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For more than a quarter of a century,
Ackroyd Publications has been in the
business of giving Anglophones — whatever
their nationality — a good idea of what
Belgium is all about. With special emphasis
on Brussels.
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Top of the line is The Bulletin, the
Newsweekly of the Capital of Europe. Week
in and week out it provides close coverage
of political, cultural and business events from
a unique perspective. Then comes What's
On, Belgium's English-language Guide to
Entertainment, with its detailed lislin\g of the
week's happenings in the theatre, cinema,
music, art and exhibitions, television and
special events.

Prospects 92 publishes specialised
information every month about what is going
on in the European business world as 1992
approaches. It is inserted not only in The
Bulletin in Belgium but in Window in the
Netherlands and in Geneva News and
International Report in Switzerland.
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Twice a year, in February and August, /
Newcomer lets visitors or prospective 4
visitors know what to look forward to during
their stay in Belgium. It explains the

Kingdom's customs and quirks, the not-to-

miss events, places and personalities.

The Business Journal, the monthly of the
British Chamber of Commerce, and
Commerce in Belgium, the Monthly
Magazine of the American Chamber of
Commerce, are invaluable guides to the local
business scene.

Advertising rates or any other
information are available from our
advertising department at
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COVER: Economic,
monetary, and political

union is fast becoming
the new reality.
Illustration: Karen
Stolper.
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Letter From
The Editor

MU. ECU. EUROFED. POLITI-
cal union. Until recently, these were only vague terms in the discussions on
the future of the European Community. Now the future is upon us, and these
terms are no longer merely vague concepts. Economic and monetary union,
the European Currency Unit, the European central bank, and European
political union are rapidly becoming reality.

In light of the two historic inter-governmental conferences on
economic and monetary union and political union being held in Rome
this month, Europe presents a special magazine devoted exclusively
to these issues.

In Europe’s cover story, Reginald Dale takes a close look at the
politics behind economic, monetary, and political union, and brings
us up to date on how Europe came so far so quickly. Ralph Mehnert
outlines the setup and tasks of the newly proposed European central
bank, the EuroFed, discusses how it will work, and explains why a
central bank will be a tremendous asset for E.C. member states.

Barry Wood traces the ECU’s history and analyzes and projects
how a single currency will enable the E.C. countries to be more
productive and profitable in the future. Wood points out that,
although the ECU is not yet a standard currency, many economists predict its
use throughout Europe by the mid-1990s. Norbert Walter, Chief Economist
for the Deutsche Bank Group, details how EMU and political union will affect
banking and business throughout Europe. Walter also discusses the costs
involved in rebuilding the former East Germany.

Lionel Barber looks at political union in Europe from America’s point of
view, as the Bush Administration assesses America’s role in the new Europe,
and tries to define exactly what political union will mean for future U.S.-E.C.
relations.

David Lennon, writing from London, explains that a new era is about to
begin in British politics after the resignation of Prime Minister Margaret
Thatcher. Lennon looks at the Thatcher years and profiles the new Conserva-
tive leadership. He also explains the British alternative proposal for a single
currency, known as the “hard ECU.”

E.C. Commission President Jacques Delors gives Europe his views on EMU,
political union, and the EuroFed, and outlines his hopes for the intergovern-
mental conferences.

Europe also asked all of its correspondents in the 12 E.C. capitals to
present the prevailing mood on EMU and political union in their respective
cities.

This month’s Member State Report focuses on Belgium. In addition to
exploring Belgian politics and economics, Europe provides a guided tour of

this beautiful country.
~ QH{ WAl

Robert J. Guttman
Editor-in-Chief
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An Evaluation of the
Potential Benefits and
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One market: one Ma*

Union

The 1992 Single European Market is looming
ahead. With a central European bank scheduled to
be created by 1994, and hopes of a single European
currency before the end of the century, the emer-
gence of a rich, confident and unified Europe on
the world marketplace is foreseen as exerting a
major force on global competition. The costs as
well as benefits of the move to economic monetary
union are critically reviewed in this publication.

The monetary union of Europe will be of
historic importance. In an era of increasingly
polarized economic power, American companies
must keep up-to-date with the impending changes
that will affect their marketplace, and the market-
place of the world.

This eritical report examines the forecasted
policy and behavioral changes, the financial and
economic impacts, along with the over-all implica-
tions for the Community.

1990, 200 pages, paperback, Order No. CB-AR-90-044-EN-C,
$25.00, Standing Order No. 81400560

onfident and Unified

HERBERT UNGERER
NICHOLAS P. COSTELLO

Telecommunications
in Europe

Free Choices for the User
in Europe’s 1992 Market

‘ NICATIONS
TELECOMMUR . ROPE

Telecommunications, a
truly global industry, has
recently become the
infrastructure of a wide
variety of services, and
thus acquired a new role in the world’s future
development. It is evolving into one of the basic
foundations of our increasingly communications-
based society.

Telecommunications will be a major factor
shaping the European Community market and will,
to a great extent, determine Europe’s future
position in high technology.

This book sets out to give an insight into the
main elements of the industry including: digitiza-
tion; Integrated Broadband Communications; the
Community’s RACE program; world-wide competi-
tion; and the issue of liberalization. It details the
predicted changes in technology and the new
developments as Europe’s 1992 market draws
closer. For US companies in the field, this report
gives an in-depth review of the characteristics of
the European market, as organizations seek out
new opportunities for expansion turning to inter-
national markets.

