably under

i the Blair government, but
even so its reluctance to com-
i mit itself unequivocally to the
single currency has led to its
i exclusion from the Euro-12

i committee of the Council of

i Ministers, and consequently
i the British voice is not heard
i in what is becoming one of

i the key EU forums.
Paradoxically, however,

i the influence of British indi-

i viduals has almost certainly
been as great as that of peo-

i ple of any other nationality.

i This is because Britons have
¢ founded and run many of the
i important think tanks that are
i focused on the work of the
EU. Whenever and wherever
i questions of EU policy and

i development are debated,

i British voices are to the fore.
i The first of these think

i tanks to be established cele-

i brates its twentieth anniver-

i sary this year. It was set up

i by economic historian Peter

i Ludlow, who asked himself
the question “Why isn’t there
5 a Brookings Institution for

i the European Community?”

and attempted himself to
remedy the deficiency.

It was hard going. The
Center for European Policy
Studies (CEPS) was set up in
a single room in the Univer-

i sity of Louvain-la-Neuve with

i Ludlow and a secretary as the
only staff. Financial help from
a couple of charitable founda-
i tions enabled him to move to
more spacious premises in

i Brussels, and the organiza-
tion gradually expanded until
today, when the staff is nearly
forty, including some part-

i timers. CEPS (www.ceps.be)
receives a small annual grant
¢ from the EU, but depends

i mostly on corporate funding,
which tends to fluctu-
i ate violently from

i year-to-year.
i The organi-
i zation is
runona
veritable
shoe-
string
com-

up a con81der-
i able reputation ,
i for its research work
publications, and active
contribution to the European
debate.

Ludlow retired as director
i last year, though he contin-
i ues as founding director and
i head of its political institu-
i tions program. The new di-
i rector is Daniel Gros, a Ger-
¢ man economist, who is
probably the world’s greatest
i authority on the euro outside
the European Central Bank.
i Heis flanked by Belgian
i Karel Lannoo as chief execu-

many of the important think
tanks that are focused on

tive officer. CEPS has been
especially influential in the
development of EU policy to-
ward Eastern Europe and the
former Soviet Union. It was
one of its senior research fel-
lows, Michael Emerson, a for-
mer senior EU economist and
ambassador in Moscow, who
devised the Balkans Security
Pact and authored a similar
project for the Caucasus re-
gion, now being seriously dis-
cussed by European govern-
ments, while the Russians are
showing a cautious interest.
Sometimes seen as a rival
to CEPS, the European Policy
Center (www.The EPC.be)

i was established five years

; ago by two Britons,

4 aide to Jean
; Monnet, one
- of the EU found-
, ing fathers. Like
CEPS, it runs a full program
of events in Brussels, at
which ministers, commis-
sioners, diplomats, and top
EU officials discuss their
policies with influential audi-
ences, but its research pro-
gram is much less devel-
oped. EPC’s strength lies in
its expert analysis of EU de-
velopments on a day-to-day

i basis, and its electronic pub-
i lic policy journal, Challenge

Europe, provides the best
running commentary cur-

Profiling personalities
and developments
within the European

Union

i rently available on the Euro-
i pean Union. The EPC also

i produced invaluable anno-

i tated editions of both the

i Maastricht and Amsterdam
treaties, and it is very much
i to be hoped that they will
follow them with a compara-

ble volume on the Treaty

i of Nice.

Outside Brussels, there

are two other important

British-led think tanks con-

i cerned with EU affairs, both

based in London. The Center
for European Reform

(www.cer.org.uk) was estab-
i lished in 1997 by an eminent
i group of supporters to pro-

i mote the European debate

i and, especially, to encourage
i amore enthusiastic British

i participation. Since then, it H
has produced a steady stream
i of high-level publications, H
i as well as organizing a

i formidable program of con-

i ferences and meetings. Its di-
i rector is Charles Grant, for-
merly a senior journalist at H
i the Economist and author ofa i
i highly praised biography of
¢ Jacques Delors.

Finally, there is the For-

i eign Policy Center (www.fpc.
org.uk), established in 1998

i with the backing of Tony
Blair and Foreign Secretary

i Robin Cook. Although it is
generally seen as a ‘New

i Labor’ outfit, it has retained
its independence and has pro-
i duced a number of thoughtful
i and influential publications
i on the European Union, in-

i cluding notably Network Eu-

¢ rope and The Future Shape of
i Europe. As the director hap-

i pens to be my son, Mark

i Leonard, family modesty pre-
i vents me from saying more.

—Dick Leonard
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EURO NOTE

SOFTER US ECONOMY,
 STRONGER EURO

he euro has finally turned
H the corner. After a miser-
i able performance in the first
i two years, at least in terms of
i the exchange rate, the single
i European currency seems to
i have confirmed its year-end

i recovery against the dollar.
The recent pattern of euro
i strength looks assured. Most
i forecasters predict a sharp

i slowdown in US economic
growth this year, possibly

i even a recession. By contrast,

{ only a modest slowdown in

¢ in 2000 to something between
i 2.5and 2.75 percent in 2001.
The contrast between an

i uncertain US outlook and a

i solid European performance

i was one of the prime themes

¢ of the World Economic Forum
i summit of business and politi-
i calleaders in Davos, which
led to a spate of American

i newspaper stories along the
lines of “The Hour of Europe.”
H The mood swing in the US
may be overdone, not least be-
i cause a stronger euro may be
bad news for the euro zone’s

i exporters. But it does help the
European Central Bank’s fight
i against inflation and removes

i the threat of higher interest

i rates—which is why Europe’s

: For much of last year,

i many were wringing their

i hands about the weak euro.

i Having overpromoted the cur-
i rency as a rival to the dollar,
they were at a loss to explain

i why it fell almost 30 percent

¢ from its initial high in early

i 80 cents.

: Still, the bounce back to
i between 90 and 95 cents, with

4 EUROPE

i the possibility of dol-
 lar parity in the com-
i ing months, does

! raise questions anew
i about what might be
considered an appro-
i priate level.

i how some central

i bankers such as

{ Christian Noyer, ECB
i vice-president, made

i clear that a euro at

i around 85 cents was

i fundamentally under-
i valued. Today, they

i no longer sound quite
i the euro zone is likely to suffer
i parity with the dollar
i growth, from around 3 percent

What is striking is

so convinced now that

looks like a possibility.
Though few would admit

{ it, plenty of European leaders
i would sympathize with Ger-
hard Schrioder, German chan-
i cellor, who said last year that
i aweak euro had helped Ger-
i man exporters. By implica-
tion, he was also pointing to

i the benefits of a weak cur-

i rency for the hard-pressed

i manufacturing in the former
East Germany where unem-

i ployment is chronic.

On the other side of the

North Sea, the stronger euro
has offered a degree of relief

i to British manufacturers who
have been suffering heavily

i because of a supercharged

i sterling. In the past twelve

i months, the strong pound has
politicians are looking relieved.
H i manufacturers to slash jobs
and capacity, from Ford at Da-
i genham to General Motors at
¢ Luton, both outside London.

i Over the same period, the
number of manufacturing lay-
i offs in the United Kingdom to-
;  taled 96,000.
i 1999 to a low of just more than
whether the European econ-
i omy can survive a sustained
i period of euro appreciation

served as justification for car

The big question is

Reporting news,
notes, and numbers
from Europe’s
financial centers

SECRETAIRE
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: 4 B REPRES! : ,
Didier Reynders, Belgium’s finance minister, and Javier Solana, the EU’s high

representative for foreign and security policy, at a meeting of the Euro Group.

i without a sharp slowdown in
growth. The neatest solution

i would be a gradual apprecia-
tion of the euro and no ‘hard

i landing’ in the US. This is the
i controlled outcome upon

i which US Fed Chairman Alan
Greenspan and ECB Presi-

i dent Wim Duisenberg are pin-
ning their hopes.

In the longer-term, one of

the issues under review in

¢ Brussels is whether the gyra-

i tions of the euro reflected the
i relative modest performance
of the European economy in

i comparison to the rip-roaring

i growth of the US. Or was the

i period of sustained weakness,
as some believe, due to a polit-
i ical failure to speak and act co- :
i herently on behalf of the euro?

Didier Reynders, the Bel-

i gian finance minister, inclines
i toward the latter explanation.

i He has taken over the rotating
i chair of the euro-twelve,
which (now including Greece)
i comprises all members of the

euro zone. He will have the

i job for twelve months because
i Sweden, which has the EU

i presidency in the first half of

{ 2001, remains outside the

i euro zone.

: Yet, it would be unwise to
ignore fundamentals such as
i capital flows. For most of 1999
i and 2000, European compa-
i nies were investing heavily in
i the US, drawn by the allure of
i the Internet-driven “New
i Economy” and the associated
i wave of takeovers. The subse- :
i quent stock market correction !
i has made everyone a lot more
! cautious.
: Stephen King, a currency
expert at HSBC, says, “Euro-
i pean companies have gone
i into the US thinking they
i can get a good deal and
i make lots of money; but now
i they are finding it is not so
i easy.”
i The same argument ap-
i plies to those companies who
i borrowed heavily in cheap
euros to buy US assets. That
i looked like a sound proposi-
i tion when the US economy
i was looking at annual growth
! rates of between 4 and 5 per-
i cent; but now that those same
companies are seeing the cost
i of borrowing rise and the US
i economy slow down, the cal-
i culation no longer looks like a
i one-way bet.

—Lionel Barber




¢ have become famil-
iar stories. How-

i international maga-
i zine. Butin the

eEl

| AEGEAN ADVENTURES
. IN E-PUBLISHING

n the Internet age, web-
focused businesses based
in far-flung locales

ever, a decade ago,
it would have been
unthinkable that
two people could
pick up and move to
a secluded Greek
island and start an

early 1990s, Ger-
man photographer
Alf Meier and his American

: journalist wife, Roberta Beach

Jacobson, were envisioning
just such possibilities. Now as

the founding editors of the on- :
i line journal Kafenio, they have
i realized their dream.

Based in Frankfurt, Meier
(forty-six) and Jacobson
(forty-eight) found their ideal

spot while vacationing on the
i island of Karpathos. Situated
i twenty-six sea hours from

i Athens, midway between

i Rhodes and Crete, they were
i charmed by its picturesque

i and began making plans to

i relocate there. They took

i lessons in modern Greek,
found a place to live, and set
i in motion the plans for Kafe-
nio, which means ‘coffee-

i house’ in Greek.

Jacobson describes their

! new base on Karpathos as

i “really in the middle of no-

i where.” With a population of
250 and a strong agriculture

i tradition, the island is indeed
i aworld away from the glitzy

i media megalopolises, but Ja-
i cobson is quick to note the

i positives. “Our Internet con-

nections are better than in

O

i Frankfurt,” she says,

i “quicker—because of fewer

i customers—and cheaper.”

i Now, the couple relies almost
i exclusively on the Internet for

i their livelihood. “We've cut
down snail mailing to less

i than 5 percent of our work,”
i says Jacobson.

Their plan encountered its

! first crisis when their domain
registration went astray in the
i mail, and someone claimed

i the web address “Kafenio

i .com” ahead of them. They re-
grouped and added an extra

i ‘com’, becoming Kafeniocom
.com.

Originally, the couple

i planned to cover only Greek
i culture, but they soon broad-
: mountains and quiet seclusion
i pass all of Europe. “We no-

i ticed there was no on-line
niche covering only European
i culture,” says Jacobson, “so

i we decided we would tackle

i this.” They launched Kafenio’s
i first issue into cyberspace ex-
actly one year ago and have

i posted a new issue each

i month since.

ened their scope to encom-

The site is divided into

i three main sections. “Fea-

i tures” usually includes four

i new stories per edition. In the
i first twelve issues, they have

i published an eclectic mix of

i articles from across the EU.

i They have regular contribu-

Tracking the news
and trends shaping
Europe’s technology

i tors based in London, Vienna,
and Copenhagen but have

i published stories from as far

i afield as Poland, Romania,

i Australia, and Botswana. Most

of the stories have
focused on travel-
related themes,
with titles such as
“Denmark’s Small-
est National Park”
and “London’s
Riverside Pubs.”
However, this sec-
tion has also in-
cluded articles on
heavier topics, such
as Kosovo and the
euro’s implementa-

i tion. The “Departments” sec-
i tion offers a monthly take on
sports, a guest columnist, and
i areview of top European web
i sites, and “Insider Europe,”
provides a calendar of upcom-
i ing events, festivals, and spe-

cial travel deals.

The site has a homemade
feel, devoid of the slick web ef-
fects on bigger, fancier e-zines

i like Slate and Salon. The lay-

i out is a bit unwieldy, and I
found that some of the photos
i wouldn’t download. Neverthe-

less, the design is reader
friendly, unlike many more
elaborate e-zines; the naviga-

i tion is easy to follow; and all
i the links work. As for the con-

tent, the writing is often very
fresh and sometimes irrever-

i ent, as reflected in stories like
i “I Temped for the Vatican.”
¢ Unfortunately, only the current

month’s stories are accessible.
According to Meier, Kafe-

¢ mio consistently averages
15,000 visitors a month, but

i from day to day, the number
varies widely. “We have had

i days with only thirty-nine vis-
its,” he notes, “and others top-
i ping 8,000.” As for where the

i readers come from, no two

sector

i months are alike. In February,
i 26 percent of the site’s visitors
i clicked in from the US, per-

i haps not a surprise since the
i site is published in English;
however, the next biggest au-
i dience came from Spain (12
percent), well ahead of the
UK (4 percent).

So, a year after taking the

! plunge into the world of cyber
! publishing, what's the couple’s
i outlook on the number of dot-
coms going the way of the

i dodo? “We don’t expect to get
rich doing this,” says Jacob-

i son. Therefore, Kafenio’s over-
head costs are purposely

i “rock-bottom.” “There have

! been some fine e-zines around
i that went down the tubes fast,” i
i she observes. “Simply having ~ :
i a high quality product does

i not mean something will last.”

Meier is also realistic if a

i bit more optimistic. “Most

i dot-coms were only good at
one thing, burning capital on
i advertisement to [in turn] lure i

new advertisers to burn

i money on advertisement,” he
i says. “Even the dumbest in-
i vestor gets wise to this

scheme sooner or later.” How-
ever, he believes web-based
magazines might be the one
dot-com sector with a better

i outlook for the future since
i most people use the Internet
i to find information.

Overall, Jacobson counts

i their first year on-line in the
i Aegean as a learning experi-
i ence. “I suppose there are 5
i plenty of bad days in this busi- i
ness, but you get over them,” i
i she says. “We live on a tiny is- i
 land, surrounded by goats and
i cats. We experience frequent
! power outages. So far, this has
i not happened on the firstof
{ the month as we are upload-
: ing Kafenio.”

—Peter Gwin
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How

Is the

Euro

Working?

C¥

he euro has been a success
T story in many respects. By all

criteria, the European Central
Bank has done an excellent job. Infla-
tion in Euroland remains subdued and
long-term interest rates relatively low
thanks to the preemptive tightening of
monetary policy that started in Novem-
ber 1999. Even the oil price hike didn’t
push inflation above 3 percent or long-
term rates above 6 percent. In the
course of 2001, inflation will head to-
ward 2 percent, the target rate of the
ECB, and bond rates will likely be as
low as 5 percent.

The growth performance is also
quite good. GDP is expected to grow a
good 3 percent in 2000-2001. Intra-
European trade is benefiting from the
elimination of exchange-rate risks. A
unified European capital market is
emerging. International bond issues in
euros are almost as important as dollar-
denominated international bonds, each
accounting for about 40 percent of the
total market.

Until late 2000, there was only one
weak spot: the euro exchange rate had
declined substantially. In spite of its re-
cent recovery, it is still far below the
rate that market observers regard as
compatible with the economic funda-
mentals. The G3 (the US, Europe, and
Japan) were right in trying to signal to
the markets by concerted foreign ex-
change interventions in September
2000 that the depreciation of the euro
is overshooting. Unfortunately, they
were much too shy to sell excess dollar
reserves when the time was right.

One reason for the weakness of the
euro until last fall can be seen in the un-
expectedly large differential between
growth rates in the US and Europe. On
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top of that, it is claimed that market
sentiment was influenced by a number
of structural issues. Tax and pension re-
form, deregulation, and market liberal-
ization have been criticized as moving
too slowly in a number of EMU mem-
ber states, inhibiting the realization of
the full growth potential of their
economies. But things are moving in
the right direction, as the tax reforms in
Germany and France show.

Various market observers have put
much of the blame for the fledgling cur-
rency’s weakness on the forthcoming
round of EU eastward enlargement.
The underlying logic of this argument
is threefold. First, the procedure by
which the candidate countries are to
join the EU and the European Mone-
tary Union (EMU) is frequently per-
ceived as unclear. Second, there is con-
cern over the stability of monetary and
economic policy in an enlarged EMU.
Third, there is also concern regarding
the additional burden on European in-
stitutions and the structural divergence
between the accession countries and
EMU countries, resulting in fiscal
strains for old EU countries.

On closer examination these con-
cerns prove unfounded. There is no evi-

By
S*\Hz‘a

dence that eastward enlargement will
weaken the euro—just the opposite:
The expansion of EMU may further
strengthen the European currency.

The first Central and Eastern Euro-
pean countries are not likely to join
EMU before 2008. This allows suffi-
cient time for the necessary prepara-
tions in the EU and the applicant
countries.

The convergence criteria provide
clear rules for accession to EMU, re-
garding price and exchange rate stabil-
ity, interest rates convergence, and
sound public sector finances. Those cri-
teria have proven successful in the se-
lection of the EMU member states and
must be met by the applicant countries.
Quite a few of the applicant countries
will probably achieve the “Maastricht
criteria” at a very early stage.

Instead of worrying excessively
about potential risks stemming from
the entry of the applicant countries, one
should consider that the cumulated
GDP of the ten applicant countries is
equivalent to a mere 6 percent of GDP
of the present eleven EMU member
states. In terms of the broad M3 money
supply measure, the volume of money
circulating in the applicant countries

comes to only 3 percent. Thus, the im-
pact on economic development as well
as on the inflation rate and economic
activity for the entire euro area will be
marginal.

Despite the fact that eastward en-
largement will mean greater real eco-
nomic divergence within the EU and
EMU, there is no reason to hesitate.
Different regional growth rates can be
observed in all monetary areas, includ-
ing EMU in its present form, as well as
within the United States, for example.
The dollar serves both Nebraska and
New Jersey despite the gulf between
the income levels in those two states.

On top of all these reasons why
EMU enlargement to the east should
not be all that dangerous, let me ob-
serve that I rarely hear that foreign ex-
change markets discount events that
are some eight years out.

To summarize, the euro’s initial
decline was disappointing, but the eco-
nomic fundamentals are clearly chang-
ing in favor of the EMU area, suggest-
ing that the euro has considerable
further potential for appreciation. @

Norbert Walter is chief economist at
Deutsche Bank Group in Frankfurt.
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On January 1, 2002 some
56 bhillion coins and 14.5
billion euro banknotes will

be put into circulation.

(Gsettl
Read

for

n January 1, 2002,
the euro will
switch from a “vir-
tual” to a real cur-
rency. This is the
long-awaited day
marking the intro-
duction of euro
notes and coins among the 302 million
people living in the twelve-member
euro zone.

By this date, more than 14.5 billion
euro banknotes will have been printed
and circulated to banks and retail out-
lets. Some 56 billion coins, weighing
thousands of tons, will have been
minted and shipped to users. Over the
next two months, the new notes and
coins will circulate among the public.

The build-up to January 1, 2002—
known as €-Day—amounts to one of
the biggest logistical challenges in Eu-
rope in peacetime. It will affect every-
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\7,

bankers and those in Central and East-
ern Europe who have been hoarding
national currencies, notably deutsche
marks.

Until now, the euro has hardly im-
pinged on the collective consciousness
of Europe’s citizens. Whereas specialist
bankers and market operators have
traded in financial instruments such as
euro-denominated bonds since the
launch of the euro in January 1999,
ordinary people have continued to
use national currencies to conduct
transactions.

The new euro notes do not feature
familiar historical symbols or national
figures such as Dante, Goethe, or
Napoleon. Instead, they portray build-
ings and bridges, each designed to sym-
bolize a new European political commu-
nity that has overcome nationalism.

The psychological impact of the abo-

e

one from tourist operators to central

lition of national currencies such as the
deutsche mark, the French franc, and
the Dutch guilder, among others, can-
not be dismissed lightly. The deutsche
mark has for fifty years been a symbol
of stability and a source of pride for the
Germans.

On the other hand, many would
agree with Daniel Bouton, the head of
Société Générale, the French bank,
who says that if the introduction of the
new euro notes and coins is handled
well, it could be a defining moment in
raising the public consciousness about
Europe.

That is why national governments
are planning a public relations blitz to-
ward the end of the year and early next
year. The Netherlands plans to double
its mass media efforts in 2002. The
Irish government will increase its ad-
vertising budget from $2.3 million last
year to $21 million this year.