1990, 255 pages, paperback, Order No. CM-59-90-346-EN-C,
$13.50, Standing Order No. 81400284

To order these books or for a free catalog of all EuroMarket publications,
call UNIPUB at (800) 274-4888 (US) or (800) 233-0504 (Canada)
These publications are part of a series and are available on a standing order basis.
By placing a standing order, we can ensure you receive each issue immediately keeping
your collection up-to-date and complete.

UNIPUB

distributor of international publications

4611-F Assembly Drive ® Lanham, MD 20706
(800) 274-4888 (US) * (800) 233-0504 (Canada)




U.F.O.s Scare
Europe

Reports from France, Italy, -
Switzerland, and Belgium re- -
cently brought Europe to the :
verge of a mysterious U.EO. :
scare, when silently moving :
lights were reported to be mov- : . -

ing through the night skies.

In Geneva, a Reuters techni- :
cian spotted a large orange ball -
making its way westward from :
the Jura mountains to the Alps, :
and several airline pilots re- -
ported similar sightings in :

French air space.

The recorded times of all of -
- Although Switzerland is mili-
phenomenon at a very high alti- :

the sightings indicated a large

tude....

booster rocket used on October

zont-21 type telecommunica-
tions satellite.” The Center

weather assisted the observation

sphere.”

So Europe, worry no more.
For the time being, your UFOs
are simply “Unharmful Fright-
provoking Objects.”

—Reuters

4 EUROPE

Will the Swiss Enter the Gulf?

tarily neutral in the Gulf crisis,

. that has not prevented the coun-

And, indeed, the French Na- -
tional Center for Space Studies
found that the phenomenon was :
“the third stage of a Soviet :

try from helping in the “bur-
den-sharing” with a very sweet
invention: melt-proof chocolate
for the soldiers in the hot desert

. sun.
3 to launch into orbit a Gori- -

This may sound too good to

be true, but the chocolate’s in-
. ventor, Claude Giddey, insists
added that “exceptionally clear :

that the candy will withstand

: temperatures as high as 140 de-
of its re-entry into the atmo- :

4

Ve
JEM SULLIVAN

grees Fahrenheit (60 degrees
Centigrade).

While Giddey remains silent
about the chocolate’s processing
techniques, he claims that “its
make-up is the same as any ordi-
nary chocolate.” So, to all those
soldiers worried about suffering
from chocolate withdrawal in
the desert heat: Your Swiss
chocolate may be on its way.
—Reuters

BUTTERED,

PLAIN, OR

PACKAGED?
)

Don’t be surprised if your next
computer equipment purchase is
packaged in_popcorn.

The Dutch computer firm
Corblan International BV recently
announced that, despite in-

creased costs, it was packaging

its delicate equipment in pop-
cornrather than expanded poly-
styrene 1o protect the environ-
ment. But, said Corblan’s Jeroen
Groot, there were also other
uses for the popped corn:
“Some people eat it afterward,
although' we don’t recommend
it!”—Reuters

BONDS FOR SALE!—The buzz-
word throughout France these
days is BOND. ... No, not as in
James Bond, but as -in_ Czarist
Russian bond.

basements, and safety deposd‘
boxes for millions of dollars worth

of unpaid Czarist bonds that have
kept alive for decades the dreams
of many French families that one
day they may strike it rich.
Although many bondholders
lost faith in Moscow long ago—
either giving away, destroying, or

~the Soviet Union recently, and un-

| the Defense Group of Russian

selling the bonds as souvenirs—

expectedly, agreed to settle the
des-old dispute.
he news brought cheers from

Bondholders, 2 40-year-old or-
ion that has freguently
led psubﬁmy ta pressiits
cﬁnms Nevertheless, French-
stockhwlters warned that -any
payment by Moscow wou|d likely
fall far short of the 1 lue of--
the bonds plus interest ‘
The bonds, some dating back t
1822, were a great success and

very profitable to buyers. After the
1917 October Revolution, how-
ever, the Soviet Government re-
fused to honor debts inherited
from the Czarist regime.

Furious French bondholders,
thought to number 1.5 million at
the time, rejected a Soviet pro-
posal several years later to repay

.15 percent of the value of the

bonds.in exchange for new French

I ‘credits.-Now that the Soviets are
changing-their image; many

Frenchmen andf’wbmen can look
rward-to' making money on their
bonds . . . if they can find them.
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KPMG: We help you move ideas off the drawing board and into the
New European marketplace.

Wherever you’re planning to launch or expand business ventures, in
Berlin or Budapest, Moscow or Madrid, you’ll need an experienced
guide to lead your operation through the evolving landscape of rules
and regulations.

KPMG, a pioneer in mapping out new routes in the Old World, main-
tains the largest global network of any accounting and consulting firm,
with more than 330 offices throughout the New Europe.

KPMG offers both local and international experience in such areas as
mergers and acquisitions, joint ventures, business strategy and logistics,
taxation, corporate financing, and exporting.

In addition, KPMG operates two resource centers, our Europe/USSR
Center in New York and our European Business Centre in Brussels,
which produce a wide range of publications to assist clients in their inter-
national activities in the European Community, Eastern Europe, and
the USSR.

Available publications include:

1. EuroSphere—Newsletter examining issues in Europe and the USSR.

2. New Europe Survey—Report on how U.S. executives view the single
market. $1.00 each.

3. World—Special issue of quarterly magazine devoted to EC 1992.
$2.00 each.

4. Europe 1992 and the Banking Industry

5. Europe 1992 and the High Technology Industry

6. Europe 1992 and the Insurance Industry

KPMG Peat Marwick

International Practice

7. Business Relations in East Germany: A Guide to Legal and Tax Aspects
8. Eastern Europe and the USSR: A Guide to Foreign Investment
Legislation
9. Czechoslovakia: Paving the Way to a Free Economy
10. Joint Venture Operations in the USSR. $2.00 each.

10 order publications, circle the corresponding number on the coupon
below and mail it with a check for any fees (made payable to KPMG Peat
Marwick) to: Europe/USSR Center, Patricia E. Neil, KPMG Peat Marwick,
767 Fifth Avenue, New York, NY 10153.

Speaker’s Bureau—1In addition to providing timely publications,
KPMG Peat Marwick can arrange for a speaker to address your manage-
ment/executive meetings on the latest developments taking place in the
European Community, Eastern Europe, and the USSR, and their impact
on U.S. business.

____ Yes, please send me your publication catalog.

Name Title
Company Industry
Address
City State Zip.
Publication Number
1 2 3 4 5 6 7 8 9 10



6 EUROPE

ECONOMIC,
MONETARY,
AND
POLITICAL

UNION

he 12 E.C. countries gather in
Rome this month for negotia-
tions that carry the same mo-
mentous potential as those that
brought American leaders to
Philadelphia to hammer out a
constitution for the United
States just over two centuries
ago.
The Europeans, like the
Americans before them, will be
seeking to lay the legal basis
for a future economic and po-
litical union. And, just as the Americans,
they will wrangle over the amount of
power they should vest in a central au-
thority and the way in which the institu-
tions of the union should be subjected to
democratic control.

Around the table in Rome—as in Phila-
delphia in May 1787—will be seated fed-
eralists and anti-federalists, delegates ar-
guing for greater powers for the central
government, and others seeking greater
independence for the constituent states.
But parallels should not be drawn too
closely. The Americans were trying to
unite a relatively homogeneous group of
young former colonies with a single lan-
guage and similar cultures and history.
The Europeans are struggling to merge
proud, but aging, nation states divided by
language, culture, history, and centuries
of war.

B Y

@
R EGINALD

THIE NEW

The task facing the Europ
ably much more difficult th
lenge the Americans overcamé in just
under four months in 1787. Whatever
emerges from the Rome negotiations, it
is unlikely to be a draft constitution for a
United States of Europe in anything like
its final form.

The more likely outcome is a further
irreversible step toward a federally orga-
nized Europe, continuing an incremental
process that began over 30 years ago
with the signing of the six-nation Treaty
of Rome in March 1957. Then as now, a
massive political deal between France
and Germany could once again provide
the impetus for advancing the process.

In the 1950s, the fundamental trade-off
that launched the E.C. was France’s
agreement to free trade in industrial
products to benefit Germany, in exchange
for German recognition of the need to
promote and protect French agriculture:
It was like an agreement between French
wine and cheese and German turbines
and machine tools. In retrospect, Ger-
many almost certainly got the better bar-
gain,

This time, the deal, which is still being
formed, has an even wider historical
sweep: It involves German acceptance of
French demands for economic and mone-
tary union, in exchange for French accep-
tance of German insistence on closer po-

D AL E
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DEALING
WITH
TH E

he E.C. is frequently criticized

by its own citizens for taking too
many decisions behind closed doors and
without full democratic scrutiny.

Even of the E.C.’s stoutest defenders,
only few would dispute the truth of the
charge. But the quest for a remedy leads in
two opposite directions, reflecting the
deep split between those who are striving
for a federal Europe and those who want a
loose association of powerful nation states.

For anti-federalists, like Britain’s for-
mer Prime Minister Margaret Thatcher,
the answer to this lack of democratic con-
trol at the E.C. level is to simply concede
fewer powers to the center and maintain
the authority of national governments and
parliaments. Those wanting to advance
toward a federal Europe, on the other
hand, like E.C. Commission President
Jacques Delors and German Chancellor
Helmut Kohl, argue that the democratic
controls must be strengthened, notably by
reinforcing the Strasbourg-based Euro-
pean Parliament.

The problem is by no means new. In

8 EurROPE

E.C. jargon, it has become known as the
Community’s “democratic deficit.” But
with the E.C. now poised to grant more
powers to its central institutions, that
“deficit” will clearly widen unless there
are accompanying steps to strengthen
those institutions’ democratic accountabil-
ity. So when representatives of the 12
governments gather in Rome this month
to negotiate the next steps to economic
and political union, measures to reduce
the “deficit” will feature prominently on
their agenda.

The approach is likely to be piecemeal
rather than radical. So far no dramatic
plans exist, for instance, to grant full legis-
lative authority to the European Parlia-
ment or for a popularly elected European
president.

Despite the progressive move to Euro-
pean integration, which has gathered

i

vilvl

strength in recent years, the forces that
created the “deficit” in the first place have
not yet dramatically shifted.