In France, public awareness is run-
ning high, thanks to earlier award-
winning campaigns and numerous
practical guides for specialist con-
sumers such as hospitals and the so-
cial housing sector. To bolster these
national efforts, the European Central
Bank has a $73.5 million budget,
which will be focused on the last four
months of this year and the first weeks
of 2002.

The changeover to euro notes and
coins represents an important political
challenge. If anything goes wrong, as
some fear in the retail sector, there
could be a backlash against the govern-
ments of France, Germany, Ireland,
and the Netherlands, which are holding
elections in 2002.

Some euro-zone countries less used
to handling such massive logistical
problems could find themselves ex-
posed, just as southern European coun-
tries have struggled to deal with the
mass slaughter of cattle caused by the
mad cow crisis this year.

Adapting the millions of vending ma-
chines in Europe to the euro is a costly
and difficult exercise. Moreover, feed-
ing the new notes into automatic teller
machines will take longer than usual
because they need to be “riffed” three
times to ensure a smooth delivery.

Small companies face higher costs
in adapting to the euro than multina-
tionals that have prepared for longer
and have deeper pockets. Companies

such as Unilever, the Anglo-Dutch con-
sumer industries giant, have been lead-
ers in this area.

But the biggest area of concern cen-
ters on the timetable for the change-
over, which is extremely compressed
and ambitious.

The ECB says that most cash trans-
actions in euros should be operating by
January 15. But national currencies will
continue to circulate for the first two
months of 2002, creating considerable
scope for confusion even if shops pro-
duce two sets of prices. Only on March
1, 2002 will national currencies cease to
be legal tender.

The ECB and Euro-group finance
ministers have agreed to “frontload” or
supply financial institutions in advance
with notes and coins from September 1,
2001. Banks will be able to pass them
on to cash transport companies and re-
tailers before €-Day, but this will re-
quire a heavy security operation to pre-
vent robbery and forgery.

But pan-European retail groups—
such as Carrefour of France and Ikea of
Sweden—have failed to convince the
ECB and ministers to support a similar
“frontloading” of notes and coins to the
public. They fear that confusion over
the changeover will hurt their sales
over the crucial New Year’s period.

There are lingering doubts among
bankers, retailers, and specialized
transport companies that ministers and
central bankers have underestimated

the scope for things going wrong at the
“street level.”

There were, of course, similar wor-
ries expressed in the run-up to the
launch of the euro in January 1999,
which turned out to be a technically
faultless exercise. But in this round, the
scope for something going wrong is
unlimited. @

Lionel Barber, based in London, is a
EUROPE contributing editor and the
European editor of the Financial Times.
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In January, Greek

Prime Minister Costa:
Simitis celebrated
Greece’s formal
acceptance as the
twelfth member of the

n January Greece became the

twelfth member of the European

Monetary Union after a sustained

effort to reduce inflation and the

budget deficit to levels required for

adopting the euro. However, the So-

cialist government of Prime Minis-
ter Costas Simitis cannot afford to take
time off to relax. As Simitis says, “The
next step is harder because we have to
change our way of thinking. It needs
organization, consensus, and hard
work.”

Simitis, who took over as premier
five years ago with a mandate to take
Greece into the euro zone, has set spe-
cific targets for the next three years.
Real convergence with the EU’s devel-
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oped economies is the aim. By 2004, he
says, incomes in Greece should reach
70 percent of the EU average compared
with 62 percent last year.

Nominally, Greece is still the poor-
est member of the EU, although a large
gray economy and high levels of remit-
tances and savings held abroad, sug-
gest that per capita income may be al-
most as high as Spain’s. But the
economy has been growing faster than
the EU average for the past four years.
Bolstered by transfers from Union
structural funds—mainly assigned to
improving transport links with Euro-
pean markets—and rising private in-
vestment, growth is projected at 5 per-
cent this year.

ewest

By Kerin Hope

Yannos Papantoniou, the finance
minister who steered Greece into the
euro zone, says, “We've laid the foun-
dations for steady growth of around 5
percent yearly over the next four
years.” His optimism is largely based
on the dynamic performance of
Greece’s private sector, driven by im-
proved productivity at home and an
ambitious expansion into the regional
markets in the Balkans and east
Mediterranean.

Led by OTE, the partly privatized
telecommunications operator, Greek
companies have invested some $3.5 bil-
lion in regional markets. Oil refining
groups, cement producers, food and
beverage companies, and retailers have



made acquisitions or launched green-
field projects. Last year for the first
time, investment by Greek companies
abroad exceeded foreign investment in
Greece.

This trend appears set to continue,
as Greek companies take advantage of
the country’s arrival in the euro zone.
Lefteris Antonacopoulos, president of
SEB, the Greek industrialists’ federa-
tion, says, “The mood is buoyant. With
interest rates at euro-zone levels and
foreign exchange risk eliminated, com-
panies have an opportunity to carve out
a niche in Western Europe.”

But Greece still has some catching-
up to do before it can claim the status of
a Balkan tiger. It was allowed by Brus-

The Greek drachma
is added to the
euro currency
conversion board

at European

Commission
headquarters in
Brussels.

sels to postpone until this year the
opening of its telecom and energy mar-
kets to competition. In the meantime,
Greece’s big state monopolies still dom-
inate both sectors. Instead of offerings
of majority stakes in big state corpora-
tions, the privatization effort has con-
sisted of floating small equity stakes in
public enterprises on the Athens Stock
Exchange.

The government faces criticism
from would-be investors in the telecom
and energy concerns who complain
they still face obstacles to competing
with the state-owned giants. Obtaining
licenses and permits is a time-
consuming process, while regulators—
appointed by the government—have

been cautious about asserting their
independence.

The slow pace of liberalization is
also blamed for the Greeks’ apparent
reluctance to embrace new technolo-
gies. Although more than 50 percent of
Greek residents own a mobile phone—
the only segment of the telecom market
that was open to competition from the
start—fewer than 10 percent had ac-
cess to the Internet at the end of last
year. Greek business, dominated by
small family-owned companies, has
been slow to install internal e-mail and
management information systems.

Antonacopoulos responds, “We're
pressing the government to go faster.
Companies are frustrated with the slow
pace of structural reforms. It's a big
threat to Greece’s competitiveness in
the euro zone.”

The Socialists take a step-by-step ap-
proach to reform, mainly because of op-
position from the powerful public sec-
tor unions that form their political base.
Most Greek state corporations are
overstaffed, and full privatization would
inevitably result in a radical downsiz
ing. With the unemployment rate al-
ready at around 12 percent, the govern-
ment is unwilling to face the political
cost of job losses in the public sector.

Despite the weakness of the interna-
tional telecom sector, Papantoniou
hopes to find a strategic investor to buy
a 15 percent stake in OTE, a move that
would reduce the state’s shareholding
to 36 percent. The government is also
offering a majority stake of up to 65 per-
cent in Olympic Airways, the loss-
making state carrier. It hopes to find at
least two foreign banks that would con-
sider joining the Greek market by ac-
quiring a strategic stake in a state-
controlled bank.

For Simitis, this year’s priorities are
to push through reforms of the out-
dated health and pensions system and
implement new measures aimed at
making the labor market more flexible.
More battles with the labor unions are
looming. But the premier’s five-year
campaign to bring Greece into EMU
has proved that persistence pays off.
Even his critics would concede that his
avowed aim of making Greece “a nor-
mal, successful, and prosperous Euro-
pean country” seems within reach. @

Kerin Hope is EUROPE’s Athens
correspondent.
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GREECE

By Kerin Hope

GREEGE

he rapprochement between

Greece and Turkey, born from a

mutual outpouring of sympathy

over 1999’s disastrous earthquakes
on both sides of the Aegean, is marking
time. Problems over Cyprus have resur-
faced, though disagreement in Athens
and Ankara over the Greek-Cypriots’
bid for EU accession is expressed in far
milder tones than in the 1990s.

By contrast, Greece’s business com-
munity is increasingly bullish about
cross-border trade and investment. The
size of the Turkish market, with 70 mil-
lion consumers—more than the entire
population of the Balkans—is a big
draw. Admittedly, Turkey’s financial cri-
sis last year slowed Greek banks’ plans
for expansion. But Greek companies are
actively seeking opportunities for acqui-
sitions and joint ventures. Leading the
drive are fast-growing companies in the
information technology sector.

At the political level, George Papan-
dreou, the Greek foreign minister, who
leads the drive for better relations with
Turkey, is criticized for making conces-
sions to Ankara without winning politi-
cal gains for Greece. The hard-line fac-
tion in the governing Panhellenic
Socialist Movement views with disap-
proval Papandreou’s warm relationship
with Ismail Cem, his Turkish opposite
number.

However, Papandreou’s soft ap-
proach to handling relations with
Turkey is supported by Greece’s EU
partners. Its lifting of a longstanding
veto on Turkey becoming a formal can-
didate for membership brought ac-
knowledgement that the old disputes
over Aegean sovereignty should be re-
ferred to international arbitration.

Most important, the EU accepted
that the division of Cyprus into separate
Greek and Turkish Cypriot sectors
need not prevent the island’s accession.
Furthermore, at last December’s EU
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summit in Nice, Papandreou helped
work out the language for Turkey’s new
partnership agreement with the Union
that would open the way for formal ac-
cession negotiations.

“It's not that rapprochement has
cooled; it’s that both sides are taking a
timeout to digest its first stage,” says
Theodore Coloumbis, an Athens Uni-
versity specialist on Greek-Turkish af-
fairs. “This is a long-term project for
both participants.”

In addition to providing a safety net
for Papandreou and Cem’s political
high-wire act, the EU offers opportuni-
ties for long-term cooperation between
Greece and Turkey. First to step up to
the plate were Depa and Botas, the
Greek and Turkish state gas utilities, re-
spectively. They agreed to cooperate on
a feasibility study under the EU’s Ino-
gate program for a series of pipelines to
carry natural gas from Central Asia to
Europe. The $10 billion project, ex-
pected to take shape over the next
decade, would bring interconnections
between the Greek and Turkish net-
works and, at a later date, the construc-
tion of new pipelines across the region.

“It's a very specific form of coopera-
tion, with senior officials and experts
joining forces,” says Thomas Lamnides
of Markatos Lamnides, a Greek law firm
that has prepared Inogate’s institutional
framework for oil and gas transport
from Central Asia to Europe. “This isn’t
a process that can be easily reversed.”

With Greece’s energy sector set for
liberalization this year, local and inter-
national companies are evaluating pro-
jects to build new power plants in north-
ern Greece that would supply Turkey as
well as the domestic market. A new
cross-border electricity transmission
link is already planned.

Cross-border trade jumped last year
to an estimated $1 billion from $700 mil-
lion the previous year. But with Turkey




Greek Foreign

| Minister George
Papandreoﬁ
(left) is
welcomed by

. his Turkish

i} counterpart

Ismail Cem

: during his visit

to Ankara in

i January.
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accounting for less than 5 percent of
Greece’s trade balance, huge potential
for growth exists.

“Services offer the best opportunities
for Greek companies,” says Andreas
Zervos, chief executive of Datamedia, a
Greek software developer and supplier
of document management systems.
“Turkey’s IT sector is growing fast, and
Greek companies can provide know-
how and support.”

Datamedia has operated in Turkey
for almost a decade, launching products
made by FileNet, the California soft-
ware maker, and developing integrated
document management systems for
Turkcell, the mobile phone operator,
and Yapi Kredi, a leading bank. It is
planning to float its Turkish subsidiaries
on the Istanbul stock exchange.

Intrasoft, Greece’s biggest software-
manufacturer and Pouliades, a leading
Greek distributor of personal comput-
ers, have recently made acquisitions in
Turkey. Critical Publics, one of
Greece’s first dot-coms, has been work-

Greek troobs jump
off a Spanish .
amphibious ship_*
during a NATO
military training

The Balkan
jlowers
continue their
complicated dance
of diplomacy

ing with SuperOnline, Turkey’s biggest
Internet service provider, on a Turkish
media-streaming site that would be-
come a platform for e-commerce.
“Investing in Turkey used to be con-
sidered risky. But Greek companies
have gained international experience in
a risky region through their exposure to
the Balkan markets, and they feel much
more confident about exploring the
Turkish market,” said a Greek banker.
A. Michailides, the Greek tobacco
processor, was among the first Greek
companies to test the Turkish market.
More than a decade ago, A. Michail-
ides set up a joint venture with a Turk-
ish producer in the Aegean coastal city
of Izmir. Since then, the company has
added plants across Eastern Europe
from Albania to the Czech Republic to
become Europe’s biggest tobacco pro-
cessor. “Greek companies must grow
to ensure they survive,” says chief ex-
ecutive Alexandros Michailides. “If
you're going to be a player in this re-
gion, you have to be in Turkey.” @
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The clock i ticking toward

eadlines are already looming for
ATHOC 2004, Greece’s orga-
nizing body for the Athens Sum-
mer Olympics. As Gianna
Angelopoulou-Daskalaki, ATHOC
chairman, puts it, “To be ready in time
for August 2004, we have to run a
marathon at a sprinter’s pace.”

Political infighting and bureaucratic
delays have slowed preparations for the
2004 games. Several se-
nior executives have re-
signed from ATHOC,
while politicians from the
culture and sports min-
istries have been re-
placed. Evangelos Venize-
los, the new culture
minister who holds over-
all responsibility for the
games, wants to build his
own team of experts.

While Athens already
has more than 70 percent
of the sports facilities in
place, construction of the
remaining 30 percent is
lagging behind schedule.
The twenty-year-old
Athens Olympic stadium,
the venue for athletics
events, is due for an ex-
tensive refurbishment
after years of use as a soc-
cer stadium.

However, Jacques
Rogge, chairman of the
International Olympic
Committee’s coordinating
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Gianna Angelopoulou-
Daskalaki (left), head of
the Athens 2004 Olympic
Organizing Committee,
and 10C official Jacques
Rogge (right) discuss
what Greece must do to
he ready to host the
summer games.

commission for the games, sounds con-
fident that Greece can stage a success-
ful Olympiad. He points out that three
years before the Sydney Olympics
preparations were still far behind
schedule.

In a move to prevent more delays,
the International Olympic Committee
insists that all the facilities should be
completed by February 2004, three

m p 0
drations

p\mens 2004

months earlier than the Greek govern-
ment timetable. Moreover, to help en-
sure the games run smoothly, there will
be no new Olympic events in 2004,
while the total number of athletes par-
ticipating is likely to be limited to
10,000 contestants.

Worries that Athens would be un-
able to provide enough hotel beds for
the games have disappeared with the



Athens has 70

: percent of the sports
facilities in place,
but the city will be

pressed to have the
remaining 30
percent finished by
the 10C’s deadline of
February 2004.

/

government’s decision to lift a twenty-
year ban on constructing new hotels
around the capital. The state tourism
organization EOT plans to issue per-
mits for a series of luxury hotels that
would add 2,000-3,000 beds to the ex-
isting total of 14,000, while Greece’s
cruise fleet will be anchored off Athens
to provide extra accommodation.

The games are also seen as an op-
portunity to develop a varied package of
attractions for tourists. EOT is seeking
private investors to build a Greek
mythology theme park and a water
park and plans to upgrade several mari-
nas around the capital in time for the
games. Tassos Homenides, head of
EOT’s asset management company,
says, “The Sydney Olympics showed
how much potential the games offer for
the host country’s tourist industry. We
have a unique chance to make Athens a
city that can’t be missed.”

To offset concerns about security
caused by the continued activity of left-
wing terrorist groups in Athens, Greece
is seeking international assistance to
handle security for the games. The gov-

ernment has already set up a special po-
lice unit that will be assigned to the
Olympics. A new cooperation agree-
ment on combating terrorism is in
place with the US after several years of
discussion.

Greece’s public order ministry plans
to work closely with security services
from the US, Spain, the UK, Russia, and
Israel. “We're cooperating with coun-
tries that have expertise in counter-
terrorism and that have recently orga-
nized an Olympiad,” says Spyros
Capralos, ATHOC executive director.

In the next few months, ATHOC
must focus on speeding construction of
the $300 million Olympic village, in-
tended to house 17,000 athletes and
their trainers on a site near Mount
Parnes west of Athens. An innovative
design calls for using special building
materials to deflect the fierce summer
heat, reducing daytime temperatures
by several degrees Celsius from the av-
erage elsewhere in the city.

However, concerns about antiseis-
mic protection—the area was near the
epicenter of a serious earthquake that

%%%\
™

shook the capital in 1999—prompted a
review of the building design. Further-
more, tendering procedures have been
delayed by a dispute over appointing
senior managers of a new state com-
pany that will handle construction of
the village.

ATHOC also faces problems over
the projected site for rowing and canoe-
ing events, at Schinias northeast of the
capital. An artificial lake is to be built
along with facilities for 15,000 specta-
tors. But the area is close to the ancient
battleground of Marathon—which gave
its name to the long-distance footrace—
and a wetland used by rare birds during
the migration season.

The Worldwide Fund for Nature has
launched an international campaign to
have the rowing venue moved to Yliki,
an existing lake that would be easier to
reach from Athens. “The Schinias area
is part of a planned national park set up
in accordance with EU environmental
directives. Building a big sports facility
would cause irreversible damage,” says
Theodota Nantsou, a WWF official in
Athens. @
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How Europe views the new administration

urope has re-
sponded to Presi-
dent Bush’s new
cabinet with a mix-
ture of relief and
satisfaction. The
appointment of key
figures from the
Republican admin-
istrations of the 1970s and 1980s has
offered US allies a sense of continuity.
Vice President Dick Cheney, Secretary
of State Colin Powell, and US Trade
Representative Bob Zoellick are all fa-
miliar faces from the end of the cold
war. Washington aficionados also re-
member that Donald Rumsfeld, back in
charge of the Pentagon, and Paul
O’Neill, US treasury secretary, served
in senior posts in the Ford administra-
tion twenty-five years ago.

These appointments help to gloss
over the inexperience of Bush himself.
They lend what one British commenta-
tor describes as a prime ministerial
quality to his cabinet: Bush is in charge,
but he will not be afraid of delegating re-
sponsibility to powerful ministers
around the table.

In the run-up to the November elec-
tion, there was plenty of hand-wringing
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in Europe’s foreign ministries about
Bush’s lack of foreign policy pedigree.
Officials in Berlin, London, and Paris
said the Texas governor lacked the fi-
nesse of his father, George Herbert
Walker Bush. Their sympathies lay in-
stinctively with Democratic candidate
Al Gore.

Sentiment has shifted as Bush put
his cabinet together with skill and
speed. General Colin Powell has long
impressed allies, particularly with his
steady performance during the Gulf
War. Donald Rumsfeld has many ad-
mirers in diplomatic and commercial
circles, thanks to his illustrious career
in business as well as public service.

There are, however, one or two
doubts about Paul O’Neill, the experi-
enced industrialist nominated as trea-
sury secretary. Some wonder whether
he has the necessary background in fi-
nancial markets to come to grips with
what is looking increasingly like a
sharp slowdown in the US economy.

Others ask whether Bush has un-
consciously downgraded the previously
all-powerful Treasury role in interna-
tional economic policymaking, in order
to accommodate Larry Lindsay, who
has installed himself at the White

House as the president’s chief eco-
nomic adviser.

The wider question is how the ap-
pointments will gel as a team. Cheney
and Rumsfeld are lifelong friends, and
both know General Powell intimately.
Nevertheless, it is unclear how these
relationships will fare once the usual ri-
valries surface between the White
House, Pentagon, and State Depart-
ment over foreign policy priorities.

Another unknown is the precise
role of Condoleezza Rice, Bush’s na-
tional security adviser. Most suspect
she will avoid a high public profile,
preferring to follow the model of Brent
Scowcroft, who served as national se-
curity adviser to presidents Ford and
Bush the elder.

On European policy, there are diffi-
cult issues to be addressed, such as the
new administration’s commitment to a
national missile defense (NMD); Eu-
rope’s own commitment to developing
an “autonomous” European defense
arm inside the NATO Alliance; and a
host of sensitive trade disputes, rang-
ing from the still unresolved fracas over
bananas to aircraft subsidies.

The appointment of Zoellick, who
served for many years as counselor to



The forty-first
President of the
United States
congratulates his
son on his
inauguration as
the forty-third
President.

James Baker, first at the Treasury and
then at State Department, was received
well in Europe. He played a key role
during the diplomacy of German unifi-
cation and has many friends in Euro-
pean capitals from those days.

Zoellick is also close to Pascal Lamy,
EU trade commissioner—though it is
probably unwise to expect too much
from their friendship given the niggling
nature of some of the transatlantic
trade disputes.

More specifically, the European
Roundtable of Industrialists has been
warned that competition policy could

become a tricky transatlantic issue in
the coming months. During the Clinton
administration, Mario Monti (and his
predecessor Karel van Miert) devel-
oped an excellent working relationship
with Joel Klein, the antitrust chief at the
Justice Department. This allowed them
to develop informal joint positions on
mega-mergers, such as AOL-Time
Warner and Microsoft, which avoided
clashes of jurisdiction and offered busi-
nesses some predictability in the inter-
pretation of competition policy. If, as
seems likely, the Bush administration
takes a more hands-off approach to an-

titrust, it may not chime with the more
activist Monti.

To sum up, the Bush team’s experi-
ence is impressive, but Europe has
moved on a long way since many were
previously in power. The continent is
no longer divided, the European Union
has taken in new members, and the
euro has been launched.

As one veteran European ambas-
sador said, “The Bush team is perfectly
equipped to fight and win all the old
battles of 1970s and 1980s. What we do
not know is how they will perform in
the post-cold war era.” @
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Bush'’s victory
was front page
news throughout
Europe.
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LONDON

President George W. Bush is not
an obvious political soul mate for
Tony Blair. This explains why
there was an air of apprehension
in London about the return of a
Republican administration.

Bush does not share Bill Clin-
ton’s fuzzy attachment to a “third
way” between market liberalism
and social values, and he does
not play the saxophone. His cabi-
net is replete with hardheaded
Republicans who—unlike the
majority of Blair’s cabinet—were
on the opposing side of many of
the debates during the cold war.

In London, the view of Bush
is that he is a savvy political op-
erator with a heavyweight team
and a view of the world that
starts at the Rio Grande. There is
some nervousness about his lack
of Washington experience, but
officials believe that the quality
of his advice will largely offset
this.

There is guarded optimism
about the state of the “special re-
lationship” because the British
can claim with some justification
that they remain America’s most
reliable European ally on issues
ranging from trade to Iraq.

This is the message that has
been drilled home since the elec-
tion by Sir Christopher Meyer,
the British ambassador in Wash-
ington who knows many of the
“Bushies,” having served in the
US capital as a senior trade at-
taché in the late 1980s.

There are plenty of reasons to
suppose that the United King-
dom will be called upon to play a

bridging role in the first year of
the new administration. Several
difficult issues are looming
which—in the words of a senior
Foreign Office diplomat—will
test the UK’s newfound willing-
ness to play a leading role in
Europe.

The first delicate issue is the
UK’s commitment to the new
European defense force inside
the NATO alliance. The initia-
tive—first floated in December
1997—was crucial for British ef-
forts to come closer to France;
but it now risks stoking US fears
about creating a parallel political
military bureaucracy that would
weaken NATO and upset
Turkey, a key alliance member
but not an EU member.

Donald Rumsfeld, US defense
secretary, expressed these
reservations in the recent
Wehrkunde conference in Mu-
nich, saying it could “destabi-
lize” NATO. Other members of
Congress, notably Senator John
McCain, were even more
forceful.

Blair can rely on some voices
in the Bush cabinet who feel that
Europe must take on more re-
sponsibilities for its own de-
fense, but this assumes that the
necessary safeguards are in
place for NATO. As Rumsfeld
said, there can be no question of
building parallel decision-mak-
ing in the EU and NATO, and
non-EU members must be com-
fortable with the outcome.

A further complicating factor
for the UK is the US plan to build
a national missile defense. Like
the French and German govern-

New President
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ments, Blair has
considerable reser-
vations about
NMD. He is con-
cerned that it could
lead to a “decou-
pling” of NATO be-
cause it would offer
a superior defense
to the US than that
offered to Euro-
pean allies.

A senior For-
eign Office diplo-
mat says that
NMD has all the
potential to cause a
serious transat-
lantic rift. The best
hope, he says, is
that the whole
issue can be put on
ice for at least a
year, offering more
time to test the
technology and to
do a deal with Rus-
sia and China. The
British are nervous
that they may be
pressed to upgrade
the key UK radar p——
station—at Fyhngdales—before there
is a unified European position on NMD.

There is also residual concern in
London about the Bush administra-
tion’s attitude toward the NATO-led
peacekeeping mission in Bosnia and
Kosovo. Election campaign remarks by
Condoleezza Rice, US national security
adviser, indicated that the US would
consider an early withdrawal of US
forces; but the British government
wants a staged retreat, especially now
that there is a prospect of democratic
reform in Serbia following the ouster of
Slobodan Milosevic.

BERLIN

From the heart of the European Union,
Germany looks to the new American
president with relief, bemusement, and
some discreet questions.

All officials welcome George W.
Bush as the son of the president who
unified Germany a decade ago. The lib-
eral weekly Die Zeit concludes on its
front page that the US is not in crisis,
despite the month-long wrangle about
who actually won the election. The Bild
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Zeitung explains on page two that Bush
now wants to be the conciliatory leader
of all Americans (after it cheekily de-
votes the whole of page one to an unfor-
tunate Michelin two-star cook in Berlin
who choked to death on his own roast).

But most of all, Germans, like Amer-
icans, are simply relieved that the
United States now has a president who
is going forward with appointments and
policy. Although they were not fran-
chised in the US election, they know
that Bush is inescapably their president
too, the leader of the Euro-Atlantic
community and the global economy.
They are glad that the vacuum at the
top is now filled and Washington is
again functioning. They wish the new
president well, for their own sake as
well as for his.

Beyond that, Germans are still shak-
ing their heads over the bizarre way the
American system worked to confer le-
gitimacy on the ultimate presidential
victor. During the post-election US
agony the political elite here did not in-
dulge much in the you're-one-too taunt-
ing—as, it was widely noted, some of
the Third World “banana republics” did
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in revenge for American criticism of
their casual voting practices. Nor did
Germans exhibit British-style cynicism
and dismiss naive American faith in
“the myth of perfect democracy” during
the stage when Democratic candidate
Al Gore was still insisting that every
vote be counted. The Germans enjoyed
as much as the Americans did all the
jokes about Her Majesty’s revoking the
independence of the colonies until they
learned how to govern themselves. But
they also wondered mightily just how
the US was going to extricate itself
from the mess in which the system of
electors left them this last time around.

When the Supreme Court finally
gave the victory to George Bush, then,
the Germans raised the same questions
that American commentators did about
apparent partisanship on the bench and
about the basic wisdom of seeking judi-
cial remedies for political inadequacies.
But Die Zeit chided Newsweek for hav-
ing called the hullabaloo “chaos.” It also
predicted that instead of the bitter con-
flict many Americans anticipated be-
tween Republicans and Democrats, the
result would be, in effect, a grand coali-



tion of moderates. In this, the Germans
lived up to their reputation as the most
Americanized Europeans—and even
more trusting of Americans at times
than Americans are of themselves.

As Bush settles into the White
House, Europeans are now turning to
policy questions. And here Germans
and others display some unease. For
the record, they say they expect conti-
nuity from their ultimate guarantor of
security. But with a Texan who has

shown little interest in foreign policy—

and with a strong isolation-
ist or at least unilateralist
wing in the Republican
Congress—they do have
some worries. They point
out that domestic politi-
cians who become presi-
dent and lack experience in
the wider world need time
to educate themselves
about the value of Wash-
ington’s alliances. And they
point to the example of Bill
Clinton to support their
thesis that in the end the
US will always opt for the
benefits of sharing world
burdens with allies.

Yet there are potential

shifts in a Bush foreign policy that trou-

ble them. The only time Europe fea-
tured in the Republican election cam-
paign was when Bush’s security
adviser, Condoleezza Rice, called for
US soldiers to come home from the
Balkans and for the Europeans to pull
more of the weight there. The Euro-
peans swiftly contacted her and pointed
out that they already are providing 80
percent of the troops and paying for 80
percent of the international financial
costs in the region, and although they
accepted her assurances that Washing-
ton would not act rashly without con-
sulting its European allies, they fear it
will be hard to persuade Bush that they
are not just freeloaders.

In particular, they expect many
more transatlantic clashes over the Eu-
ropean rapid reaction forces they are
now forming. The Clinton administra-
tion had come around to viewing this
development as potentially helpful in in-
creasing European military capacity to
maintain security in Europe—so long
as it did not erode the NATO alliance.
One of the most vocal Bush security
spokesmen, however, Richard Perle,

“The one area
in which
Europeans
helieve
US—EU
relations
might improve
under Bush is
in trade”

began challenging the legitimacy of the
European efforts in the first few weeks
of the Bush term. And he spoke so dis-
paragingly about NATO itself that a
BBC interviewer felt obliged to ask if
he was talking about the six-decade-old
alliance in the past tense. Interpolating
such signals, Europeans, therefore,
fear that all the old clashes over burden
sharing may return with a vengeance.

Clashes over the proposed US na-
tional missile defense (NMD) are also
preprogrammed between the Bush ad-

 ministration and Europe.
~ The Republicans are gear-
~ ing up for a much more
~ comprehensive antimissile
 defense system than the
Clinton administration fa-
- vored. Europeans gener-
~ ally fear that this will scup-
per earlier arms-control
treaties, sour relations be-
~ tween the West and both
~ Russia and China, waste
 billions of dollars that
could better be spent else-
- where, and eventually
 decouple American and
European security. Euro-
- peans hope that the
* British, in the “special re-
latlonshlp” they still enjoy with the US,
will take the lead here and be able to
modify Bush’s NMD program, but
they are braced for confrontation.

The one area in which Europeans
believe US-EU relations might improve
under Bush is in trade, since Bush is
not as beholden to labor unions as Gore
is. In Republican circles, however, free-
trade instincts compete with a strong
America-first policy in megabuck de-
fense procurements. And while Clinton
gradually got used to dealing with a
more-or-less united EU on trade issues,
Republicans greatly prefer to deal bilat-
erally with Europeans on a national
level, in an unequal relationship in
which heads of single European gov-
ernments are more malleable than in
any direct negotiation between the US
and EU economic superpowers. In this
area, despite the two continents’ inter-
dependence, quarrels are thus likely to
erupt periodically over bananas, geneti-
cally modified organisms, animal feed,
European farm subsidies, and a host of
other export issues.

In addition, Europeans anticipate
that transatlantic strains will grow with

Republicans over such issues as an in-
ternational war crimes court, lessening
of greenhouse gas emissions, and ban-
ning landmines.

For the Germans at least, though,
the expectation of rough patches in the
next four years is offset by the memory
of how former president George Bush
promoted German unification when the
French and British opposed such a
shift. They know Vice President Dick
Cheney, Condoleezza Rice, and dozens
of other old and new players. They
think they can do business with them.
And they are very glad they finally have
somebody in Washington to do busi-
ness with.

PARIS

Only the naive would claim that in the
Clinton era all was sweetness and light
between France and the United States.
After all, putting aside the transatlantic
spats over trade or sanctions on Iraq
or Europe’s abhorrence at America’s
practice of capital punishment, the fact
is that the French see themselves not
just as allies of the Americans but also
as rivals. Indeed, it was France’s ur-
bane foreign minister, Hubert Vé-
drine, who nicely termed the US a “hy-
perpower,” and argued that it was
France’s—and Europe’s—duty to act
as a counterbalance.

However, just a week before the end
of the Clinton presidency, it was the
same Védrine who arranged a farewell
dinner with some of his EU counterparts
for the outgoing secretary of state,
Madeleine Albright. The farewell was
genuinely a fond one, evidence of a rap-
port built up over several years and sev-
eral crises, and undoubtedly helped by
Albright’s personal warmth and her
knowledge of French and by the skills of
the American ambassador in Paris, Felix
Rohatyn. Will the same rapport be estab-
lished with the Bush administration?

The blunt answer is not immedi-
ately. One reason, apart from President
Bush'’s supposed lack of knowledge of
the world outside America, is that there
are bound to be deep-rooted differ-
ences of policy. Quite possibly these
will continue to include Iraq and the
Middle East, but with two caveats: The
French detect a softening, at least in
the United Kingdom, of the hard-line
American-British stance on Iraqi sanc-
tions. [They spoke out vigorously
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against the one-day US-British
bombing of Iraq in February.]

Secondly, they have always ap- ot~

plauded Clinton’s efforts to forge

peace between Israelis and Pales- s

tinians. But certainly the differ-
ences will include the administra-
tion’s enthusiasm—emphasized by
the new defense secretary,
Donald Rumsfeld—for a
“Son of Star Wars” national /
missile defense, be it de-

ployed over the USorina [/}
theater such as Asia or
Europe. Worried that
these projects will jeop-
ardize relations with i
Russia and China, the
French are crossing |
their fingers that the
NMD schemes will be
thwarted both by
technical problems
and by cost.

Another worry is that
George W. Bush’s campaign pledge no
to let America indulge in “nation-build-
ing” will translate into a disengage-
ment—at least psychologically and fi-
nancially, if not physically—from the
Clinton commitment to help the EU re-
construct the Balkans. The French, of
course, see the potential for American
disengagement as one more reason to
boost the European Security and De-
fense Initiative, with its plans for a
60,000-strong rapid deployment force
and for better integrated defense manu-
facturing and procurement. However,
the Bush administration, just like its
predecessor, is likely to suspect a
French plot to establish an autonomous
EU defense structure at the expense of
NATO. Whatever the truth, it will take
a lot of diplomatic finessing to avoid po-
tential transatlantic rows over Europe’s
future defense.

But perhaps the biggest reason for
French wariness toward the new team
in Washington (expressed off the
record, rather than on) is the fear that
the Bush administration has a learning
curve to climb—but doesn’t know it.

One supposed strength of the ad-
ministration is the presence of people
like Secretary of State Colin Powell,
Vice President Dick Cheney, National
Security Adviser Condoleezza Rice, and
Trade Representative Robert Zoellick,
all of whom served with Bush’s father,
and Defense Secretary Rumsfeld, who
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was in the Ford ad-
ministration. That
amounts to a lot of ex-
perience, but some
French officials wonder
how much of it is rele-
vant. As one says, be-
moaning what he sees as
an American tendency to
divide the world into sec-
' tors and assume a neat-
ness that does not exist, “the world has
changed in the last eight years.”

Indeed so. It was George Herbert
Walker Bush who declared that with
the cold war over there was now a “new
world order.” The reality of the 1990s
has mocked that optimism, witness, for
example, the genocidal wars of Africa
and the Balkans. Instead, the world has
become ever more complicated, and
the Bush team, argue the French, need
to realize this sooner rather than later.
And they probably will. After all, they
are smart people, and who better to en-
lighten them than the smart (some
would say Machiavellian) intellectuals
who run France?

WASHINGTON

New US presidents usually enjoy a hon-
eymoon. But these are not usual times
in the wake of a highly disputed elec-
tion in which the Democratic candidate
Al Gore won the popular vote by the
handsome margin of almost 600,000
votes. Moreover, the Senate is split
fifty-fifty between the two parties,
threatening a long and grinding battle
of political attrition on every vote. In the
circumstances, President Bush could
be well pleased with his 57 percent ap-
proval rating in the polls after his first
two weeks in office, jumping to 64 per-
cent in the wake of the air strikes on

© radar stations near Baghdad.
- He was helped, clearly, by
. the widespread public distaste
~ for the manner of President
Clinton’s departure from office,
- with a questionable pardon for
' the fugitive billionaire Marc
- Rich, and truckloads of furni-
. ture rather cavalierly defined
as ‘gifts’. Still, with a mix of
' personal visits and a relaxed
- affability that has congress-
men and media figures
chortling over the nick-
names he bestows on them, Bush’s first
presidential achievement has been to
ensure—against the odds—that he is

enjoying a honeymoon.

A month after Bush’s Inauguration,
the Conservative Political Action Com-
mittee gathered just outside Washing-
ton for their annual forum. Logically,
they had some cause to grumble. Bush’s
campaign promise to increase defense
spending had been shelved, and the
Pentagon will have to make do with the
$309 billions in the Clinton budget. But
there were no complaints from the right,
heartened by Bush’s appointment of de-
vout Christian conservative former Sen-
ator John Ashcroft to run the Justice De-
partment. And although two Republican
Senators have said that they cannot sup-
port Bush’s promised $1.6 billion tax
cut, at least three Democratic senators
seem prepared to support most of it.
Above all, Federal Reserve Chairman
Alan Greenspan, whose talismanic repu-
tation continues to defy the threat of re-
cession, gave his cautious backing to the
tax cut.

The sneers and doubts about the
new president that are commonplace in
the European press find little echo in
the American media and even less in
Congress. The Democrats made a point
of inviting the new president to their
first weekend retreat for an informal
chat. Some African-American congress-
men asked angry and pointed ques-
tions, to the visible embarrassment of
most of their colleagues. Bush’s first
initiatives, from the tax cut to education
reform to the new access to federal
funds for churches deploying faith-
based welfare programs, seem broadly
popular. Even some liberals have been
mollified by Bush’s selection of a cabi-
net that contains more women and
members of ethnic minorities than
even Bill Clinton managed.



Unlike his predecessor, President
Bush has not embarrassed the Ameri-
can public. His initial appearances on
the international stage have been com-
petent. His first foreign trip, across the
border to Mexico on a day trip to the
ranch of the new Mexican President Vi-
cente Fox, was distinguished by Bush’s
fluency in Spanish and what seemed a
genuine desire to build a new sense of
solidarity and trade opportunity in the
Western Hemisphere. The visit coin-
cided with the air strikes on Baghdad,
in what appeared to be deliberate dou-
ble message that American was under a
new management that was prepared to
be both firm friend and fierce foe.

Bush’s top appointments conveyed
their own reassuring image of compe-
tence. Whatever the new president’s
personal inexperience in foreign affairs,
few can question the credentials of for-
mer general Colin Powell as secretary
of state; Defense Secretary Donald
Rumsfeld returning to the Pentagon job
he had first held twenty-five years ago;
US Trade Representative Bob Zoellick;
and National Security Adviser Con-
doleezza Rice—most of them veterans
of the White House team of President
Bush the Elder.

There may yet be a problem in the
way that Bush the Younger has inher-
ited his father’s team, but not his fa-
ther’s world. Some European commen-
tators wonder whether the veterans of
the cold war endgame who make up
the Bush team have fully realized the
degree to which the world has
changed. France’s Le Figaro reported
that some participants were startled at
this year’s Wehrkunde security confer-
ence in Munich to hear Rumsfeld talk
about NATO, missile defense, and Eu-
rope’s new planned Rapid Reaction
Force—without ever referring to the
European Union itself. Such an inter-
pretation takes symbolism too far. Con-
doleezza Rice, in a conversation with
this reporter on the eve of Wehrkunde,
stressed that improving ties and consul-
tation with America’s allies were to be a
top priority of the Bush administration.
In addition, in deference to the allies,
along with Rumsfeld’s promise of full
consultation before deploying a na-
tional missile defense system, the trou-
bling word ‘national’ has now been
dropped. But after campaigning on the
need to build a system that can defend
Americans from missiles fired by

‘rogue’ states, President Bush firmly
believes he has a mandate to build it
and counts on the European allies to
hold firm against the Russian and Chi-
nese propaganda barrages against it.
The trickier problem with the Euro-
pean allies is that they are also eco-
nomic competitors, and with the EU’s
total GDP continuing to grow at an av-
erage 3 percent this year as the US
economy slows, the commercial rivalry
could become sharper. There has so far
been no reply from the Bush adminis-
tration to the proposal from the Euro-
pean Commission’s ambassador in
Washington, Giinter Burghardt, that
the top trade official from both the EU
and US should launch intensive talks to
resolve all outstanding trade disputes
by June. Nevertheless, Europeans
could hardly be more pleased with the
appointment of Robert Zoellick as new
US trade representative. The former
top aide to Secretary of State James
Baker in promoting German unification
after the fall of the Berlin Wall, Zoellick
has also served on committees run by

Washington’s European Institute that
explored ways to achieve a full free
trade regime across the Atlantic.

However, as Zoellick argued last
year in an address to the Council on
Foreign Relations, the Europeans
should not count on US support unless
they are seen to be useful and coopera-
tive allies: “If some regions are too slow
to open their markets, the United
States should move on to others. Amer-
ica should spur a competitive dynamic
for openness and transparency. Compe-
tition can work wonders: When the
United States pursued NAFTA and
APEC, the EU finally felt the pressure
to complete the global Uruguay Round
trade negotiations. If others hold back
in the new WTO round, the United
States should repeat this strategy of re-
gionalism with a global goal in order to
break the logjam.” @

Lionel Barber reporting from London;
Elizabeth Pond reporting from Berlin,
John Andrews reporting from Paris; Mar-
tin Walker reporting from Washington.
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WHAT THEY SAID

“This has the potential
to do enormous dam-
age to this country.
This could stop the
Celtic Tiger in its
tracks. There are
47,500 people
employed in this sec-
tor, and it is a £7 bil-
lion industry, half of it
in exports. It would
have a catastrophic
effect on our economy
if we were to get it.”
—Mary Harney, Irish
deputy prime minister,
commenting on the
devastating outbreak of
foot and mouth disease in

the UK and Northern
Ireland

“A fine sunny Saturday,
and we wanted to take
the kids to see the deer.
But no go. They closed
the sanctuary because
they’re afraid visitors
might spread the dis-
ease. And it’s a good
job they did, isn’t it?”
—Fred Holly, of Hert-
fordshire, England, who
wanted to visit a popular
deer preserve with his
family this weekend but
Jound it was closed to the
public as the Forestry

Commission takes precau-
tionary measures against
the spread of foot and
mouth disease

“If something of this
magnitude had hap-
pened in London or
New York, bankers
would be jumping off
of roofs or packing
whatever they have
and flying to Rio. But
this is Turkey, and
we're accustomed to it.
We know that if we’re
unsuccessful, there
will eventually be an
eighteenth, nineteenth,

and twentieth IMF
plan.”