Parliaments in Europe have tradition-
ally gained power by seizing it from
authoritarian rulers. If Parliamentarians
had waited patiently to be granted greater
authority, Europe might still be acknowl-
edging the divine right of kings. But for
most of its existence, the European Parlia-
ment has taken the historically passive
approach of merely asking for greater au-
thority, rather than making a particularly
bold or dramatic grab for it.

Over the years, the European Parlia-
ment’s authority has gradually increased,
and it exercises with considerable effect
the complicated new rights that allow it to
amend E.C. legislation. But national gov-
ernments and parliaments have been un-
derstandably reluctant to voluntarily sur-
render their authority to Strasbourg.

For their part, the national parliaments
have also tried in many ways to reduce the
“democratic deficit” by exerting greater
control over E.C. decisions. But, at best, a

national parliament can only exert influ-
ence over its own national government—
just one participant in the E.C.’s Council
of Ministers, the Community’s main deci-
sion-making body.

The members of the Council are minis-
ters from national governments—not
popular representatives directly elected to
that institution. Furthermore, the presi-
dent and 16 members of the E.C.’s execu-
tive Commission are appointed by na-
tional governments and not elected at all.

Ultimately, federalists like Delors
would like to see a European constitution
similar to that of the United States, under
which:

o the Commission would become the gov-
ernment, like the U.S. Administration,
with an elected president;

o the European Parliament would become
a genuinely legislative body along the
lines of the U.S. House of Represen-
tatives;

o the Council of Ministers would be simi-
lar to the U.S. Senate, although perhaps
more powerful.

For the time being, however, ambitions
are more modest. Proposals currently up
for discussion include giving the European
Parliament the right to confirm the ap-
pointment of Commission members, in-
cluding the president, and to fire individ-
ual Commissioners. At the moment, the
Parliament can only dismiss the entire
Commission en bloc, a blunt instrument it
has brandished but never actually used.

The Parliament also wants to be able to
initiate E.C. legislation with the Commis-
sion—a proposal the Commission is
strongly resisting—and to have more say
in final decisions currently taken by the
Council of Ministers. The Parliament also
strongly objects to the way in which the
Council makes decisions in private. Nego-
tiations are also under way on how to
involve national parliaments more closely
in the decision-making process.

France, the United Kingdom, and some
others are likely to argue forcefully in
Rome that power should stay predomi-
nantly with the Council of Ministers—
particularly the regular gatherings of Eu-
ropean leaders that are beginning to look
like embryonic meetings of a European
cabinet.

With Germany, the Netherlands, and
some of the smaller member states insist-
ing on greater powers for the Parliament,
it is probable that at least some steps will
be taken to shrink the “deficit.” But it
seems unlikely that they will be enough to
satisfy all the critics.

—Reginald Dale



litical union.

n an extraordinary repetition of his-
tory, a third major potential player,
Britain, has so far, as in the early
1950s, dealt itself out of the game.

Although Britain has been an E.C.
member since 1973, those attitudes

_, were always reflected in the strident
antl-federahsm of former Prime Minister
Margaret Thatcher, who argued that
closer integration would endanger Brit-
ain’s national sovereignty. Her successor,
John Major, will almost certainly be more
positive toward plans for closer union.
But he is by no means a federalist.

To one degree or another, most other
E.C. leaders are to be found in the feder-
alist camp. And part of the latest deal, an
economic and monetary union (EMU), has
already been done without the United
Kingdom’s approval.

To start the negotiating process, most
of the other E.C. states have now more or
less explicitly accepted the need for Ger-
man-style financial discipline as they
move toward the shared objective of EMU.
They have agreed that the new monetary
authority that will manage their economic
union will be closely modeled on the West
German central bank, the Bundesbank.
Like it, the new European central bank—
already colloquially known as the Euro-
Fed—will be free from political influence
and have price stability as its primary
objective.

Only with such guarantees will Ger-
many allow its economy and currency to
pass from its own national control to joint
supervision by the E.C. institutions. Ger-
mans do not want their rock-solid Ger-
man mark to be weakened in an E.C.-wide
currency union—one reason why Chan-
cellor Helmut Kohl insisted that the
Rome negotiations begin after the Ger-
man elections on December 2.

Following the widespread understand-
ing that EMU will be modeled largely on
the German way of doing things, Kohl is
ready to go ahead. But now he wants
France to chip in with its side of the
bargain—agreeing to push ahead more
quickly to political union.

Reflecting his own priorities, French
President Francois Mitterrand has con-
sistently warned that political union will
be more difficult than its economic and
monetary counterpart. He favors EMU be-
cause he believes that, if decisions were
taken on an E.C.-wide basis, France
would regain some of the influence over
its economy that it lost to the German
authorities, most notably the

Bundesbank, in the 1980s. The French
argue that, if economic and monetary
decisions were really taken jointly,
France and other countries would have
more influence than they do under cur-
rent circumstances, in which they are
forced to adapt to unilateral decisions
taken in Bonn or Frankfurt.

For France, EMU would thus achieve
twin goals: It would increase French
weight in E.C. financial decision-making,
and would harness the E.C. to the might
of the German economy, which will soon
become even mightier once the birth
pangs of unification are over. In the
French view, that, in turn, would leave
France free to lead the E.C. politically as
Europe’s foremost military and political
power.