—Nuri Colakoglu, a
top official with the inde-
pendent NTV television
news network discussing
the financial crisis in
Turkey

“He assured me that
NATO is going to be
the primary way to
keep the peace in
Europe.”

—President George W.
Bush following his meet-
ing with UK Prime Minis-
ter Tony Blair at Camp
David last month

REPORTER'S NOTEBOOK: EUROPE'S EXASPERATION WITH AMERICA

couple of years ago,
A the US ambassador to

France, Felix Rohatyn,
was taking part in an interna-
tional radio phone-in program
from his office in Paris. Sud-
denly, listeners on both sides
of the Atlantic could hear
shouting, and Rohatyn
abruptly announced that he
had to go and receive a depu-
tation from a group of pro-
testers against America’s use
of the death penalty. It was
one of those moments when

one realizes that something
is changing in the world.
Exactly when the present
phase of European disdain to-
ward America began to
flower is hard to say. In some
form or another it has always
existed, of course, and it goes
without saying that it fre-
quently can be hypocritical.
But there is little doubt that
the Florida election dispute
late last year raised such con-
tempt to fresh heights. News-
paper headlines are not al-

ways the most reliable guide
to the mood of anyone other
than newspaper headline
writers, but the unanimity
with which the European
press mocked America dur-
ing the thirty-six-day standoff
was so striking that it would
be perverse to ignore it.

The victor in that Florida
battle has now become a
lightning rod for a new type
of anti-American mood in Eu-
rope. The mood predates
George W. Bush'’s rise to

power, and it will remain
after he has gone. But Bush
embodies so many of the
component aspects of the
new anti-Americanism that,
as president, he now has it
uniquely in his power to de-
termine whether this mood
subsides or, as seems rather
more likely, increases.
During the cold war, Euro-
pean anti-Americanism
tended always to focus on the
foreign policy actions of the
US—military intervention,
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nuclear weapons deploy-
ments, or support for pro-
Western regimes around the
world. With the end of the
cold war, that form of anti-
Americanism has withered
on the vine. It still exists in
diminished ways, as occa-
sional protests against the US
bombing of Serbia illustrated
in 1999, and it could revive if
provoked. But in essence
there is as much future in
that form of anti-American-
ism as there is for the type-
writer or the linotype ma-
chine in the production of
newspapers.

The new anti-Americanism
is different. It is a post-cold
war phenomenon, and it has
much more to do with Ameri-
can domestic policies and cul-
ture than with the conduct of
international relations. It is fo-
cused on issues such as the
American gun culture; on
some aspects of the criminal
justice system, notably the
death penalty; on environ-

mental issues; and on US atti-
tudes toward international
bodies, such as the UN or the
proposed international crimi-
nal court.

The one substantial excep-
tion concerns the national
missile defense project
(NMD), which is very clearly
a foreign policy issue. It is
possible to see circumstances
in which NMD galvanizes an
anti-American mood from the
Atlantic to the Urals, not least
because it has the potential to
become a domestic political
issue in every European
country, especially those with
center-left governments
whose supporters largely op-
pose such weapons.

The fact that Bush em-
bodies many of these issues
in the public mind can
hardly be disputed. He is a
vigorous energy unilateral-
ist, committed to fresh ex-
ploitation of oil and natural
gas, and to expanding US do-
mestic consumption. That

Bush might willingly be a
party to an international
agreement on environmental
sustainability, such as the
Kyoto treaty on climate
change, is unthinkable. He is
an opponent of the interna-
tional criminal court. He is a
defender of the gun culture.
He was the governor of the
leading death penalty state.
He is an advocate of the
most far-reaching versions of
NMD. He was also, of
course, the overwhelming
beneficiary of the disputed
election.

Without necessarily in-
tending it, and probably with-
out realizing it, Americans
have now acquired a presi-
dent who embodies many of
the interests and assump-
tions that are helping to feed
this growing alienation from
American values and policy.
Bush has a huge job to do if
he wishes to reverse the new
mood, though it is far from
clear whether the new admin-

istration really cares about
such consequences. Most
Americans have barely con-
sidered these problems, and
many will be inclined to dis-
miss them. That could be a
costly mistake.

No one who has followed
the European mood on these
subjects in recent years can
fail to have been struck by
certain common themes
when conflicts occur—an ex-
asperation with American ex-
ceptionalism, an impatience
toward American unilateral-
ism, a certain disdain toward
the cruelty of certain aspects
of American society. When
Americans take offense at Eu-
ropean criticism, as many of
them do, the destructive spi-
ral starts again. One thing is
certain, however. Bush’s
mere arrival in the White
House is likely to be the best
recruiting sergeant that the
new anti-Americanism could
have hoped for.

—Martin Kettle

GERMANY FACES
CONFIDENCE CRISIS
he first few weeks of the
| year weren't easy for
Germany’s government

of Social Democrats and
Greens. The resignation of
Health Minister Andrea Fis-
cher coupled with that of
Agriculture Minister Karl-
Heinz Funke owing to their
bungled handling of bovine
spongiform encephalopathy
(BSE), or mad cow disease,
propelled Chancellor Gerhard
Schréder’s government into
its biggest crisis since March
1999 when Oskar Lafontaine
resigned as finance minister
and party chairman.

The double resignation,
unprecedented in postwar
Germany, raised questions
about the chancellor’s leader-
ship. He was criticized—and
not only by the opposition—
for not intervening until too
late and for paying only lip
service to the SPD’s parlia-
mentary group and not re-

warding worthy parliamentar-
ians with appointments. The
chancellor’s quick and firm
response to mounting public
anxiety over BSE has calmed
the critics somewhat. Declar-
ing that food safety must be
given the highest priority, he
appointed Renate Kiinast, the
forty-five-year-old co-chair-
man of the Green Party, as
the country’s first minister for
consumer protection, food,
and agriculture.

The shocked German pub-
lic was pacified to hear the
new minister say that from
now on the consumer, not
consumption, will be pro-
tected. “The BSE scandal
marks the end of agricultural
policy of the old style,” she
proclaimed and called for
“quality, not quantity.” She
wants to shift from factory
farming to less intensive
methods and to increase or-
ganic food production from its
present 3 percent to 20 per-
cent within the next ten years.

The new Green minister
sent into this battle has in-
evitably been unable to de-
liver much more than declara-
tion of intent so far. But
Kiinast has done so with her
characteristic vigor and care-
free air, signaling to the pub-
lic that in contrast to her pre-
decessors she will not just
wait until the topic disappears
from the agenda all by itself.
The Greens hope that Kiinast
could become a potential vote
getter at the next national
election in 2002.

All of this was, of course,
overshadowed by the ques-
tion whether it is a good thing
or a bad thing for a minister
to have fought violently
against a law-based state and
parliamentary democracy
more than a quarter of a cen-
tury ago. It has been a well-
known fact that Joschka Fis-
cher, the Green foreign
minister, was in the 1970s a
street fighter and a left-wing
radical protester. Fischer had

never made a secret of his
“militant” past. But the publi-
cation of three hitherto un-
known photos showing the
present day diplomat wearing
a motorbike helmet, taunting
a policeman at a 1973 demon-
stration when he was twenty-
five and preparing a well-
aimed punch at the encircled
law enforcer has shocked
even his fans.

Fischer has apologized for
what he can no longer deny
but has shown little contri-
tion. He distanced himself
from the terrorist actions of
some of his one-time com-
rades in leftist agitation.
“Today I'm a different person
from the one I was twenty-six
years ago,” he said. And yet
still the same Fischer, who
has transformed himself from
a slim, leather-clad anarchist
into a statesmanlike figure in
a three-piece suit and tie, left
no doubt that he saw his own
actions as being legitimate—
but he found it difficult to jus-
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tify them. “I see things differ-
ently today,” he emphasized.
For some Germans, this par-
tial mea culpa is not enough.
Six criminal cases against
Fischer have been filed with
the public prosecutor in
Frankfiirt.

In Fischer’s wake Jiirgen
Trittin, forty-six, the Green en-
vironment minister, was also
attacked in the media for his
errors in the past. He was ac-
tive in a communist cadre
group in Gottingen and fought
against the West German “fas-
cist” state no less vehemently
than Joschka Fischer. No pho-
tos exist of him in violent con-
frontation with police like
those Fischer now has to ac-
count for. He did not distance
himself from a controversial
anonymous obituary pub-
lished in 1977 in a student
newspaper in Gottingen on the
murder of federal public pros-
ecutor Siegfried Buback by an
RAF death squad. The Frank-
fiirter Allgemeine reported that
in an interview in 1993 Trittin
admitted a “furtive pleasure”
hearing about Buback’s mur-
der. Only now under pressure
he apologized to Buback’s son
for the pain and sorrow his
family has suffered.

—Wanda Menke-Gliickert

DEFENSE LEADERS
MEET IN MUNICH
his year’s annual
| Wehrkunde meeting,
now formally renamed

the Munich Security Confer-
ence, was expected to be the

occasion for the first ominous
clash between the European
NATO allies and the new
Bush administration’s plans
to proceed with their contro-
versial plans to develop and
build a national missile de-
fense system (NMD). This
did not happen. The new de-
fense secretary, Donald
Rumsfeld, was quick to drop
the ‘N’ for national and start
talking about a missile de-
fense system that would in-
clude allies and protect Amer-
ican troops in bases
overseas—and their hosts.
Rumsfeld also promised pro-
longed and genuine consulta-
tion, in what sounded like a
real attempt to prevent the
European allies from making
common cause with Russia
(and China) against the anti-
missile defense plans.

These concerns were
eased when the Russian
speaker at the conference,
head of the Kremlin’s Secu-
rity Council Sergei Ivanov,
gave a tough and uncompro-
mising speech that accused
the Bush administration of
threatening “to annihilate the
global security system.” He
startled Europeans, who have
broadly been appalled by the
Russian army’s brutal tactics
in Chechnya, by claiming
that the Russian mission in
Chechnya and elsewhere
in Central Asia was the
modern version of Russia’s
fourteenth-century defense of
European civilization against
the Mongol Horde.

But a troubling difference
of perspective remains be-
tween the Bush administration
and their allies in Europe, fo-
cused on Rumsfeld’s remark
that he was “worried” by the
development of the European
Union’s own 60,000-strong
Rapid Reaction Force.
France’s defense minister,
Alain Richard, his German and
British counterparts, Rudolf
Scharping and Geoffrey Hoon,
and the EU’s top security offi-
cial, Javier Solana, all stressed
that the idea was to build a
force that would work with
and strengthen NATO, rather
than supplant it.

“Right now we have only
one security option in Eu-
rope, to use NATO or not to
use it. The European force

will give us another option—
to be used only when NATO
as a whole does not want to
be involved”, says NATO
Secretary-General Lord
Robertson. But the Euro-
peans were also given some
food for thought by Canada’s
defense minister, Art Eggle-
ton, who warned that the
transatlantic links may be
strong but they could prove
brittle. Eggleton warned that
he would not easily entrust
Canadian assets in NATO,
such as the crew on the
AWACS early-warning planes,
to a EU-led and EU-run mis-
sion unless Canada was part
of the planning team and
NATO was firmly in the chain
of command.

—Martin Walker

IN APPRECIATION: ANDREW A. MULLIGAN
l he sad news of Andy Mulligan’s death on February 24
came as a shock to all of us at the European Commis-
sion Delegation in Washington.

Andy will be remembered as a vanguard for press and
public affairs here in our office.

In his own good-humored, dry, smiling manner, he man-
aged to convince many a skeptical US interlocutor that Eu-
rope was getting its act together and was going to become a
real powerhouse in the transatlantic relationship.

Andy’s earlier career as a rugby star—he was captain of
the Irish national team in the early sixties—coupled with his
journalistic experience with the prestigious BBC translated
into a very charismatic individual.

One of Andy’s specific contributions to create a greater
awareness for European Union issues was his very active role
in developing further EUROPE, and attracting many a leading
journalist from both sides of the Atlantic to write for us.

We will miss you Andy. Fare thee well, my friend.

—Willy Heélin, publisher, EUROPE

BUSINESS BRIEFS

sinor of France,

Arbed of Luxembourg,

and Aceralia of Spain
are merging to create the
world’s largest steel maker
with 110,000 workers and an-
nual revenues of nearly $30
billion.

The new Luxembourg-
based company, which has
yet to be named, will have a
combined output of 46 mil-
lion tons of steel a year, well
ahead of its nearest rivals,
Japan’s Nippon Steel, which

made 28.1 million tons last
year, and Posco of South
Korea, which produced 26.5
million tons in 1999.

The cross-border merger
marks the high point in the
career of Francis Mer, Usi-
nor’s chief executive since
1986, who guided the group
through privatization in the
mid-1990s followed by a
deep restructuring and the
S1.1 billion takeover of Bel-
gian steel maker Cockerill
Sambre in 1999 that made it

the world’s third-largest
steel maker.

The latest deal involves
Usinor taking over Arbed
and Aceralia for $5.9 billion
in stock and assumed debt.
Usinor will own 56.5 percent
of the new company, while
Arbed, which is 30 percent
owned by the Luxembourg
government, will hold 23.4
percent, and Aceralia will
take the rest.

The merger, which will
take effect in the fall of 2001, is

expected to trigger other deals
in the European industry with
Germany’s ThyssenKrupp
tipped to make overtures to
Corus, the Anglo-Dutch steel
firm that recently announced
6,000 layoffs in the United
Kingdom to stem daily losses
of $1.5 million.

The merger also will spur
corisolidation of the $550
bill}on-a-year global industry.
Wtiile the new company will
dominate Europe, it repre-
sents only 5 percent of last
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year’s world steel output of
828 million tons.
LN N ]

Hans Rausing who six
years ago made $6 billion
from selling his stake in
Tetra Pak, the world’s
largest food packaging com-
pany, is returning to the in-
dustry at the age of seventy-
four. He is taking a majority
stake in EcoLean, a small
five-year-old Swedish firm
that is developing an environ-
mentally friendly packaging
material that breaks down in
sunlight.

“In the last thirty years, we
have not seen a development
in the food packaging indus-
try with such potential,” ac-
cording to Rausing, a Swede
who now lives in England and
is listed as the country’s
wealthiest individual.

The new technology is
based on carbonate materials
such as chalk and marble,
which are mixed with poly-
olefins, a plastic with low en-
vironmental impact. It can be
used to store liquids in stand-
up bags and as wrapping for
butter or margarines or as yo-
gurt containers. The devel-
oper, Ake Rosen, said the
idea is based on the eggshell
which is 95 percent calcium
carbonate.

Rausing, whose Tetra Pak
cardboard cartons revolution-
ized packaging, said he re-
turned to the industry be-
cause of the unique nature of
the EcoLean product. “This
material is something quite
outstanding and completely
different from anything made
before.”
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Volkswagen, Europe’s
biggest car manufacturer,
boosted its profits by a record
37.5 percent to $3.15 billion
last year thanks to a surge in
sales in North America and
rising European demand for
its diesel cars.

The company said it will
take advantage of its record
performance by putting aside
S665 million to cover the
costs of complying with a Eu-
ropean Union directive com-
ing into force in 2006 that will
compel carmakers to pay for
recycling their vehicles.

Revenues rose last year to
$80 billion from $70.3 billion
in 1999 with sales of VW and
Audi cars rising by 13 per-
cent and 22 percent respec-
tively in the US.

L X N J

Nokia strengthened its
dominant position in the
global mobile phone handset
industry in the final quarter of
last year, boosting its market
share while its four main ri-
vals stumbled.

The Finnish firm is esti-
mated to have sold 42 million
units—10 million more than
in the previous three
months—increasing its mar-
ket share by 2.5 percent to
33.9 percent, according to
Gartner Dataquest, a technol-
ogy research consultancy.

Its closest rival, Motorola,
saw its market share slide to
12.7 percent from 14.1 per-
cent in the third quarter and
16.9 percent a year earlier,
and Sweden’s Ericsson fell to
8.7 percent from 10.1 percent
and was down from 10.5 per-
cent a year ago. Siemens of
Germany and Japan’s Pana-
sonic also slipped losing
sales to smaller manufactur-
ers such as Alcatel and
Samsung.

Nokia is bracing for
tougher times this year with
its mobile division facing
slowing handset sales and its
network unit selling to telcom
companies that are struggling
with huge debts. But it is
rapidly building up its Inter-
net unit, which will generate
revenues of around 500 mil-
lion euros this year providing
products that link company
servers and the Internet. The
division is a minnow com-
pared with the handset unit,
which posted sales of $20.5
billion in 2000 and the net-
works business which had
revenues of $7.2 billion. But
Nokia is determined to turn it
into a third major revenue
arm.
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Europe’s airlines are ap-
proaching the endgame of a
decade long consolidation as
the major carriers respond to
the recent wave of mergers
between their larger US rivals.

Almost every carrier is

casting around for partners to
survive the coming shakeout,
which will leave three domi-
nant European airlines—
British Airways, Air
France, and Lufthansa.

Alitalia, Italy’s national
airline, is trying to revive an
abortive joint venture with
KILM Royal Dutch Airlines
that collapsed in acrimony
last April and is also being
courted by Air France. SAir-
Group, the owner of Swiss-
air, is re-thinking its strategy
of buying stakes in medium-
sized European carriers, in-
cluding 49.5 percent of chron-
ically unprofitable Sabena of
Belgium, following the resig-
nation of its chief executive
Philippe Bruggisser. Mean-
while, British Airways, which
walked away from a merger
with KLM in September,
wants to deepen its relation-
ship with American
Airlines.

Industry analysts say the
current negotiations likely
will lead to Europe’s first
major cross-border merger by
year’s end. The KLM/Alitalia
joint venture, which involved
revenue and profit sharing,
was expected to lead to a
merger within three years,
the KLM/BA talks came tan-
talizingly close to agreement
and SAirGroup is committed
to boosting its stake in
Sabena to 85 percent by the
end of this year.

The second-tier carriers
acknowledge they cannot sur-
vive on their own. KLM is
profitable, but it says it can
only stay independent for
three years, and Air France
CEO Jean-Cyril Spinetta says
Swissair and Alitalia have ac-
cepted they must play sec-
ondary roles in global
alliances.

The emergence of a group
of elite airlines in the US and
Europe will put pressure on
Washington and Brussels to
remove outdated regulations,
especially foreign ownership
limits, that prevent transat-
lantic mergers.
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Sweden’s second and
third-largest banks, Swed-
bank and SEB, are merging
in a stock swap worth about

$7.4 billion to create the
Nordic region’s biggest finan-
cial group. The new bank, to
be called SEBSwedbank,
will have combined assets of
$207 billion and 35,000 em-
ployees, giving it critical mass
to expand into continental Eu-
rope. “Together we increase
our competitive strength, and
as borders between countries
disappear, we are bracing
ourselves for the future,” said
SEB chairman Jacob Wallen-
berg. While Swedbank has fo-
cused on expansion in its do-
mestic market, SEB is the
only Nordic bank that has
made an acquisition in conti-
nental Europe, buying Ger-
many’s BfG Bank in
1999.The merger creates Eu-
rope’s largest Internet bank
with around 2 million on-line
customers.
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L’Oreal of France, the
world’s biggest cosmetics
group, boosted net profits by
24 percent to around $930
million in 2000 helped by a
strong performance in Japan,
where sales surged by 46
percent.

The group has enjoyed al-
most uninterrupted growth in
sales and profits over the past
decade, and last year was the
sixteenth consecutive year of
double-digit earnings growth.

L’Oreal posted a particu-
larly strong performance in
emerging markets, with sales
surging 70 percent in Korea,
41 percent in Poland, 47 per-
cent in Russia, and 44 percent
in Brazil. Group sales in the
US topped $3 billion for the
first time.

—Bruce Barnard
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Burghardt, head of the
European Commis-
sion’s Washington dele-
gation, spoke to
EUROPE’s editor-in-chief Robert ].
Guttman about EU-US relations, the
transatlantic trade relationship, the en-
largement of the EU, and the euro.

What are the major issues facing the Eu-
ropean Union and the new Bush adminis-
tration in the next twelve months?

It is difficult to single out any individual
issue and to call it the most important
or the major one. Our relationship is
very broad: It has economic, political,
and security dimensions. Its deep his-
torical, cultural and societal roots make
it the most important strategic relation-

ship in the world. Instead of
focusing only on the areas
of dispute, which by the way
are quite limited, we should
focus on some broad
themes like the ones President Bush
mentioned in his inaugural address—
continuity, commitment, and common
purpose.