But that is also precisely where a newly
assertive Germany is drawing the line.
Bonn is now making it clear that, if Ger-
man economic power is to be merged into
the E.C., so must French political power.

nd that, argues Bonn, is even more
necessary because the newly united
| Germany has deliberately chosen to
| | exercise its influence through the
| E.C. institutions, rather than “drift-
Hl ing to the East” as a powerful and
‘A destabilizing independent force in
Central Europe, France’s long-standing
fear. It also demonstrates that the Ger-
mans, again at the center of world atten-
tion, are particularly anxious to establish
their democratic credentials by pushing
for more democratic accountability in the
E.C. institutions as part of the political
unification process—a cause in which
they have long believed.

Mitterrand is right in one respect: It is
much easier to define EMU than political
union. Indeed, although the two inter-
governmental conferences (IGCs) will pro-
ceed on parallel tracks, one economic,
one political, the economic conference
has been far better prepared, and will
probably go much further than its political
counterpart.

The E.C.’s leaders have to a certain
extent already pre-empted the negotia-
tions on EMU. At the end of the October
European Council, also in Rome, the
E.C’s current presiding country, Italy,
engineered a dramatic 11-to-one vote in
favor of starting Stage Two of EMU at the
beginning of 1994. And, although some of
the other governments also had their
doubts, only Britain formally stood aside.

With the E.C. already in the first of the
three planned stages leading to full eco-
nomic and monetary union, the move to

Stage Two would involve another big step
in the direction of a federal Europe: set-
ting up the planned European central
banking system, which will be much like
the Federal Reserve in the United States.
And by 1997, within three years of the
start of Stage Two, preparations would
begin for the move to the third, and final,
stage, in which a single European cur-
rency would be introduced. Simulta-
neously, national economic and monetary
policies would be coordinated even more
tightly and—it is hoped—the differing
performances of the member states’
economies would converge (in a German
direction).

The details of plans for political union
are much vaguer. According to the E.C.
Commission, one of the main aims of the
political talks in Rome should be to in-
crease the number of policy areas that
come under E.C. control and to
strengthen decision-making in the E.C.’s
institutions.

A main element is likely to be the
incorporation of foreign policy decisions,
and the discussion of defense and security
issues, into the E.C. decision-making ma-
chinery. Ways in which democratic con-
trol over the E.C. institutions can be
strengthened will also be on the agenda
(see box). But the Rome negotiations are
likely to conclude with putting in place
further stepping stones to union, rather
than union itself.

Even E.C. Commission President Jac-
ques Delors, one of the E.C.’s most ar-
dent federalists, agrees that the time for
defining the final phase of political union
is not yet ripe, and that the Rome negoti-
ations are more likely to give birth to
some kind of interim treaty in the political
sector. But, he stresses, the door must
not be closed on a federal Europe. He and
many others believe that Europe should
ultimately have a constitutional structure
not unlike that of the United States, with
a federal government, legislature and ju-
diciary, and an elected president.

For the federalists, and for their hopes
of keeping Europe united, history pro-
vides an encouraging precedent: After
the American federalists finally won the
tough battle over the ratification of the
U.S. Constitution, most of the anti-feder-
alist leaders graciously conceded defeat
and pledged to honor the will of the
majority. €

Reginald Dale is Economic and Financial Editor of
the International Herald Tribune and a contribut-
ing editor to Europe. He wrote the Member State
Report on France for Europe’s November 1990
issue.
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Travel Tips: When in Rome, do as the Romans do.

Rome, site of the inter-govern-
mental conferences on economic
and monetary union, and political
union, offers many interesting
historic and worthwhile places to
visit.

Europe presents some helpful
travel tips for those of you at-
tending the E.C. conferences in
the Eternal City this month.

B i, i

History

At the end of the last century,
Rome became Italy’s capital de-
spite itself. Once the centuries of
Imperial splendor were over,
Rome became a country village
studded with artistic jewels.
When the brand-new state was
created by the northern and
Piedmontese Royal House of Sa-
voy in the 1860s, Rome was cho-
sen as the leading city by virtue
of its grandiose historical hered-
ity. This, it was thought, would
add luster to the newborn King-
dom of Italy. Many mistakes
have been made in the 120 years
since then.

And yet, one can still fall head
over heels in love with Rome.
Gilles Martinet, former French
Ambassador to Italy, has said:
“Rome . . . must be loved uncon-
ditionally, even if it can seem like
a terrible city. And one lives
wonderfully well in Rome.”

The Vatican is one of the world’s best-known ounst attractions.

All the banal and slightly ste-
reotyped reasons that have made
this unique city so famous still
hold: The mild climate, the prox-
imity of the sea (which has be-
come clear again thanks to water
purification), the beauty of the
streets and monuments, the in-
domitable irony of the inhabit-
ants: These are all precious gifts.

Culture and Entertainment
Rome remains the paradise of
art and culture and offers the
most immense reserve of “cul-
tural deposits” in the Western
World. In fact, the modern con-
cept of a museum open to the
public was created there in
1471, when Pope Sistus IV gave
the Roman people an art collec-
tion.

Rome is the city of museums,
picture galleries, and fountains.
It is almost impossible to know
for sure how many there are.
The Yellow Pages, which by defi-
nition are very concise, list 62
palaces, churches, and monu-
ments of primary interest in the
historical center of the city
alone.

These range from the Vatican
Museum with the Sistine Chapel
to the National Gallery of An-
tique Art to archives and histori-
cal libraries of interest. The
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choice is difficult. A tip is to visit
the virtually unknown and yet
undoubtedly strange Museum
of the Souls in Purgatory in
Lungotevere Prati. It houses a
very unusual collection of relics
supposedly documenting the re-
lations between the living and
the dead. One can see alleged
traces left by fire on books,
clothing, and wooden tables of
persons who have passed on.

Where to stay? Americans
who know Rome recommend the
Grand Hotel on Via Veneto,
next to the American Embassy.
The Italian Foreign Minister
Gianni de Michelis, who hails
from Venice, has his Roman
headquarters there. But there is
something for every pocketbook.
The pensioni, when chosen with
a modicum of attention, help
save money and can be very dig-
nified.

The choices of where to eat
are infinite. Let yourself be
guided by the porter of your ho-
tel. A few suggestions, though,
are a must. Those who want to
taste true Roman cuisine should
try Piperno, one of Rome’s old-
est restaurants. Located in the
ancient Jewish ghetto, it is ele-
gant yet intimate, and its fried
artichokes are a typical Roman
institution.

So is the stockfish at Largo
dei Librari, a place that is more
informal, and is known in Rome
as ‘“that place with the stock-
fish.” Typically Roman cuisine
can also be found at Perilli, in
the restored old working-class
section of Testaccio, and at the
Taverna Giulia downtown.
One thing to remember when
eating anywhere in Italy is that
you cannot expect to have just a
one-course meal. The traditional
menu is composed of antipasto, a
pasta first course, a second
course, a side vegetable, dessert
or cheese, and an espresso.

The Bar della Pace heads

the list of bars and night spots.
All nocturnal Rome that counts
meets here in a chaotic but inter-
esting mixture of post-yuppies,
intellectuals, gallery owners, ac-
tors, and young financial whiz-
zes. Other bars worth a visit are
the Bar delle Cornacchie, the
Hemingway, and the Rubi-
rosa.

One should make use of the
night for all it is worth. Evenings
in Rome are no longer mythical
as in Federico Fellini’s film La
Dolce Vita. But still, as literary
critic Franco Cordelli maintains:
“Something happens in Rome
that doesn’t happen in any other
Italian city: After a day that al-
most killed you, you revive at
night.”

Another trick to enjoying the
Eternal City was made famous
by one American in Rome whom
everyone still remembers: Greg-
ory Peck. In his 1952 film Ro-
man Holiday, he and Audrey
Hepburn roamed the streets of
Rome on a Vespa. Today, the
scooter is still the smartest way
to beat the traffic and to enjoy
one of the most beautiful cities in
the world.

Niccolo d’Aquino is the special cor-
respondent for foreign affairs at 11
Mondo.

The Via Condotti in Rome.
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Tracing the History of Europe’s
Future Currency
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The Emerging Ecu

KAREN STOLPER

OOK UP THE WORD “ECU” IN MOST BIG DIC-

tionaries and you will find two entries, both derived

from the French. The first is “a shield carried by

knights in the Middle Ages;” the second, “any of
several gold and silver coins of France from the 14th century
onward.” This monetary connotation stayed around for a long
time. There are references to ecus in Moliere’s plays and the
term was fairly common as late as 1800.
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Fast forward to 1978. The post-war
Bretton Woods system, which linked cur-
rencies to a dollar that, in turn, was
redeemable in gold, had been dead for
several years. With high inflation, slug-
gish growth, and a weak U.S. president,
the dollar was in a free fall on currency
markets. Determined to restore mone-
tary stability in Europe, West German
Chancellor Helmut Schmidt and French
President Valéry Giscard d’Estaing de-
vised a fixed exchange rate system for
the European Community.

They needed a unit of account, a de-
nominator for the weighted average of
the currencies that would be linked and
float together within a narrow band in the
European Monetary System (EMS). What
better name than “ecu,” which had au-
thentic monetary antecedents and could
also be an abbreviation for European Cur-
rency Unit (EcU). Thus, in 1979, the
modern ECU was born. Currently worth
about $1.39, the EcU is a basket of all the
E.C. currencies linked in the EMS.

Nearly 12 years after its birth, how-
ever, the ECU has not yet become a house-
hold word or a bank note you can hold in
your hand. Think of a European currency
and you think of the German mark, which
is the anchor for the EMS and comprises
30 percent of the ECU’s value. Bundes-
bank President Karl Otto Pohl observed
in late October that “the ECU has never
been able to assume the role for which it
was originally designed.” In a London
speech, he conceded that “the ECU has
had an impressive career, but only in the
private financial markets’ (ECU bonds and
commemorative coins), and “almost ex-
clusively in the Euromarket and in coun-
tries with relatively high rates of inflation
.... Its contribution to the proper func-
tioning of the EMS has remained negligible
... [and] although there have been some
attempts to encourage its use, the ECU is
of very little significance today as a re-
serve and intervention instrument of cen-
tral banks.” No sooner had Pohl uttered
these remarks than the October Euro-
pean Council in Rome issued the clearest
sign yet that the age of the ECU may be
upon us—and soon—by agreeing to a
starting date for Stage Two of EMU, the
establishment of a European central bank
on January 1, 1994 (see article, page 13).