‘Continuity’ means that many have
been in charge before and many will be
in the future. The Transatlantic Agenda
is more than fifty years old, inspired by
men of vision like John F. Kennedy and
Jean Monnet. It has been a driving
force for peace and prosperity in the
world. As we look to the future, we
need to position ourselves firmly in this
broad context of the continuity of our
relationship.

There has to be commitment on both
sides, taking into account the evolving
nature of the European Union, and by
extension, the transatlantic relation-
ship. The European unification process
has always had a transatlantic dimen-
sion. Today, that encompasses the
EU-US relationship, where the Euro-
pean Union is the focal point on the Eu-
ropean side, and the Atlantic alliance—
NATO. These two pillars have to
interact.

As for our ‘common purpose’, I hon-
estly believe that we need to put the
transatlantic decision making process
on a more solid basis. We need to take
a fresh look at the four areas where we
actively cooperate in keeping with the
New Transatlantic Agenda of 1995—
foreign and security policy; global is-
sues; the management of our bilateral
agenda, including trade; and the peo-
ple-to-people dialogue, which broadens
the basis of our relationship beyond of-
ficial contacts to business people, aca-
demic communities, consumers, envi-
ronmentalists, labor advocates, and
legislators. It is perhaps time for a
strategic dialogue on the broader
geopolitical and societal issues in order
to create a kind of new Kkinship across
the Atlantic between the New World
and the New Europe.

Ninety-eight percent of EU-US trade rela-
tions are good, but the 1 to 2 percent of
trade disputes makes headlines. Why is
this?

This is why we must engage the new US
administration in an early comprehen-
sive stock-taking. We need to make
sure that the individual issues, as sticky
as they might be and as easily as they
might distort the general climate, do not
obscure the broad agenda. Sometimes,
that 1 or 2 percent can pollute the rest—
we should have no illusions about that.
These problems are not there because
some bureaucrats on both sides like
their play-mobiles to keep them busy.
Some are traditional trade disputes
about market access. On the banana
issue, it is true to say that the United
States’ position has been almost entirely
determined by the interest of one single
trading company. Other disputes reflect
different perceptions in society. Take
food safety or the use of hormones or
genetically modified organisms in food
production or the noise levels of air-
craft. They are about more than just
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market shares. They involve both busi-
ness interests and the broader responsi-
bility of lawmakers on both sides.

You touched earlier on the Atlantic al-
liance. Do you think NATO will remain the
key transatlantic security alliance and will
the EU’s Rapid Reaction Force cause any
changes in NATO?

There has been a lot of discussion on
this. There are usually two schools of
thought in the US when it comes to as-
sessing developments in Europe: “Is it
good for us?” or “Does it pose a risk for
the US”? I have heard this many times.
Take, for example, “Europe 1992,” the
completion of the single market. When
this concept was put on our political
agenda in 1985, the first reaction in the
US was “Is this Fortress Europe?” Or
take the single currency. When the
plan was born in the beginning of the
nineties, the fear was expressed that
this might mean, at best, a head-on at-
tack on the role of the dollar and, at
worst, havoc for the international mon-
etary system. To a certain degree it is
true even today of the EU’s common se-
curity and defense policy. Of course,
whenever you do something new it
means that the old structures have to
adapt. In concrete terms, the Rapid Re-
action Force means that the European
Union is about to equip itself with capa-
bilities the European citizen rightly ex-
pects it to have. Security cannot be ex-
cluded from a fully-fledged unification
process; on the contrary, it is absolutely
necessary in order to underpin an effec-
tive European foreign policy. We have
seen that in the Balkans where the con-
siderable efforts deployed by the Euro-
pean Union over many years proved too
little too late without the support of a
credible military threat. I can’t see the
logic of the argument that additional
European Union capabilities might
weaken rather than strengthen the
combined EU-US resources. When it
comes to practical modalities, however,
such as EU-NATO cooperation and
consultation, it is evident that old al-
liance structures must accommodate a
powerful new actor on the transatlantic
chessboard that the European Union is
expected to be. Some American policy-
makers and, even recently, elder states-
men such as Henry Kissinger still have
problems accepting that the US cannot
be at the same time an equal (instead of
the dominant) partner and sit at the EU
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table as part of the EU’s own decision-
making process. Neither does the EU’s
common security policy amount to a
‘declaration of independence’ as Brent
Scowcroft suggested in a recent Der
Spiegel interview. It is part and parcel of
the EU’s own development.

When the European Rapid Reaction
Force is fully in place in 2003, it will pro-
vide the transatlantic relationship with
more than one option if the need occurs
to manage a crisis. If, in the event of a
crisis and in consultations among part-
ners, NATO decides not to be engaged
“as a whole,” the European Union must
have the option to take on the task.
During my first year here in Washing-
ton, I have carefully listened to voices
in the administration and in Congress,
notably during the recent debate about
who does what in the Balkans. I have
the strong impression that the message
to the Europeans is “get your act to-
gether and make sure that you can take
on more of the common burden.”

Does the European Union have a position
on the proposed national missile defense
system by the Bush administration?
There has been no discussion in the
EU as such on this issue; therefore,
there is no formal EU position, but
there have been a number of comments
on it by people who have a say in such a
debate. The overriding message to the
new administration is not to put the
stress on the ‘n’ as in “national,” but
let'’s first discuss whether there is a
common threat and, if so, how to deal
with it together.

Bush’s national security advisor talked
about pulling US troops out of the
Balkans, how would the EU react to a with-
drawal of American forces from the
Balkan peacekeeping force?

There has been already a marked evo-
lution in what we have heard during the
presidential campaign, during the tran-
sition and during the first days of the
new administration. The policy of stabi-
lizing the Balkans has been for the last
decade one of the most important
shared foreign policy objectives of the
European Union and the United States.
A lot of effort and resources have gone
into that during that decade. Our US in-
terlocutors know that the European
Union is already bearing the lion’s
share of the burden both in terms of fi-
nancial commitments and of peace-

keeping troops on the ground. Some 80
percent of funds and forces in Bosnia
and Kosovo are from European coun-
tries while some 15 percent come from
the United States. But regardless of the
figures, what is important is the United
States’ full commitment and involve-
ment in this part of Europe. This is why
the presence of United States troops is
crucial. I, therefore, welcome President
Bush’s statement that any change in US
policy in this respect would be the sub-
ject of consultation with the European
Union partners, a position meanwhile
repeated by Secretary Powell in his first
meetings with the EU.

Some European leaders have made clear
their opposition of the death penalty in the
United States. Will the EU continue to
speak out against the death penalty in the
coming year?

Since the transatlantic relationship is
built on common values, the death
penalty is such a serious issue. One of
our shared values is respect for the dig-
nity of human life and on that we might
be perceived to have different views.
On the European Union side, all mem-
ber states have abolished capital pun-
ishment. It has become part of the Eu-
ropean Union identity. By the way,
none of the candidate countries for EU
membership except Turkey practices
the death penalty. And enlargement ne-
gotiations with Turkey have not started
because this issue is also part of what
we call the political criteria to be met
before joining the EU.

Of course, we know that we are not
dealing here with a problem between
the European Union and the United
States as such because capital punish-
ment in principle is a matter for the
states. What we are criticizing is the
way individual cases are handled, of
non-respect by the United States of in-
ternational obligations such as consular
protection, the treatment of minors, the
mentally deficient, and questions of due
process. We are however encouraged
by an increasing debate of these issues
in a number of states, and we hope to
make a constructive contribution.

The Hague environmental conference
ended without an agreement on global
warming. Are you hopeful there will be a
new conference that will be more success-
ful on environmental issues?

A new conference will be held this year,



and this time we must succeed. The fig-
ures speak for themselves. The United
States and the European Union to-
gether consume about 40 percent of the
world’s energy and are responsible for
about 40 percent of the world’s total
carbon dioxide emissions. The United
States alone, with some 5 percent of the
world’s population, is responsible for 25
percent of the consumption of energy
and the production of carbon dioxide.
The European Union, with its 8 percent
of the world population, is responsible
for 15 percent of the world energy con-
sumption and 16 percent of carbon
dioxide emissions. While the United
States is clearly more exposed, we
share the bulk of the burden and must
find common solutions to this problem.

What differences do you see with the US
on starting a new round of trade talks?
We worked with the former US admin-
istration, up to its last day in office, to
spell out a possible agenda for a new
round. We were able to make a lot of
progress since the failure of Seattle, but
we have not yet bridged all the gaps. |
know that Pascal Lamy and Robert
Zoellick will give priority to the prepa-
ration of a new round of global trade lib-
eralization. The main difference has
been that the United States would pre-
fer a relatively narrow market access-
oriented agenda while the European
Union believes that only a broader
agenda will allow to involve all WTO
members, in particular the developing
world, and facilitate a successful out-
come including the consideration of is-
sues such as investment, competition,
environment and labor standards, and
the reinforcement of the rules-based
WTO system.

What do you see as the major areas of dis-
agreement with the US on trade issues in
the coming months?

We know the various “B” words: ba-
nanas, beef hormones, biotech. First of
all, a very thorough and complete
stock-taking must be done with the new
administration. Also, we need to foster
a new transatlantic trade policy culture.
What about agreeing on some basic
commandments: consult before you
legislate; negotiate before you litigate;
compensate before you retaliate; and
comply at any rate? It could be called
the “gateway for the management of
transatlantic trade issues”?

Once the WTO has spoken,
only compliance can reinforce
the authority of the multilat-
eral system. On bananas and
beef hormones, compliance
by the EU requires a certain
amount of cooperation from
the US side. Indeed, the EU’s
future banana import regime
cannot be based on a kind of
cartel to the benefit of a given
trading company. In the beef
hormones case, the problem
is not simply market access.
We have to establish a policy
based on the best available
scientific advice in the interest
of consumers. This is why we
have offered compensation
that would give US farmers in-
creased market access for
hormone-free beef. Retaliation cannot
be a substitute nor can “carousel,” the
former being clearly inadequate and
the latter not covered by the rules.
Compliance will also be the key to end-
ing the EU-US dispute over export con-
tingent corporate tax breaks, a case the
US has lost in the WTO, while in the
meantime we have found a procedural
way to keep the issue under control.

The first two “commandments” are
important to avoid new trade issues.
Trade issues can occur as a result of dif-
ferent legislative approaches on the two
sides of the Atlantic. Here legislators
should talk to each other before posi-
tions are set in stone. A good example
is the area of biotech. Concerning “ne-
gotiation versus litigation,” Boeing-
Airbus is a good example. There we
have the 1992 agreement from the pre-
vious Bush administration, setting out
agreed limits for the support on both
sides to the makers of large civil air-
craft. We should make full use of that
before exposing unsolved bilateral
problems before the global arbiter.

and the

Do you think Americans and people
around the world know that the euro is be-
coming a reality in 20027

If they don’t, they very soon will. In less
than nine months, starting on January
1, 2002, in twelve member states of the
European Union, national notes and
coins will disappear almost overnight. It
will be as much an historical experi-
ence for the European citizens as it will
be for our partners. A common cur-
rency of the world’s number-two econ-

“A common
currency of
the world's
number-two
gconomy,

Wwhich
Euroland is,

presents a

considerahle
henefit to the
United States

international
monetary
system.”

omy, which Euroland is, pre-
sents a considerable benefit to
the United States and the inter-
national monetary system.

Can you briefly explain the en-
largement of the EU and what is
going to be happening?

Since their foundation some fifty
years ago by six member states,
the European Communities have
gone through successive en-
largements and treaty amend-
ments to become the European
Union of fifteen member states.
As a result of the fall of the
Berlin Wall in 1989, the end of
communism, and the dissolution
of the former Soviet Union in
1991, there is now a real perspec-
tive to extend the European uni-
fication process to the new democracies
in Central Europe and to bring stability
and prosperity to the whole of Europe.
The next massive enlargement to incor-
porate up to twelve or thirteen new
members, therefore, is a historical un-
dertaking as much as it responds to a
moral commitment made during the
times of the cold war. It is a political op-
portunity to unify Europe as much as it
opens unprecedented economic per-
spectives. It will go hand in hand with
the strengthening of the European
Union institutions and the streamlining
of its decision-making process and will
make the European Union an even more
important and powerful partner and
global player. However, such develop-
ment also requires sacrifice and readi-
ness for change. It is not without consid-
erable cost. You may best compare the
entry of some 110 million people with a
GDP per capita representing only one-
third of the present European Union’s
average to the challenge the president of
Mexico has hinted at when he sug-
gested that NAFTA might develop into a
European Union type of organization.
We expect the first group of new mem-
bers to join the European Union by 2004
and have set aside some €75 billion (368
billion) during the present seven-year
period (2000-2006) of financial guide-
lines for the European Union budget to
assist in preparation for and financing of
enlargement. This amount alone is com-
parable to the effect of the Marshall Plan
which was so instrumental in preparing
the ground for the starting phase of Eu-
ropean integration. @
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European oashmere holds its own in the Q¢

ven in the age of polar fleece, the
seduction of cashmere remains
timeless. Adventure travelers

may make their way across
Mongolia clad in Goretex and
Dri-Fit, but they generally return

from the land of cashmere, laden with
sweaters knit from the precious fiber.
Why is it that in spite of cashmere’s
high prices and its complex production
process, which begins on the Mongo-
lian Steppe and often ends in Scottish
villages and Italian mill towns, that
manmade fibers just can’t compete for
softness, wearability, and sheer luxury?
To understand the reasoning, begin
by running your hands over the
sweaters. Cashmere is a world of soft-

Cashmere is made

from the downy
fibers on a godt’s
underbelly, beneath

its thick, coarse
protective coat.
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ness on its own. So soft, that designers
are using it for sweatpants, t-shirts, and
socks—all meant to be worn right up
against the skin.

While polar fleece and other man-
made fibers rank high for warmth and
comfort, they lose points when it comes
to elegance. Cashmere, on the other
hand, has been associated with royalty
and luxury ever since the early nine-
teenth century, when Europeans dis-
covered the  exotic textiles woven in
Kashmir, India, from whence the name
comes. Production in Europe began
shortly thereafter as cashmere shawls
woven in England, France, and most fa-
mously, Paisley, Scotland, imitated the
original Kashmir patterns.

W o
is -

Elegance and history aside, the
question remains: Why is cashmere so
expensive? Why does a lamb’s wool
sweater cost $50 dollars while basically
the same garment in cashmere runs up-
wards of $200? Unsurprisingly, it is a
question of supply and demand. Al-
though almost all goat breeds—except
for the Agora—can produce the down
fibers used to make cashmere, the best
comes from goat herds in the moun-
tains of Mongolia, China, India, and
Iran. A thick layer of long coarse hair
covers the goats and protects them
from the harsh winter conditions. Un-
derneath this layer, the downy fleece
on the goats’ underbellies holds the
precious fibers that are harvested each
spring using hand combs. The longest
fibers are used for knitted garments
while the shorter down is used in
woven fabrics. Whereas the wool from
one Merino sheep can make as many as
twenty-four crewnecks, a similar cash-
mere sweater requires the fleece of six
goats; a single cashmere overcoat re-
quires a herd of as many as forty.

As with all good things, the price of
cashmere varies with the quality. The
difference between the $200 dollar
cashmere twin-set at J. Crew and the
§2,000 dollar turtleneck from Italian
couturier Malo is not only a question of
design. The first choice a manufacturer
faces is what quality of cashmere to
buy. Many high-end producers hand
select their own flocks of goats to be
raised by local shepherds. But the
purest cashmere consists exclusively of
the finest downy fibers from the goat’s
underbelly. As more of the thick protec-
tive fibers are blended into the fabric,
the price goes down. A shortage of
high-quality goats and fewer shepherds
to tend them, meant that in 1999, prices
for cashmere wool reached a high of
nearly $60 dollars per pound.



An Oscar de
la Renta
model wears
a black
cashmere
halter dress

16 Goat g
yf polar fleece

By Saskia Reilly

Later, the manufacturer must decide
what ply cashmere to weave and
whether to produce garments by hand
or by machine. Two-ply cashmere (two
threads twisted together so tightly that
when spun they are no thicker than
one) is stronger and tends to pill (the
small fuzz balls on the fabric’s surface
that come with wear) less than one ply.
Four-ply and ten-ply cashmere are
somewhat thicker. Sixteen-ply cash-
mere is bulky but still light and warm.
As the ply increases, the price goes up.
Likewise, if the sweater is handmade, it
will cost more than a machine made
one.

While the best cashmere goats are
raised in Mongolia and China where
brutal mountain winters necessitate an
especially thick protective winter
fleece, the best cashmere is manufac-
tured in Europe. Although Scottish
cashmere producers were at the van-
guard of production for warmth, today
Italian makers have capitalized on their
country’s position as one of the world’s
style capitals to dominate the high fash-
ion cashmere world with their elegant
designs. Names like Loro Piana, Man-
rico, Lorena Antoniazzi, Malo, and
Brunello Cucinelli are scattered
throughout the pages of high-end fash-
ion magazines and up and down Madi-
son Avenue. Nevertheless, the gloss
aside, they attribute their success to
unwavering focus on quality, crafts-
manship, and attention to the smallest
details.

Of these designers, one stands out
for his commitment to the spirit of
cashmere and what differentiates it
from modern substitutes. Brunello
Cucinelli founded his cashmere busi-
ness in 1978 with a loan of 500,000 lira.
He started out as a one-man operation
in the small Umbrian town of Solomeo
and loves to tell visitors how he began
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by doing everything himself, including
disguising his voice to answer the
phone as a non-existent secretary.
Since then, his revenues have grown to
more than $40 million a year. He ex-
ports more than 70 percent of his pro-
duction to France, Germany, the
United States, and Japan, and his
sweaters now feature on the shelves at
Bergdorf Goodman and other upscale
department stores.

Brunello Cucinelli has stayed true to
the concept of the family business in a re-
gion dotted with small family garment
mills. Rather than seeking to join forces
with a luxury goods conglomerate, he
owns 80 percent of the company himself,
while friends and managers own the rest.

However, it is Cucinelli’s unique
business philosophy, in addition to his
international success, that differenti-
ates him from his competitors and has
made him the darling of the Italian
fashion press and the subject of case
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studies at business schools, including
the Bocconi in Milan. This philosophy,
encapsulated by the motto, “We culti-
vate one value: the person,” appears
consistently in every company publica-
tion and is indicative of how the busi-
ness is run.

Cucinelli believes employees who
feel valued and take pride in their work
are better for business. Cucinelli Cash-
mere employs nearly 200 workers in
the Umbrian hill town of Solomeo, and
all of them have a key to the plant,
which is housed in a fourteenth century
castle that Cucinelli together with his
staff spent sixteen years and nearly $10
million restoring.

Though the company’s revenue has
grown consistently over the years,
Cucinelli says, “Profits cannot be the
principal objective of a company.” He
adds, “Employees are above all people,
with a soul and as much dignity as man-
agers or owners.” To this end, his em-

ployees do not punch time cards, and
each has the autonomy to decide his
own hours according to their own
needs and those of the team to which
they belong. Furthermore, each em-
ployee brings home a paycheck that is
at least 50 percent more than that of the
industry average.

Cucinelli maintains that the soul of
his product is more important than a fat
bank account. “When I meet my col-
leagues at events, we spend more time
comparing notes on a marvelous Six-
teen-micron wool or of the workman-
ship of a superfine cashmere yarn than
about business,” he says. Such talk may
seem like marketing speak, but slip-
ping into the feathery folds of a hand-
made cashmere turtleneck, it’s not diffi-
cult to grasp this concept of a sweater
with a soul. @

Saskia Reilly profiled Italy’s music scene
in the June 2000 issue.
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ou have marveled at
the Acropolis, gaped at
the treasures of the Na-
tional Archeological
Museum, and finally
gotten tired of bump-
ing into fellow tourists
in the Plaka. It's now time to discover
Athens beyond the Acropolis. There is
so much to see and do that one could
spend weeks ferreting out the city
hidden charms. But even if you only
have a day or two, you can get a taste
of the natives’ city and discover a few
of its lesser-known charms. One way is
to plan an outing to one of the wonder-
ful private museums, which are situ-
ated in neighborhoods where few
tourists venture.

The Benaki Museum and the neigh-
borhood of Kolonaki, close to Constitu-
tion Square, are the perfect starting
points. The Benaki is a magnificent in-
stitution devoted to the Greek experi-
ence throughout the ages, from an-
cient times to independence from the
Ottomans in the nineteenth century.
First is the building itself, originally
built in 1867 and one of the few exam-
ples of neoclassical architecture left in
the city. It survives, beautifully re-
stored and expanded. It was originally
the family home of Antonis Benakis,
the museum founder, who purchased
it in 1910, and was a formidable collec-
tor from a young age.

The Benaki collection is divided
into four parts: ancient art, Byzantine,
post-Byzantine Hellenistic, and historic
heirlooms. It includes a dazzling dis-
play of sculptures, ceramics, gold, sil-
ver, household and religious objects,
manuscripts, and paintings. Particu-
larly stunning is the jewelry from each
era, clothing from previous centuries,
and reconstructions of fully-furnished
wood-paneled rooms from traditional
houses of different regions. Do take an
espresso or frappé (a Greek iced cof-
fee) in the modern new café on the top
floor. It has a beautiful terrace and one
of the best views of Athens.

Now it’'s time to hit Kolonaki, the
trendy, ritzy neighborhood a few
blocks away where Athenians of all
ages gather to see and be seen. The
streets of Kolonaki radiate from the
central square, which is surrounded by
boutiques, cafés, and restaurants. Sev-
eral of the streets off the square have
been closed to form pedestrian walk-
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ways, and they are full of casual eater-
ies offering respite from your morning
wanderings and tasty lunch fare. Win-
dow-shopping is elevated to a high art
form in Kolonaki, which is typically Eu-
ropean in that all manner of goods can
be purchased from interesting little
shops. Nothing is cheap but neither are

Treasures from the Benaki: (top) An 1851
engraving entitled “View of Smyrna” by
Konstantinos P. Kaldis; a twelfth century
cameo of Christ Pantokrator; a neo-Hellenic
painted wooden chest from the late eighteenth
to early nineteenth century.

the prices outrageous—with the excep-
tion of imported designer goods. Be-
cause store hours vary, it may be best
to explore Kolonaki in the morning and
visit the air-conditioned Benaki after
lunch during the heat of the day when
many stores are closed.

If you'd rather embark on some-
thing a bit more adventurous, consider
a visit to Paiania and the Vorres Mu-
seum. Paiania is a working-class town
approximately twelve miles from
Athens. Rather than taking a taxi,
which will take you for a ride figura-
tively as well as literally, try the regular
bus service, which, in addition to the
cheap lift, offers a sociological experi-
ence most tourists miss.

From the bus terminal in Paiania,
the Vorres is less than a half mile away
but an uphill hike. One should budget
at least an hour traveling time from
Athens. Paiania is also home to a spe-
cial type of Greek taverna, the psistaria,
which specializes in grilled and spit-
roasted meat and local wine (non-
carnivores can always find some good
vegetable dishes). Ask the museum
staff or a local for a recommendation
that is not too far from the bus terminal.

The Vorres is only open on Satur-
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days and Sundays, 10:00 am to 2:00 pm
because it is also the residence of its
founder, Ian Vorres. It is situated on the
eastern slopes of Mount Hymettus. The
area is rich with history—ancient Paia-
nia was the birthplace of the great ora-
tor, Demosthenes.

This gem of a museum consists of
two very different parts. The Pyrghi
(tower), consists of traditional rural
structures from the early nineteenth
century, which Vorres found on the
property and restored. It houses his
ever growing collection of mostly an-
tique Greek folk art and objects, which
include rare pieces of furniture, hand-

made rugs, pottery,
paintings, and everyday
objects. Vorres has
been on a lifelong mis-
sion to build the Greek
public’s awareness of
its cultural heritage. He
has combed the coun-
try to save old struc-
tures and objects from
destruction.

The second part is
the Museum of Modern
Greek Art. The mini-
malist airy structure
and sculpture garden
contains a fabulous col-
lection of Greek art and
sculpture from the past
fifty years. Contempo-
rary Greek art bears connections to in-
ternational developments but is also im-
bued with what can be called a Greek
sensibility. There is an unofficial third
part to the complex, its paradisiacal gar-
dens. Bring something to read or write,
get a beverage from the little café, and
revel in the quiet and peace. Perhaps
you will discover how Demosthenes be-
came inspired thousands of years ago.

For more information, consult www
.culture.gr, www.benaki.gr, www.gnto
.gr, and www.go greece.com. @

Shaazka Beyerle is a writer based in
Washington, DC.
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Europe’s capitals

An overview of
current events
and trends in

. Counting Down to the Euro

. Much has been written about the events and meetings taking place at the
i Commission in Brussels and at the European Central Bank in Frankfurt

. to prepare for the introduction of the euro on January 1, 2002, barely
: nine months from now. But what’s happening in the individual
. countries themselves as they prepare to retire their long-held
: national currencies in favor of a new form of money? Be-
. yond the obvious switch of billions of old banknotes and
: coins for new ones at thousands of local banks across

. twelve countries encompassing some 300 million peo-

: ple, hundreds of other contingencies in the market-

. place must be identified and dealt with. For example,

. all vending machines and parking meters must be con-
. verted to accept the new money; cash registers must

: be recalibrated to count in euros; and ATMs must be e
. reconfigured to dispense euro notes, which will be
: smaller than the old notes from some of the euro

. countries. With these and other examples in mind, we

: asked our Capitals correspondents to put their fingers Irish Central Bank Governor
. on the pulses—or purses—of their respective coun- maurioe I oonnell et and rish
 tries and report on how the preparations are proceeding. McCreevy at the launch of euro

banknote production last June.
 WAITING FOR EURO

he final countdown is underway,
and nine months from now, €-Day
= will be with

us—a New :
Year’s present
of the greatest
{ —x=' currency H
i changeover in world history. From Jan-
i uary 1, 2002, roughly 300 million Euro-
i pean citizens in twelve EU member
i states will say goodbye to their national :
i currencies and, during a brief dual cir-
i culation period, 14.5 billion rainbow-

i colored euro banknotes and 56 billion
i euro coins will swiftly replace the old

i national notes and coins.

i The irrevocable conversion rate of

i the Irish punt to one euro is

i (0.787564—or, in perhaps somewhat
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i simpler terms, a punt will get you one
i euro and 27 cents. Some 200 million

i banknotes and 950 million coins have
i been produced to meet the Irish Re-

i public’s requirements.

i The changeover will start with ac-

i counts in financial institutions being

i converted to the euro on New Years’

i Day. From then on, all cash going out
will be in euros, with incoming Irish

i notes and coins being retained—and

i not issued outward again.

i So the word is get rid of those

i hoarded coins—now. (The Central

i Bank of Ireland recently published re-
i search findings that showed some 550
¢ million coins worth about $35 million
are being hoarded in Ireland, which is
i an average of $28 per household).

i Philip Hamell, chairperson of the

i Euro Changeover Board of

LCAPITALS|

i will continue to accept Irish notes and
i coins in customer lodgments until mid-
night on Saturday, February 9, 2002.

There will be seven euro bank-

notes—ranging in value from 500
i euros (400 punts or $466) to 5 euros

(4 punts or $4.66) and eight euro
coins—ranging from two euros, (about

i 1.60 punts or $1.86) to 1 cent (which is
i fourifths of the current Irish penny).

For the past year, a massive euro

education program has been in opera-

tion. Television, radio, newspapers and

i magazines, roadside billboards, and
millions of information leaflets have
i been used to inform public opinion.

Every purchase—from the smallest

shopping item to banking transactions
: and stock exchange prices—have been
i quoted in both Irish punts and euros.

Not surprising then that

Ireland, says the “We public awareness of the

i changeover should be rela- L euro in Ireland—at 92 per-

i tively painless. People anticipate cent—is one of the highest
should _continue to carry that the bulk in the European Union. Six
i out their normal cash trans- in every seven Irish adults

i actions, using their remain- of cash say they have seen dual

i ing Irish notes and coins

i first and then acquiring

i euro notes and coins.

i “We anticipate that the

i bulk of cash transactions

i will be made in euros by

i the end of two weeks from
i €-Day,” Hamell says, al-

i though legal tender status
i will not be finally with-

i drawn from Irish notes and
i coins for a further five to six weeks.

i Hamell says everyone should get fa-
i miliar with the conversion rate and

i build up a scale of values in euros for

i themselves, working out how much

i regular purchases cost in euros and

i what one’s take-home pay is in euros.

i This will allow consumers to monitor

i prices in euros—and ensure that they

i are fair.

From January 1 next year, accounts
i in financial institutions will be con-

i verted to euros free of charge; with-
drawals will be in euros; and ATMs will
i begin dispensing euro notes. Wages,

i salaries, pensions, and social welfare

i payments will be in euros. Retailers will :
euro bank accounts and, in addition,

i should explore ways to lessen any ex-
i change rate risk in trade transactions
i by using hedging instruments.

i charge in euros, although they will ac-

i cept Irish notes and coins but will give
i change in euros only. Banks and other
i financial institutions will exchange up

i to an overall total per individual of at

i least £500 worth of Irish notes ($583)

i and coins for euros, free of charge, and

transactions
will be made
in euros by
the end of
two weeks
from €-Day.”

pricing—especially on su-
permarket receipts, bank
statements, and utility bills.
Unlike other EU coun-
tries, the Irish Republic’s

organizations doing trade
across the border with
Northern Ireland face par-
ticular problems. Since the
United Kingdom, of which

i Northern Ireland remains a part, has

i not joined the European Monetary

i Union, the pound sterling continues to
i fluctuate against the euro.

Forfas, the Irish state agency that

i manages the country’s EMU business
i awareness campaign, warns that the

i euro presents challenges and opportu-
i nities for businesses on both sides of

i the border. Properly handled, Forfas

i says, it has the potential to enhance

i cross-border trade.

However, it also emphasizes that

i the introduction of the euro will affect

i cross-border trade. It advises cross-

i border businesses to consider whether :
they need to maintain both sterling and
i doing the shopping, is to divide the

i amount in francs by ten and then add
50 percent. For example, 100 francs, di-
i vided by 10 =10 + 5 = 15 euros). H

So, not everything is plain sailing.
In addition, there is the hidden fear

! that introduction of the euro could lead

business and manufacturing
i knew the answer: February 18, 2002.

i Although the franc officially stopped

i ‘existing’ in 1999, except as a sub-

i division of the euro, and will be phased
i out totally starting next January, the

i French public as a whole seems

i serenely unaware of the imminent ar-

i rival of the new currency.

i to inflationary pressures. Take a sam-
i ple item like a morning newspaper now
i priced at one punt ($1.17). That con-
i verts to 1.27 in euros. The likelihood is
i that this will be “rounded-up” to 1.30

i euros, with similar “rounding-up” of

i prices—never “rounding-down”—on

i everything from a liter of milk to a loaf
i of bread.

However, the Republic’s consumer

affairs minister, Tom Kitt, says there

will be rigorous monitoring of prices—
i and action will be taken to ensure there
i will not be profiteering. i

It may not be just an Irish problem.

It could be EU-wide. Therefore, the
i word for €-Day is simple. It is
i “vigilance.”

—Mike Burns

_ PLAYING THE EURO CAME

uestion: “By which date can youno i
longer use the French franc?” :
According
to a recent
telephone
survey con-
ducted by the

French news weekly L’Expansion, only

44 percent of the people questioned

Large retailers are trying to do their

i part. Whenever you buy anything in a
i supermarket, for example, the receipt
i lists both the franc total and its euro

i equivalent, but no one pays much at-

i tention to that. Ask your average

i Frenchman how to convert francs to

i euros, and he is quite likely to give a

i Gallic shrug, not without reason. The

i official, five decimal conversion rate is
6.55957 francs to one euro, enough to
i discourage anyone who is not an ac- :
i complished mental mathematician. (An i

easier formula, accurate enough for

While French consumers may get

away with feeling confused and slightly
i panicky when the first euro coins and i
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notes are handed to them next year,
French companies cannot afford to be
so unprepared. Hervé Hannoun, first

insists that the switch to the euro for
inter-bank transactions “must be com-
pleted by October 2001, if we want to
avoid a bottleneck at the end of the
year.” All banks and most sizeable cor-
porations in France have already con-
verted to euros, but many smaller
French businesses are still at the stage
of wondering how to prepare their em-
ployees for its inevitable arrival.

One option, livelier and more inter-

inars, is the Euro Game. It was created
in 1998, by Formateurs Associés, a
small French company based in the
Paris suburb of Saint-Cloud and spe-
cializing in corporate training. A cross
between Monopoly and Trivial Pursuit,
it shows that just because the euro is
no joke, learning about it can still be
fun.

of the European Union and begin with
a chart of their present economic situa-
tion: inflation, growth, interest rates,
unemployment, public debt, etc. They
move around the board, which repre-

sents the years 1998 to 2002, by rolling :

dice and answering question cards.
They win euros for correct answers
and lose them for wrong ones. Test
yourself with this question: “For the re-
tail trade, will the inauguration of the
euro be mainly a fiscal and social prob-
lem or a problem of customer rela-
tions?” (“Answer: A customer relations
problem. A baker, for example, will
have to handle both euro notes and
coins and French currency for a while,
once the euro is in circulation.”)

Designed to demonstrate the practi-

cal implications of Europe’s new single
currency, the Euro Game exists in sev-
eral versions, depending on how much
time is available for training and can be
tailored to the specific needs of a par-

ticular industry sector. Its clients range

from public authorities and construc-
tion companies to banks and sports re-
tailers, from Bougyes Telecom to the
Paris National Opera and the airports
of Paris. The European Commission
has reviewed and approved it and pro-
duced a promotional video presenting
the game.

Come January 2002, the euro will
not be a game for anyone anymore.
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i Banks throughout France will start cir-
i culating the 33,500 tons of euro coins

i and notes currently being minted and
deputy governor of the Bank of France, i
i you: How many euro coins will be put
into circulation in France in January

i 2002? (Answer: 7 billion) French francs
i will gradually be withdrawn from circu-
i lation and will stop being legal tender

i on February 18, 2002. The coins will be
i reminted, the notes will be shredded or
i burned—all except those that people

i will keep as souvenirs. “Look!” they

i will say to their grandchildren. “Once

i upon a time, France had its very own
active than most in-house training sem- :

printed. Here is another question for

money, and so did every other country

{ in Europe, and none of it was worth the
i same amount as anyone else’s.” And

i their grandchildren will probably laugh
i at such asilly story.

—FEster Laushway

D enmark most certainly will not be

Jommg the euro in the near future
but few peo-
ple here
seem very
alarmed at

6925622

Alot of

things were sald at the time of the ref-
i erendum on euro membership last

i September, but hardly anyone pre-
i dicted that a “no” vote would leave life
i virtually unchanged for most Danes.

Perhaps the main consequence has

i been an even firmer will by the gov-

i ernment and the majority of the

i Folketing, the Danish parliament, to

! maintain a financial policy aimed at

i convincing others of Denmark’s will-

i ingness and ability to meet the conver-
i gence program guidelines. In other

i words, if the people ever change their
i minds about euro membership, the

i economy will be ready for it.

As far as the public and the busi-

ness communities are concerned, the
i threatened rise in short and long-term
i interest rates following the “no” vote

i simply hasn’t happened. House rents,
which some pro-euro campaigners

i said would soar if the vote went

i against joining, have barely changed.

. FEW CHANGES SINCE EURO

The players divide into teams repre- :

. REFERENDUM DEFEAT

senting the different member countries :

It’s true that the resignation of the

i foreign affairs minister, Niels Helveg

i Petersen, just before Christmas was

i officially a consequence of the vote

i against the euro and other Danish ex-
i emptions from EU policies. But some
i observers wonder if there was a hid-

i den agenda here that had more to do
i with the relationship between Pe-

i tersen’s Social Liberal Party and its

i larger government partner the Social
i Democrats.

the prospect.
i successor as foreign minister, Mogens
i Lykketoft, to continue with a pro-EU

Certainly one can expect Petersen’s

i line. Speakmg as ﬁnance minister after

Danish Foreign
8 Minister Mogens
! Lykketoft, a euro

supporter, reacts to
the first results in last
September’s national
referendum in‘ which
the Danes voted not
to join the euro.




i the referendum, Lykketoft said that

i not change the goals or strategies of

i Danish economic policy, only the con-
i ditions may be somewhat harder.”

i Lykketoft said the vote could mean
i slightly higher interest rates than oth-
i erwise but more important was the

i fact that Denmark might now have to

i do more to attract foreign investment.
i “Denmark would have gained by par-

{ ticipating in the euro, but the govern-
i ment and [the Central Bank] are

i deeply committed to sustaining the

i fixed exchange rate, thereby keeping
i the losses as small as possible,” he

i said.

i These words will be enthusiasti-

i cally supported by the economic af-
fairs minister, Marianne Jelved. A

i Social Liberal, Jelved was a passionate
i supporter of Danish euro membership
i during the referendum campaign, and
i she took the result as a cruel personal
i defeat.
In practice, the government now

i finds it necessary that Denmark be
seen as “better than the best”—in

i other words it must make even more

i effort to ensure its reputation for finan-
i cial integrity than it would have had to
i as a euro member. This should not

i cause undue hardship, however, as the
i economic outlook is good. According

i to the Finance Ministry, unemploy-

i ment is flattening out for the first time
i since 1994; inflation has fallen and is

i now at par with inflation in the euro-

i area; and wage increases are relatively
moderate. The Finance Ministry calls,
i however, for “vigilant” policies to pre-

i vent higher prices and other factors

i leading to accelerating wage

i increases.

i The krone itself has not faced any

i stiff challenges in the currency mar-

i kets. There was some slight downward
i pressure just after the referendum but
i “discreet support” by the Central Bank
i has kept the speculators at bay.

For many Danes the euro is simply
i not a matter that touches their lives

i very deeply. Many would say that the

i most important recent event was not

i the referendum but the death of

i Ingrid, the former queen and mother

i of Queen Margrethe. Certainly the

i media seemed to think so—reports of
i the queen’s illness, death, and funeral

ICAPITALSI

HELSINKI

i the rejection of euro membership “will

 AIMING FOR A SMOOTH SWITCH

he country where office workers
often tiptoe away from their offices

i at 3:00 pm during the summer months
i has periodic fits of super-efficiency, a

i macho display of ruthless Germanic ef-
i ficiency, which wrong-foots those who
i might think the Finns are going soft or
i are not up to the mark.

The last time there was a prolonged

i spasm of national effort was in the :
i three years preceding the Finnish pres- :
i idency of the European Union, which  :
i took place in the latter half of 1999. It is !
i happening again now as the country
i tools up for the euro’s introduction.
i Nothing, it seems, has been left to

i chance.

Thus, Finance Minister Sauli Niin-

i isto’s office recently released a memo-
i randum saying, “The conversion rates
i have been set to an accuracy of six sig-
i nificant figures, and they must not be

i rounded or abbreviated when doing

INTRODUGING AN
AGGRESSIVE OPPORTUNITY

the calculations. It is not permitted to

i use inverse rates derived from the con-
i version rates because they would lead

! to inaccuracy. A sum in markkas is :
i converted to euros by dividing it by the
i conversion rate. A sum in euros is con-
i verted by multiplying it by the conver-
i sion rate.”

From his tone, it is clear he will be

i disappointed if not everyone has been

i paying attention, especially those at the
i back of the class, but it would appear :
i that most Finns have. These days it's un- :
i usual if shop prices are not quoted in
i both currencies. The banks have already

invited their customers to begin con-

i ducting their bank transactions in euros.

So far, there have been surprisingly

i few glitches and little confusion. True,
i older people are expected to make the
i transition with greater difficulty than

i others, but that likely will be so every-
i where in Euroland once the introduc-
i tion is fully implemented.

The biggest anticipated problem

caused by the euro changeover is that
i it will slow sales of single journey tick-
i ets on public transport, especially in

TO INVEST INTERNATIONALLY
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i urban buses and trams where there is
i no separate conductor and the driver

i takes the fares. The most difficult .
i transaction will be when the passenger
i offers the driver part payment in euros
i and part in markkas. One proposed so-
i lution is that payment must be made in
i one monetary unit only—and with the

i exact sum. What is likely to happen,

i therefore, is that public transport will

i give change in markkas during the first
i two weeks of 2002. In weeks two and

i three, there will be a gradual transition
i to giving change in euros as drivers

i build up reserves of euro cash.

i The government clearly expects

i that most businesses and organizations
i will switch over to the euro before the

i start of 2002; those who have not al-

i ready done so “should commence their
i preparations immediately” Niinisto

i says—as ever the implacable guardian

i of the economy on which his reputa-

i tion stands.

i The government has promised to

i have an even more intensive publicity

i campaign later in the year, probably

i after the summer vacations, which start
i in July. However, judging by the

i widespread news coverage of the

i changeover, it seems that it is already

i out of the starting block. The media

i have drawn attention to the fact that

i the old markka notes have already in-

i creased their worth far above their face
i value due to their imminent demise.

i Meanwhile, a government bill on

i rounding euro-denominated payments

i has been presented to the Eduskunta,

i the Finnish parliament. If it is passed,

i and it will be, such cash payments will

i be rounded to the nearest number of

i cents divisible by five.

The ministries also have assidu-

i ously explained that no contracts need

i to be changed because if they are de-

i nominated in markkas they will simply
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be converted at the official rates—with
no necessity for altered or additional
documents.