During this critical second stage, the

following preconditions for monetary
union must be met:
e internal free trade (the 1992 single
market program) with full freedom of
movement of goods, services, labor,
money, and capital;
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e a convergence of economic perfor-
mance and policies, and the stabilization
of exchange rates—meaning inflationary
disparities among members must greatly
diminish;

e the acceptance of binding rules for the

A single currency could save

$25 billion annually in ex-

change rate transactions and

boost economic growth by up
to 5 percent.

transfer of monetary policy to the new
central bank, which would then issue a
single E.C. currency, the ECU.

The 1989 Delors Committee Report
on economic and monetary union set out
the three-stage blueprint that is to lead to
a single, common E.C. currency. Critics
initially chuckled at the idealistic thrust of
the report, claiming that member govern-
ments would never abandon their mone-
tary policies and national currencies to an
E.C. entity. Now, even Committee mem-
ber Niels Thygesen of the University of
Copenhagen concedes that ““the idea of
monetary union has caught on faster than
we expected.” He predicts that the ECU
will probably replace the national curren-
cies within seven years. A senior E.C.
official thinks it possible to have a com-
mon currency in 1997 or 1998.

Pat Choate, the author and corporate
researcher in Washington, is even more
optimistic. He flatly predicts a ‘““‘common
currency within five years.” He adds that
former British Prime Minister Margaret
Thatcher’s opposition was irrelevant and
that, to safeguard London’s position as a
financial center, Britain will ultimately
embrace monetary union just as it belat-
edly brought the pound into full participa-
tion in the EMS last October. Choate ar-
gues that, by promoting stable economic
relations in Europe, the ECU is good for
the dollar and the United States.

But skeptics remain. One not easily
dismissed is Nobel economics laureate
Milton Friedman, who asks rhetorically:
“Do you really think that E.C. govern-
ments will hand over control of their
economies to the German Bundesbank or
a new central bank it would essentially
control? It just isn’t going to happen.
When it gets right down to it, despite all
the lofty commitments, [the member
states] just won’t give up the power.
Those who support [monetary union] do

so because they assume they’ll control
it.”

On the Continent, meanwhile, public
sentiment appears to be swinging in the
ECU’s direction. The Paris-based Associa-
tion for the Monetary Union of Europe
recently polled 6,000 adultsin all 12 E.C.
countries and found that, of those who
had an opinion, 61 percent favored the
replacement of their national currencies
by the ECU within six years. Seventy-six
percent approved the creation of a Euro-
pean central bank. In the major countries,
pro-ECU sentiment was strongest in
France (73 percent) and weakest in Brit-
ain (37 percent). Germany was divided,
51 percent in favor, 49 percent opposed.

So, assuming all goes according to plan,
what will the ECU look like? There are
many ideas. Bertrand De Maigret of the
Association of Monetary Union says
school children will compete to design the
currency, which is likely to differ from
country to country, with only one side
identical everywhere. “The Dutch,” says
De Maigret, “can have lots of color on
their notes, and the British can still have
the Queen.” Thygesen of the Delors
Committee suggests that eminent Euro-
peans of the past, like Dutch philosopher
Erasmus, adorn the Ecu, while Choate
and others point to Jean Monnet as the
most logical and least controversial candi-
date.

There is, of course, a persuasive eco-
nomic argument in favor of the Ecu. The
recent E.C. report One Market, One
Money argues that a single currency will
save up to $25 billion annually in ex-
change transactions, and that economic
growth will be boosted by 5 percent as
investors are no longer put off by the risk
of exchange-rate fluctuations. A single
currency would also make it easier for the
E.C. to weather outside economic shocks,
like the latest oil price rise, with smaller
fluctuations in inflation and output.

Finally, in seeking an explanation for
this apparent sudden rush toward mone-
tary union, experts identify the collapse
of the Berlin Wall and the unification of
Germany as a key impetus. It was, says
one expert, ‘“as if France and the others
saw monetary union as a way to tame a
big Germany and assure that it does not
completely dominate Europe. We Ger-
mans—sensitive to our past—see our
future as part of Europe and that our only
way forward is with the Community.” €

Barry D. Wood is economics editor at the Voice of
America. His opinions are his own and not those of
his organization.
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EuroFed: Europe’s
Central Bank

Catalyst for a United Europe HILE WORLD ATTENTION HAS FOCUSED
on the 1992 single market and the opening of

Eastern Europe, a significant and at least

equally important institution is developing

within the E.C.: the single central bank, or EuroFed, which

forms an integral part of economic and monetary union (EMU).
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Since 1988, the E.C. has made some
landmark decisions regarding the mone-

W tary aspects of EMU. The most recent
\ I///// focus has been on the EuroFed and a
2 :

newed interest and support have cata-
pulted the idea of monetary union beyond
the original EMU, and may eventually
serve as a catalyst for establishing a true
European Union.

In the meantime, the need for the
EuroFed and ECU is much more basic, and
its institution is becoming vital. It is be-
coming increasingly evident that, as in
the United States in the 18th century,
this huge and populous European market
should have a single monetary authority
supervising monetary policies and issuing
a single currency to function properly and
efficiently.