The blueprint for the euro has been

; i produced in cooperation with some

fifty-two participating organizations and

i is based on the plans of each one. A
i smooth transition, then? Yes, the Finns

will bet their first euros on that.
—David Haworth

LUXEMBOURG H

ACCOUNT HOLDERS WAITING FOR

. LAST-MINUTE EURO EXCHANGE

obody has more experience of han-
dling the money of other countries
than the Lux-
embourgers;

that the pro-
cess of
switching over to euro notes and coins
next year would hold few terrors for
the inhabitants of this tiny country.

: Well that’s certainly true in a technical
i sense, but it's not the same as saying
i that everybody here is in love with the

euro and can’t wait to get their hands
on it. All the recent indications are that
the Luxembourgers are keeping the
euro at arm’s length and will only sign
up in a mad last-minute rush as the
deadline looms.

In its openness to foreigners—and
their money—Luxembourg has no
equal in Europe. About a third of the
population hold foreign passports, and
about half the total work force—count-
ing the cross-border commuters from
France, Germany, and Belgium—
comes from other countries. The Bel-
gian franc has a special place here—it
has been legal tender for many years—
but I doubt that many Luxembourg
shops and businesses would turn up
their noses at deutsche marks or
francs either, if offered in payment.
They may not like the currencies of
neighboring countries, but at least they
know the difference between them and
toy money.

The government here has been ac-
tive in both word and deed to promote
the euro. This year’s national budget
has been presented in euros, and as
from the beginning of 2001, all govern-
ment accounts have been drawn up in
euros. People can still invoice in Lux-
embourg francs and expect to be paid

so0 you'd think :

i in them, but all internal government

i accounting has now been switched to
i the euro. At the same time, the Fi-

i nance Ministry has launched informa-
i tion campaigns with professional asso-
ciations, chambers of commerce,

i consumer organizations, and associa-
i tions for the elderly and handicapped
i so that precious little has been left to

i chance.

There’s nothing very odd or threat-
i ening about the euro to Luxembourg-
i ers then. But if there’s no antipathy to
i the currency, nor is there apparently

i any great liking for it. One way of mea-
i suring the euro’s popularity is by the

i number of people and business who

i open bank accounts in it. The figures

i do not suggest any great wave of

i enthusiasm.

i According to the Luxembourg
Bankers Association, only 8 percent of
i private bank accounts and 13 percent

i of business accounts were denomi-

i nated in euros at the end of 1999. To be

i sure, these are relatively old figures

i but the LBA does not believe them to
i have changed very significantly

i throughout 2000. Figures from the Fi-
i nance Ministry suggest that in the

i third quarter of last year 24 percent of

i new bank accounts opened by individu-

i als and 26.5 percent of accounts

i opened by businesses were in euros,

i but these relate only to newly opened

i accounts and do not include

i conversions.

i Lucien Thiel, director of the LBA,

i says there was a “psychological handi-
i cap” for the euro last year because ev-

i erybody tended to talk about it in terms

i of its weakness in the markets. Mem-

i bers of the LBA tried to encourage a

i shift to the euro among their cus-

i tomers “but unfortunately we weren’t

i that lucky,” he told EUROPE.

i Thiel now expects that the real shift in
i accounts will not happen much before

i the introduction of the new coins and

i notes “and this will create a serious prob-

i lem for the banks at the end of this year.”
i It will happen, of course, at the very mo-

i ment that the banks are delivering new

i notes and coins to their customers and

i receiving old ones in exchange so that

i up to twice as much money as normal

i will be in physical circulation.

i The security threat and the need to

be on special alert over money launder-
i ing are not uniquely Luxembourg prob- :

i lems, of course. However, other coun-
i tries have much greater resources in



i the form of police and security guards
i to deal with them. Few doubt that Lux-
i embourg will make a smooth

i changeover, but it would certainly help
i if the euro became a tad stronger in

i the markets this year and thus encour-
i aged its domestic debut.

i —Alan Osborn

THREE EUROS IN THE FOUNTAIN

talian euros come from...Korea. A
company in Seoul—m collaboration
with an Italian

won a large
slice of the

i 4 mega-contract
for supplymg thousands of tons of ma-

i terial to the new mints. This is big busi-
i ness since the Italian market will re-

i quire an initial 7.2 billion coins. The

i major portion of the paper money will
be made in Fabriano, a small town in

i central Italy that is famous for its paper
i factories. But the high-quality cotton

i that is a component of the paper will be

i be an example of the power of global-
i ization, even if the Italian government
i mint has garnered an important con-

US cotton will be
used in the new
euro banknotes.
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tract for the facilities it owns in the Val
i d’Aosta.

In June, the Bank of Italy printed its

last set of national banknotes, the

i green 5,000 lira banknotes, which are
i the equivalent of about $2.37. However, !
i now that the moment has come tore- i
3 i tire the Italian lira after more than 100
“ i years of more or less honorable ser-

: i cided on one last national monetary
tribute. The Italian Treasury, in accor-
i dance with the Central Bank, has is-

i sued a special triennial series of coins,
i areproduction in silver of the one-lira
i coins that were in circulation in 1901
company—has i and 1915. These are dedicated to the

i kings of Italy, the monarchs of the

i house of Savoy who lead the country in
its reunification during the mid-1850s

i and up until the end of the Second

i World War.

vice, the monetary authorities have de-

One curious detail that will make

i store owners happy, however, is that
i Italians will have to buy new wallets be-
i cause the euro banknotes are wider

i than the lira bills. This is sort of his-

i tory’s revenge: until a few decades ago,
i tourists in Italy despaired because of

i American. In short, the new money will
i coincidence “handkerchiefs” or even

i “bed sheets.” They had to be folded at
i least into fourths in order to fit into a

i wallet.

its enormous banknotes, called by no

The cash changeover underway
throughout Europe is particularly diffi-
cult in Italy because Rome, as opposed
to other euro-zone governments, has
decided to produce all seven denomi-

i nations of the euro in response to the
i country’s unique spending customs.

Credit cards are a regular part of com-
mercial life, but on average Italians
possess the highest number of bank-
notes in the EU, with 53 per person, for

i atotal of more than 3 billion. Trans-
J i lated into euros, this attachment to
i “tangible” money will oblige the Cen-
i tral Bank to rent 1,500 tractor-trailers
i in order to distribute the money to the
i three main warehouses for storage.

Household doubts are rife. The

—Niccolo d’Aquino

: STOCKHOLM H

NOT IN THE EURO ZONE,
. SWEDES PREPARE ANYWAY

istfully, European Commission
Chairman Romano Prodi

. summed up
his feelings
about Swe-
den’s “three-
E” program

i (enlargement, employment and envi-
i ronment) during the EU presidency it
i now holds: “I'm sorry there’s not a

i fourth, euro.”

Swedish officials find themselves in

! the curious position of steering the Eu-
i ropean Union from January through

i June, but of not being able to influence
i European monetary policy. No

i Swedish representative sits on the Eu-
i ropean Central Bank board. Sweden

doesn’t belong to the European Mone-

i tary Union and isn't likely to anytime
i soon.

When European finance ministers

i meet during the Swedish presidency,

i Swedish minister Bosse Ringholm will
i be chairing the sessions but won’t be
able to participate in EMU meetings.

i He insists that’s not a problem, but it’s
raised a few European eyebrows.

The Swedish government has

i promised there will be a referendum

i on EMU but won’t say when. The gov-
i ernment is open, though, about the fact
i that it wants to wait until public opinion
i is more favorable. Right now, about 43

percent of Swedes are opposed to mon-

i etary union.

But ironically enough, there are
pockets of support for the new cur-
rency in the northern part of the coun-

i try where EU opposition has tradition-

ally been strongest. The northerners,
however, are pragmatists, and they

i enjoy active border trade with Finland,
i which does belong to the EMU.

The city of Haparanda has joined

: i with the Finnish city of Tornio, across

| | most common is: “How much will a cup ;
of coffee cost at the bar now?” But per-

i haps the most poetic one is: “So which

i coin will have to be thrown into the

i | Trevi Fountain now?” As any tourist

i knows if you throw in a coin from your

i country, destiny will bring you back to

i Rome. Will it be the same thing with

y | euros?

the border, to form Eurocity. The re-

i gion has about 500,000 people in a sev-
i enty-five-mile radius, 1,800 companies,
i and has been pricing goods in euros

i since March of last year.

At the ICA Maxi supermarket in Ha-

i paranda, Finnish customers account

i for 30 percent of sales. Storeowner

i Kare Mogemark is already marking

i prices in euros and is getting his cash
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i registers ready to ring up euro prices

i when his Finnish neighbors replace

i the markka in their wallets with euro.
Mogemark sees nothing strange in
i this, since Swedish krona and markka
i are already routinely accepted on both

i sides of the border. Similar projects are :
i out of circulation and replaced with 17
i billion new ones. To visualize just how
¢ large this chunk of change is, imagine

going on in the neighboring Swedish
i cities of Overtornea and Pajala.
The northerners in both countries

have a reputation for independence and
i the other: it would create a column

i 13,000 miles high. As for the 4 billion
i new bank notes to be distributed in _
i Germany, placed end-to-end they would :
i stretch around the earth fourteen

i times. All of this cash has to be pro-
duced, assembled, counted, stored,

i guarded, transported, and distributed.

i not following the lead of either Stock-
i holm or Helsinki. Local politicians and
i business leaders made a point of an-
nouncing the project in Brussels,
rather than their respective capitals.
And on the Swedish side, they also
i made it clear to the national govern-
i ment that they don’t think much of its
i failure to take a firm stand on the euro
and insist that Sweden join the EMU.
“I don’t want (Prime Minister)

i Goran Persson coming here and telling
i Bundesbank had the job of implement-
i ing the currency union between the

i Federal Republic of (West) Germany

i and the (East) German Democratic Re-
i public. Every wobbly East mark was

i successfully replaced with its coveted
western counterpart.

i me what I should do,” says local Ha-

i paranda politician Bengt Westman,
who is incidentally a member of Pers-
i son’s Social Democratic Party. “Actu-

i ally, I should be telling Géran Persson
i that we need this.”

i —Ariane Sains

BERLIN

i Getting all of Germany’s legal tender
i swapped out will place tremendous

i strains on retailers and branch banks.
i Added personnel will be needed to han-
i dle the sheer volume of currency.

i While German financial institutions say
i they won't charge their customers to

i exchange “normal household

i amounts” of cash, they have hinted

i they might charge to convert larger

i sums. This issue has been a source of

i considerable controversy.

. GERMANS BID A NOSTALGIC
_ FAREWELL TO THE D-MARK

f you have the strongest currency in

Europe, why give it up? That nig-

gling question

continues to

bother Ger-

man con-

i sumers as

i they prepare to abandon their beloved

i deutsche mark. Opinion polls show

i that Germans prefer their own national

i currency to the euro by a margin of

i three to one. For them, swapping an

¢ icon of economic stability for some-

thing as speculative as the euro is in-

tensely unappetizing. It’s like giving up

a diet of schnitzel and beer for tofu and
carrot juice.

However, with the euro soon to be
the only item on the monetary menu,

these practical folk are doing all they

can to make its introduction a success.

i Tortured debates about the new cur-

i rency’s merits have given way to seri-

ous brainstorming about the most effi-

cient way of putting the new coins and

A779298001
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i bills into circulation and getting the old
i ones out.

: In terms of pure logistics, the switch-
over is proving an enormous challenge
i for Europe’s largest economy. Ger-

i many’s central bank, the Bundesbank,

says 48 billion coins need to be taken

all the new coins stacked one on top of

Fortunately, the Bundesbank ap-

proaches the task with some experi-
i ence under its belt. During the run-up

to German reunification in 1990, the

Yet the scale of that undertaking
pales in comparison to the one ahead.

Already the German public has had

i quite a bit of practice performing calcu-
i lations in euro currency units. For well

i more than a year, most bank state-

i ments have been issued in both na-

{ tional and euro denominations. Retail

i prices have been posted in marks and

i euros. In addition, people have been

i buying and selling shares on Frank-

i furt’s stock market exclusively in euros.

On a political level, Chancellor Ger-

i hard Schroder (like his predecessor

i Helmut Kohl) is throwing his full

i weight behind the euro project as a

i way of strengthening Germany’s ties

i with its European partners. The gov-

i ernment in Berlin has launched a mas-
i sive information campaign to assuage

i public misgivings and assure the
i smoothest transition possible.

When currency union was being ne-

i gotiated, Germans were never asked to
i express their opinion on the matterina :
i referendum. If they had been, the euro i
i might have died on the drawing board.
¢ Political necessity, however, demanded i
i otherwise. Now, for better or worse, :
people here have recognized the euro’s
i inevitability. And having done that, :
i they're eagerly lining up to watch the
i penny drop.

—Terry Martin

BRUSSELS

BELGIAN FINANCE MINISTER TO
 CHAIR KEY EURO COMMITTEE

P repare carefully, and well in ad-

vance, and consult as widely as H
‘ ~ possible. These i
have been the
guiding rules
of successive
Belgian gov-

ernments with regard to the euro, in

i particular the introduction of notes and
i coins beginning in January next year.

i Therefore, it is highly unlikely that any
i other member state is in a better posi-

i tion than Belgium to ease the introduc-
i tion of the new currency.

The process began as long ago as

i July 1996, when the Economic Affairs
i Ministry set up a permanent unit,

i chaired by Lambert Verjus, the secre-
i tary-general of the ministry, to oversee
i the whole process of preparation and

i consultation. Under its auspices, sepa-
i rate working groups were established
i to deal with likely problems in five dif-
i ferent areas—transparency and price
control, economic statistics, account-

i ing, business-consumer relations, and
i inter-business relations. General eco-

i nomic guidelines were established on
¢ four basic principles:

Neutrality: the changeover to the

euro, as such, must not procure any ad-
i vantage or engender any loss whatso-
ever to any individual, consumer, or

i business.

Transparency: all conversion opera-

: tions must be immediately
i understandable.

Freedom of choice: during the tran-

sition period no person may be com-
i pelled to use the euro or prohibited
i from doing so.
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to prepare for January 1, 2002

{ Protection of the weakest party: par-
i ticular attention must be given to en-

i sure the operation occurs smoothly for
i the weaker party in the economic rela-
i tionship and even more so to the most
i vulnerable groups in the population.

i Belgium was almost certainly the

i first member state to ensure that all
wage slips, bank statements, and pub-

i lic documents as well as the great ma-

i jority of bills and receipts were ex-

i pressed simultaneously in both Belgian
i francs and euros. This policy took ef-

i fect within a few weeks of the decision,
taken in December 1998, setting the

i irrevocable exchange rates between

i the euro and the national currencies of :

i the eleven participating states (twelve
i since Greece adopted the euro in

i January).

: The government has also ensured

i is disseminated as widely as possible

i throughout the population, through the

i production and distribution of simple

i introductory leaflets, the diffusion of

i television and press advertising and

i the regular updating of information on
i Internet sites. No doubt, there will still
i be some hiccups and unforeseen prob-
lems when next January arrives, but it
i is difficult to see what further steps the
i government and administration could
i have taken in advance to minimize

i their impact.

By coincidence, it is the Belgian fi-

i nance minister, Didier Reynders, who

Stores all over Europe have en displaying their pric

have the shortest distribution period
_. i running up to the euro conversion.

i From December 17 onward, the lim-

ited distribution of coins to the public

will start. As in all countries, banknotes

will only become available from mid-
night, January 1.
Though officials regularly express

i their concern that preparations for the

euro introduction, both at the corpo-

i rate and government levels, should be

accelerated, there is general confi-

i dence that the conversion will go

i smoothly. This confidence likely stems
i from the Dutch government’s decision
to involve a broad coalition of all sec-

i tors of the economy involved from the

i outset. In 1997, a national forum was

® | cstablished that included representa-

e 188

s in both euros and the national currencies

i

i will be mainly responsible for coordi-
i nating the efforts of all the twelve euro
i states during the course of 2001. He

will be presiding over the key euro

i committee of the EU Council of Minis-
i ters throughout this period. Belgium’s

six-month presidency of the Council
only begins in July, but the current
holder of the presidency, Sweden, as a
non-euro state, does not belong to this
committee, and Reynders has been
designated as its chairman for the first

¢ half of the year also. He should be in a
good position to encourage his fellow
i finance ministers to follow Belgium’s

i good example.

—Dick Leonard

he Netherlands will have the short-
est period of double currencies of all

to the euro
coins and bank-
notes on Jan-

i uary 1,2002. After only four weeks,

i from January 28 onward, the euro will

i be the sole legal tender. The Dutch na-
i tional currency, the guilder, one of the

i oldest currencies in the world with a

i record of stability that dates back to the :
i thirteenth century, will pass into history. :
i order to minimize problems with

In fact, the Netherlands will also

European coun- |
tries that switch : :
i Netherlands government will distribute
i afree set of the new euro coins to :
i every citizen age six and older. It will

i contain 3.88 euros ($3.56) worth of

i coins and is meant to help citizens be-
i come familiar with the shapes of the

i new money. It has also been decided

i that ATMs will give customers small

i denominations of the new banknotes,

i tives from the Finance Ministry and

i the Central Bank and from private sec-
i tor organizations—including retail, fi-

i nance, small and medium-size busi-

i nesses, and consumer groups. The

i forum has met on a monthly basis

i since its formation and together has

i reached consensus on all the major de-
cisions concerning the implementation
i of the euro. They came up with, among
i other things, the length of the transi- |
i tion period, the publicity campaign that
i is now well underway, the start of dou- !
i ble pricing (showing both euro and

i guilder prices) in shops, and a number
i of logistical questions.

Specifically for the logistics, the

i forum designated a working group

i under the guidance of the Dutch Cen-
i tral Bank to prepare for the distribution
i of the coins and banknotes and the col-
i lection of the guilders. For temporary

i storage of the newly minted coins, a

i gpecial vault was built fifty miles out-

_ SHORT TRIP TO THE EURO

that general information about the euro :

side Amsterdam, dubbed the “Dago-

i bert Duck” vault (Dagobert is the
Dutch name for Scrooge McDuck,

i Donald’s rich uncle). Special delivery
services of the (privatized) Dutch

i postal service will be used to help dis-

tribute the coins. Furthermore, unique
among the twelve euro countries, the

primarily five and ten-euro bills, in

March 2001 43

H



i change at stores in the first weeks after |

i the euro introduction.
In general, the Dutch attitude to-
i ward the euro is one of resignation.

! There is little public enthusiasm for the

i new currency, though the presence of
i the former Dutch central banker Wim
i Duisenberg at the helm of the Euro-

i pean Central Bank is a source of na-

i tional pride and confidence.

H —Roel Janssen

LISBON

. PORTUGUESE
~ READY TO MAKE CHANCE

ortugal’s government was one of
i the last in the EU to announce its
i plans for the euro switch. Only in

i November did the Council of Ministers

approve the
grandly
named “Na-

tion for the
Physical Introduction of the Euro,” a

plan to manage what it called “the most

important structural change ever ef-
fected at the community level.”

i In the end, the government opted,
like Belgium and Luxembourg, for a
relative Big Bang, with the escudo
ceasing to be legal tender as early as
March 1, 2002.

That is an ambitious deadline. Al-
though many retail outlets such as su-

permarkets have carried prices in escu- :

dos and euros right from the start of
monetary union on January 1, 2000,
Portuguese companies in general are
among the worst prepared in the EU
for the changeover. That, at any rate,
was one of the findings of a survey by
i Cap Gemini Ernst & Young published
in November 2000. Across the EU, it
found, 28 percent of all companies be-
lieve (wrongly) that the euro calendar
is flexible, and 25 percent that they

indefinitely after the euro comes in.
Those proportions are still higher in

i Portugal.

i The government in Lisbon is hope-
i ful that this situation will change and is
committed to changing it. One mea-

i sure that should have a significant im-
i pact is the payment of state employees
in euros before the end of 2001. The
government has pledged to do this “as
soon as possible.” This year’s pay
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tional Orienta-

A Portuguese
goverfiment
poster
addresses the
public’s fear
about SV

to the euro.

Solugdes’
lnformatlcas

i round is being conducted based on
i euros, not escudos.

Meanwhile, euro cash will be made

i available to banks and Finance Ministry
i departments well before the end of 2001,
i with coins arriving beginning September 5
i 1 and notes arriving October 1. Retailers
i will be able to get euro notes and coins

i from their banks beginning December 1
i (although they may only begin using

may keep using national currency units them January 1, 2002).

As far as the public is concerned,

i banks will be permitted to issue coins

i up to the value of ten euros from De-

i cember 17, in time for the Christmas

i gift season. As far as the distribution of
i cash is concerned, Portugal does have
i one advantage over some EU member
i states. Not only does it have one of the
i most extensive networks of automatic

i teller machines in the EU—6,300 for a
i population of fewer than 10 million—

but they are all
equipped to dis-
tribute four dif-
ferent denomi-
nations of
banknotes. That
means that
what the gov-
ernment calls “a
significant num-
ber” of them
will be able to
dispense five,
ten, twenty, and
fifty-euro notes
from January 1,
2002, smooth-
ing the first few
days of the
changeover by
ensuring the
public has ac-
cess to all these
denominations.
(German ATMs
can distribute
four denomina-
tions, but
French ones,
for example,
can only give
two.)

On the other
hand, anyone
who has visited
Portugal will
know that there
always seems to
be a shortage of
small change,

i prompting customers and retailers to
i hoard and plead for coins in transac-
i tions. Even Bank of Portugal officials
i seem at a loss to explain this phe-

i nomenon, except for noting that banks
are only obliged to change notes for

their own customers. If that remains
i the case during the euro switch—and
i there is no indication that it will not—

that irritating shortage of small change
is likely to be exacerbated in the first
few weeks of 2002.

Moreover, plenty of work remains
to be done at the administrative level.
The Euro Commission, the govern-
ment body charged with overseeing

i the changeover, does not yet have an

i estimate of how much the whole thing
¢ will cost. The group of experts assess-
i ing this is not due to finish its work

i until the end of this month.

—Alison Roberts




MADRID

i going to be puzzled customers trying

i to make sure I'm giving them the right
i change, and there will almost certainly
i be arguments.”

DUAL PRICING PREPARES
. SPANIARDS

alk into any bar in Spain, and the
wall plaque displaying prices for
the beers,
wines, and

oo as

on offer lists
: the prices in
both pesetas and euros. Buy a coat, a

i book, or anything else in a shop, and

i the receipt will have the equivalent

i euro price next to the pesetas.
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This dual pricing of just about every

! purchased product or service is a bid

i by the government and retailers to ac-

i custom Spaniards to Dia-E or €-Day,

i when the euro becomes their new cur-

i rency whether they like it or not.

i When the euro was created, the

i money men at the European Central

i Bank deemed that it was worth slightly
i more than 166 pesetas, not an easy fig-
i ure to calculate off the top of your head
i when trying to figure out “the real

i worth” (in pesetas, of course) of a

i sandwich or an automobile. But de-

i spite several years in which Spaniards

i had a chance to get used to the euro

i through the plan, no one is ruling out

i mass confusion on January 1, 2002 and
i for some time afterwards at the super-

i market checkout stand, corner bar, or

i local dry cleaning establishment. In

i other words, anywhere cash transac-

i tions are made.

i To make matters worse, many peo-

i ple point out, the switchover will take

i place smack dab in the middle of

i Spain’s long Christmas season (from

i Christmas Eve, or Nochebuena, to Jan-

i uary 6, when the Three Kings hand out
i gifts to children) when retail purchases
i and cash transactions are at their

i height.
As it turns out, a Spaniard, Pedro

i Solbes, the EU’s economic and mone-
i tary affairs commissioner, is in charge
i of the transition and has asked banks

i to jump the gun a bit and change ac-

i counts to euros in the third quarter of
i 2001. He would also like stores and

i merchants to have firmly fixed their

i euro prices by then.

H “It’s going to be loco,” predicts Eu-

i genio Calvo, the owner of a magazine

i and candy shop in the northern sub-

i urbs of Madrid. “I think I'm ready for

lCAPITALS

the big day, however, I know there are

“But,” he shrugs, “we’ll adjust and

everything will turn out fine.”

—Benjamin Jones

VIENNA

other tipples :

- STRENGTHENING EURO MAY LIMIT
- COMPARISON SHOPPING PROFITS

he weak euro has meant profits in
Austria from an influx of shopping-
tourists
looking for
bargains.
However, this
trend may be

curtailed by the strengthening trend seen
i in the euro in the last months.

Austria is a prime destination for com-

newspaper Der Standard, Austria experi-

i enced a volume of 3.08 billion schillings
i [$206 million] in purchases by foreigners
i last year. Bundschuh stated that 2000 ;
i was an extremely positive year during
which Austria attracted many non-EU

i tourists looking to capitalize on the weak :
i euro. He added that EU sanctions had lit- :

i tle effect on this trend.

Due to its prime location among many

non-EU neighbors, the largest portion of
profits in 2000 came from “cross-border
i tourists.” Residents of countries neighbor-
ing Austria are close enough to take ad-
i vantage of the relative strength of their
own currencies. Among these cross-

¢ border tourists, Croatians are the most ac-
tive shoppers, accounting for 15 percent

i of the total purchase volume. Slovenians

i follow with 12 percent of the turnover,

i and Slovakia holds 7 percent. Switzerland
accounts for 5 percent of the purchases.

Cross-border tourists are not the only

tourists to aid Austrian profits. The
i Ukraine and Russia also significantly con- :
tributed to the total shopping volume.

i Others come from much farther afield—
i profits from tourists from Hong Kong

i rose by 114.1 percent.

A significant source of euro-inspired

i income also came from dollar-tourists.

¢ Americans spent 66.8 percent more on
i Austrian products than in 1999, while :
Canadian purchases rose by 15.7 percent.

The Austrian economy has clearly

benefited from the weak euro, playing :
i host to a variety of shopping-tourists. Par-

ticular sectors experienced the highest

i growth rates. The souvenir trade saw
i their turnover increase by a record 75.3

percent, while jewelry and home elec-

i tronics sales also did extremely well.

However, these sectors could stand to
lose ground this year due to the euro’s
recent upswing. The currency has gained
ground in the last months due to an eco-

i nomic slowing in the United States.

During 2001, Bundschuh stated that

he expected the turnover to rise slightly

i to 3.2 billion schillings [$214 million].
However, euro-optimists also believe that
i the euro will equal the dollar by mid-year,
i and the rise of the euro would likely

change Bundschuh'’s projections. The fu-

i ture of euro-tourism may be endangered
: i by this new shift, and its full effects re-

i parison shoppers eager to take advantage !
of the weak euro. Shopping-tourism,

i which is tourism exclusively for shopping
purposes, boomed in the year 2000. Ac-

i cording to Thomas Bundschuh of Global
i Refund Austria, quoted in the Austrian

main to be seen.
—Alexandra Hergesell

£ ATHENS :

_ GREEK BOOKSHOP PREPARES
_ FOR TALE OF THE EURO

visited Eleni and her son Stavros at
Artio, their small family-run bookstore

! in Kifisia, an upscale suburb north of

Athens.
Artio
(which in
Greek
— o ‘ means
“with nothing missing”) is a tiny shop H
selling mostly schoolbooks, including for-

N darias

i eign language books, Greek and foreign :
¢ literature (hard and soft cover), as well as
i stationary products. H

Since Greece officially joined the euro

i zone in January, increasing numbers of
Athens store windows have started dis-
i playing prices in euros, while receipts

i now include the total in both drachmas
i and euros.

Eleni explained that small businesses

! have until March to convert their cash

registers to the dual currency system,

i but she decided to do it after the holi-
days. It seems now to have been a hasty
i decision since the cash register techni-

i cians charged some 30,000 drachmas :
i ($80), as opposed to the 17,000 drachmas
i (846) other storeowners have recently :

March 2001 45



i paid for the service.

Eleni and Stavros first heard about the
i March deadline from the press two
months ago, when the euro publicity

sent by the local chamber of commerce.
Since then, Eleni has followed the story
i in financial newspapers, while Stavros

i continues to surf the Internet for euro-
related information. As of February 20,

i when we last spoke, no government or
professional organization had sent to

i their store any type of official information
i or notice.

: “Nobody has really thought of the fu-
ture,” says Eleni when I asked her how

i she feels about the changes that will fol-
i low next year. In 2002, all transactions

i will be in euros, including bookkeeping
i and tax returns, but “it all seems too dis-

i tant.” After all, as Stavros put it, they have
i ing nation will happily accept the euro
in payment in the same way as it cur-

only seen the new currency in photos.

i Their understanding of the benefits
and problems that the new currency will
i bring to their business remains fuzzy.
Their profits are divided equally between
i book and stationary sales, and they hope

that prices of foreign-language books will :
makes the world go around.”

i drop—although the popular British

i books won't be affected since the UK

i isn’t part of the euro zone. They also ex-
pect no changes for their stationary prod-
i ucts, largely imported from the US,
Japan, and Taiwan, the prices of which

i depend of the US dollar. The rounding of
decimal points (cents) upon conversion

i of prices from drachmas to euros consti-
tutes another important issue. Their con-
i cern being how wholesalers may round
up prices, increase product costs and,

i hence, retail prices.

Similarly, since they’ve seen their

¢ profits grow about 15 percent over the

i last few years, they are concerned the

i currency change could reverse that trend
i promised a referendum on joining the
i euro, “when the economic conditions
i are right,” but it is not politically right
i at the moment and in practice Labor

i has shelved the idea of holding a

i referendum.

and are not very convinced about the
i euro’s macroeconomic benefits. I pointed
out, for example, how imports from non-
¢ EU countries may be positively affected,
since the currency conversion will be
i from dollars to euros (a hard currency)
i and not to drachmas. I am not sure if I
convinced them. Stavros pessimistically
i noted that in the near future he expects
i large businesses, importers, and the
i travel industry to be the only Greek sec-
tors to profit from the euro.

Discussing their customers’ ability to
i adjust to dealing in euros, they both
seemed to agree that difficult times are
ahead. Interestingly, when I asked them
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i notes and coins in the mem-

i ber states next year will have
i little practical impact here.
Most people will regard it as
i just another foreign cur-

i rency. But for the tens of mil-
i lions of Britons who visit

i mainland Europe every year,
i on business and on vacation,
which age group will face the greatest dif- : the introduction of the new

ICAPITALS

¢ ficulty, they both pointed to their own: It
 is difficult to teach an old dog new tricks,
i Eleni, who is fifty-four, remarked; young
people cannot calculate, emphasized the
i reached its peak, and from the newsletter

twenty-seven-year-old Stavros.

i Scary times, probably not, as Eleni put
i it, a few years ago, when the value added
i tax (VAT) was introduced, bookstore

i owners had to deal with four different

i VAT rates, depending on the product cat-
i egory. “We got used to it,” she said.

i “Eventually we will also get used to the

i euro. It is all a matter of time.”

—Angeliki Papantoniou

he UK will not join the euro club in
the near future but as a major trad-

rently treats a
dollar, a mark,
or ayen. After
all, as the song
says, “Money

The prospects of the euro replacing

! sterling as the currency of the nation

i have faded thanks to vociferous right-

i wing and media opposition, plus the

i poor performance of the euro since its
i launch and that final door slammer, the
i Danish “no” vote.

The euro will be a subject of much

i heated debate during the run-up to the
i next general election, which is ex-

i pected in May. The opposition Conser-
i vatives have hammered an anti-euro

i “Save the Pound” campaign for the

i past few years. In practical terms, they
¢ have won the battle, if not the war.

Prime Minister Tony Blair has

The introduction of the

i notes and coins will be noticed. As the
i need to hold separate currencies for

i France, Germany, Spain, and the oth-
ers disappears, those travelers will dis-
i cover the convenience of having one

currency that can be used all over

i great swathes of Europe.

One visible impact of the pending

i arrival of the euro has been the way
i many large retailers are now pricing
i their labels in a number of currencies.
i Therefore, it is possible to buy a :
i sweater here and unmedxately see what |
i it would have cost in France or Ger- i
i many. Indeed, it is often a shock to see

. WHAT EURO PREPARATIONS?

i that the UK price is higher than in the
i other currencies. However, the major-
i ity of shops rebuff attempts to pay in

i the foreign currency at the price

i marked on the label.

There are big stores in the UK, such

i as the famous Harrods of Knights-

i bridge, where you can already make

i payment in foreign currency, and for

i them, payment in euro notes will be ac-
i ceptable in the same way as dollars.

i Presumably, the exchange rate at the

¢ till will bear a slight premium to cover

i the inconvenience to the trader.

The British Retail Consortium says

! it is neutral on the issue and is not giv-
i ing its members any advice on how to

i handle the new currency. Each com-

i pany will have to decide for itself. Busi-
i ness for Sterling, an anti-euro lobby

i group, says that 85 percent of busi-

i nesses are not making any prepara-

i tions because “they don’t want to be in-
i volved in a large capital outlay when

i they don’t know when or if it will be-

i come the currency here.”

Perhaps it would be best to reflect

{ on the attitude of most retailers in Eng-
i land when proffered a Scottish bank-

i note. Disbelief and suspicion are the

i usual reaction, although the notes are

i denominated in sterling and have ex-

i actly the same value as the notes is-

i sued by the Bank of England.

—David Lennon

An anti-euro campaign poster
circulating in the UK.

" o,




ARTS

. CONTEMPORARY
. GREEK WRITERS NOT
* SHY WITH WORDS

G reek literature is alive
and well and relatively

i unknown in North America.
i With the exception of Nikos
i Kazantzakis of Zorba the

i Greek fame, few of the coun-
i try’s great modern writers

i come easily to the minds of
i USreaders.

i However, contemporary
i Greek writers are a prolific

i lot. The themes and plots of
i post-World War II Greek lit-
i erature are thoroughly em-

i bedded in the tumultuous

i evolution of Europe, from a
i history of bloodshed, the

LEISURE

i glish translations, two nov-
i els and a memoir by one of
i Greece’s greatest living play- :
i wrights.

1 Shall Sign as Loui

By Rhea Galanaki; Northwest-
i ern University Press; 194
i pages; $27

The time of love is uni-
versal; but it gives way
and becomes percepti-
ble just when it discov-
ers its own measure,
which is different for
each love. The density
of twenty-seven lost
years in one glance:
henceforth, let that
measure our share in

march toward democracy, the infinity of lovers.
i the opposing forces of the
i cold war, to the development : hea Galanaki is one of

i of a comfortable consumer
i society locked in an eco-
¢ nomic and cultural embrace

i the United States.

i That said, modern Greek
novels present American

i readers with an alternate

i universe to their own experi-
i ences, be it of indepen-
dence, nation-building, war,
i urban versus rural life, glob-
alization, or the sexual revo-
i lution. The writing is highly
i original in terms of style,

i structure, and plot. Some

i names to know are Rhea

i Galanaki, lakovos Kam-

i banellis, Thanassis Valtinos,
i loanna Karystiani, Ersi

i Sotiropoulou, and Christos

i Homenidis. A growing num-
i ber of novels have been

i translated into English and

{ are in print.

Here follow reviews of

i three new releases in En-

Greece’s foremost fe-
i male writers. Translated into :
i English are The Life of Is-
i with its transatlantic partner,

¢ mail Ferik Pasha

i and her latest

¢ novel, I Shall Sign

! as Loui. History

i buffs and romantics
i will be fascinated

i by the latter.

{ Galanaki has

i breathed life into a

i forgotten hero of

{ modern Greek his-

i tory, Andreas

i Rigopoulos (1821-

i 89). He hailed from
i the town of Patras,

i studied in Pisa, and
i participated in the

! Italian under-

i ground and student
i uprisings in sup-

i port of Garibaldi.

i He traveled in the

i circles of Karl

i Marx, Victor Hugo, and

i Edgar Quinet. He devoted
i his life to Greek indepen-

film, and beyond

dence and the establishment
of democracy.

In fact,
Rigopoulos was
an early vision-
ary of a unified
Europe. He rep-
resented
Greece in the
European
Democratic
Central Com-
mittee, which
endeavored to
spread the no-
tion of a pan-
European
union com-
prised of inde-
pendent, demo-
cratic national

tells his tale
through a grip-
ping series of
fictional letters,

Reviewing the new &
noteworthy in books,

states. Galanaki

Kipros e MODERN GREEK WRITERS |

¢ which actually contain au-
thentic passages of Rigopou-
i los’s own writings. The re-

i cipient of the letters is a

! fictional woman nicknamed

i Louisa who is the long lost

i love of his life. The addition
i of a grand love, erotas in :
i Greek, provides an outlet for
i Galanaki to explore the com-
i plex dynamics of human :
i passion, either for another
i person or for a higher cause.

Mauthausen

By Iakovos Kambanellis;
i Kedros Press; 353 pages; $16

On the fifth of May, a
little before noon, a
huge American tank,
black with smoke and
battle-scarred, broke
down the gate of Mau-
thausen and entered
the grounds. The sol-
diers looked at us con-
fused, proud, sorrowful.
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They were wise to stay
up there, on top of their
tanks. They had saved
themselves from so
many battles. They'd
never have saved them-
selves from our joy.

e humans should not

: worry too much about
i aterrible existence after
death since we seem to be

i very good at creating hell on

i Earth. lakovos Kambanellis

i takes readers on a journey

i to the hell he survived, the

i Mauthausen concentration

i camp. In a memoir simply ti-
i tled Mauthausen, he recre-

i ates—with pain, resilience,

i and that special brand of

i Greek cynicism—the mad

i macabre world of the camp.

Perhaps as a testament to

those who did not survive,

i Kambanellis affirms life as

i well as death by juxtaposing
i the ordeal of the camp with
i the aftermath of liberation

: from the Nazis. The first sec- :

onds, hours, days, and

i weeks of freedom are as

i heartrending as the inter-

i minable nightmare of the

i camp. Kambanellis finds

i love, and together he, his

i sweetheart, and the other

i survivors try to exorcise the
i demons that lurk in every

i spot of the camp, which has
i now become their way sta-

i tion on the journey back to

i life among the living.

Data from the
Decade of the Sixties

By Thanassis Valtinos, North-
i western University Press; 305
pages; $20

Paris, November 13.
From the Athens Press
Agency. The newspaper
France Soir has pub-
lished a long, three-
columm interview with
Crown Prince Constan-
tine entitled: ‘I will
marry Anna-Maria of
Denmark when she be-
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comes 18 years old.” ...
Our wedding will take
place after the princess
reaches the age of eigh-
teen. In Denmark
young women are not
allowed to marry under
that age. This is a state
law which a princess
can hardly violate.

hanassis Valtinos is con-
: sidered one of Greece’s
i leading “new generation”
i writers. He has two recent
English translations, a col-

i Deep Blue Almost Black, and
i the just-released novel, Data
i from the Decade of the Six-

i ties. In the novel, he cleverly
constructs a caustic exposé

i of Greece during that

i decade. Like other Western
i countries, Greece witnessed
i profound social and political
i turmoil, but unlike the oth-

i ers, this included a military

: coup followed by a harsh
i dictatorship, urbanization,
: and mass emigration.

There are no characters

¢ or plot in the conventional

i sense. The travails of the

i protagonist, Greece itself, is
i told through a collection of
i newspaper reports, “Dear

i Mrs. Mina” letters (a Greek
i rendition of “Dear Abby”),

i correspondence to the De-

i partment of Emigration by

i uneducated farmers, and

! personal letters between

i Greeks at home and in the

: lection of short stories called :

diaspora. All this seemingly

¢ factual data is actually
t fiction. ;
: The novel often adopts an
amused tone, as Valtinos ex-
i poses Greece’s warts. These
i include the hypocrisy of

i Greek society, arranged

i marriages, domestic abuse,

i and fascist undercurrents.
Interestingly, the momen-

¢ tous political changes that

i wracked Greece are only al-
i luded to in an indirect man- :
: ner. It is the collective every- :
i day experience of Greeks H
i that forms the heart of this
i novel.

Imost all of these au-
thors will be coming to

the US for speaking tours

i this year. Galanaki will be

i visiting several cities in the

i fall. Karystiani, Sotiro-
poulou, and Homenidis will
i travel to Boston, New York,
i and Washington, DC in the

i spring. On April 1, Kam-

i banellis will be the keynote

i speaker at the opening of

i program of poetry readings
i at the Holocaust Memorial

i Museum in Washington,

i DC, followed by a stop in

i New York. For further infor- :
i mation about these speaking :
tours, contact the Embassy
i of Greece (www.greek

i embassy.org/press). For

i English translations of
Greek literature, try Greece
i in Print (www.greeceinprint

i .com).
i —Shaazka Beyerle
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"This remarkable compilati
of essays and interviews

provides wide-ranging insight
and perspectives on the issues

that will shape the new
Europe—and influence the

entire world—in the decades

to come.”

—Lee Hamilton
Director of Woodrow Wilson International Center for Scholars and fo

chairman of the US House of Representatives Foreign Affairs Committee

"Europe in the New Century

is an important, in-depth,
and intriguing look at
Europe's dynamic future.”

—Giinter Burghardt

Ambassador and Head of the European Commission delegation, Wash
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Europe in the New Century:

edited by
Robert J. Guttman

urope in the New Century is an intriguing look at the

future, drawing on the experience and foresight of

the leading journalists working in Europe today, as
well as the visions of heads of state, government ministers,
corporate CEOs, entrepreneurs, and young people from
each of the fifteen European Union member countries.

The contributors forecast what Europe might look like
down the not-too-distant road. Their subjects range from
domestic politics to foreign policy, from technology to
international trade, with absorbing stops along the way.
Entertaining and informative, Europe in the New Century is
a must for anyone seeking insight into the trajectory of this
new global superpower.

Robert J. Guttman, editor-in-chief of EUROPE magazine,
has been an adjunct professor of political communications
at The George Washington University and of politics and
communications at The American University.
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