There is a consensus in principle re-
garding the general features of the
EuroFed. Essentially, it will be modeled
on the German Bundesbank and the Fed-
eral Reserve Bank in the United States.
For political and organizational reasons,
however, a “European Bundesbank” is
more likely than a “European Federal
Reserve.” The German Government, for
example, might insist on the Bundesbank
model because, in the past, that has pro-
vided the very stable German mark and
very low inflation rates. The Germans
will not be willing to jeopardize this stabil-
ity by not only surrendering the mark to

, single E.C. currency, likely to be the
\\\\\\ % 7 European Currency Unit (Ecu). This re-
\

\ \\\\“\\

STEPHEN RASKIN
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an unproven currency but also agreeing
to a possibly “weak” central bank. In
addition, organizational differences, espe-
cially the greater political independence
of the Bundesbank, might make a ‘“Euro-
pean Bundesbank” preferable. The con-
sensus involves three basic concepts: the
EuroFed will be independent, committed
to price stability, and subject to demo-
cratic accountability.

Although the final features will depend
on the political process, the structure of
the EuroFed has evolved through a series
of official reports and statements, the
most authoritative of which was the E.C.
Commission’s proposal on Stage Two and
Stage Three, presented last August.

That proposal set the beginning for
Stage Two of EMU (the 2stablishment of
the EuroFed) for July 1, 1993. (Stage
One started on July 1, 1990.) That time-
table was subsequently delayed by E.C.
leaders at their October summit in Rome
at which they agreed, over the dissent of
the United Kingdom, to a starting date of
January 1, 1994. Although the national
central banks would still retain the
responsibility for monetary policies dur-
ing this stage, this would “test” the
EuroFed.

The EuroFed would participate ac-
tively in the management of the EMS,
taking over the role of the European
Monetary Cooperation Fund, and of the
foreign exchange reserves. It would also
assist in coordinating the activities of the
national central banks. Beginning with
Stage Three, the EuroFed would be
solely responsible for single monetary
policy and the single currency.

An amendment to the Treaty of Rome
is required under the Single European
Act for the EuroFed’s ‘“institutionaliza-
tion.” The final proposal suggests the
addition of the following provisions, in
which the EuroFed would:

e be committed to price stability, for ex-
ample anti-inflationary policies, and
should support the E.C.’s general eco-
nomic policies;

e be independent from national and E.C.
governments;

e be accountable only to the democratic
institutions, namely the European Parlia-
ment;

e formulate and implement the common
monetary policies and issue ECUS;

e be responsible for exchange-rate and
reserve management according to the
guidelines defined by the Council of Min-
isters;

e take part in national banking supervision
and international monetary cooperation;
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e be responsible for, and guarantee, the
proper functioning of the payment system
and of capital markets.

In addition, two special provisions re-
spond to concerns about the relationship
between the EuroFed and the national

The EuroFed will be inde-
pendent, committed to price
stability, and subject to dem-

ocratic accountability.

governments. They would ensure that
the governments could not “use” the
EuroFed for their monetary practices.
Consequently, the EuroFed would not be
able to finance public debts or grant mar-
ket privileges to public authorities in the
placing of debt. It could also not “bail
out” financially troubled governments by
guaranteeing their public debt.

The main organizational provisions of
the EuroFed include the institutional lay-
out of council, board, and president, the
relationship between the EuroFed and
the national central banks and other E.C.
institutions, and the management and
ownership of exchange reserves. They
also pertain to the instruments for com-
mon monetary policies, such as interven-
tion and open-market transactions, and
the organization of the EuroFed, such as
balance sheets and the status of person-
nel. These provisions are already in-
cluded in a draft statute presented by the
central bank governors last September,
which would be added to the Treaty by
secondary legislation.

The Commission’s proposals do not
detail the three-tier hierarchical struc-
ture of the EuroFed. The Report on EMU
issued by the Committee for the Study of
EMU in April 1989, however, outlined four
fundamental points on the institution’s
structure and organization. First, a feder-
ative structure is needed to take into
account the E.C.’s political diversity. Sec-
ond, the EuroFed council, composed of
the governors of the E.C. central banks
and the members of the EuroFed board,
would be responsible for formulating and
deciding the broad lines of monetary poli-
cies. Third, the EuroFed board, ap-
pointed by the European Council (the
E.C.’s heads of state and government),
and its supporting staff would monitor
monetary developments and oversee the
implementation of common monetary pol-

icies on a day-to-day basis. Fourth, the
national central banks would execute op-
erations according to the decisions of the
EuroFed council.

This structure is comparable to that of
a business corporation. The EuroFed
council, similar to the corporate board of
directors, formulates the policies. The
EuroFed board, comparable to the offi-
cers, enforces the policies through the
national central banks. The inter-govern-
mental conference in Rome this month
will discuss and prepare the Treaty’s
amendments, which are scheduled to be
ratified by the member states before De-
cember 31, 1992.

The agreement by the E.C. Council in
Rome in October on a starting date for
Stage Two also set the stage for a single
E.C. currency before the year 2000. This
is indicative of the strong and growing
support for the EuroFed and ECU.

The focus of the discussions has shifted
from general EMU to the EuroFed and
ECU. The issue now is not whether but
when both will be established. Whatever
the timetable, however, a number of is-
sues remain to be resolved. Of these,
sovereignty, not feasibility, is the most
important. The introduction of a single
central bank with a single currency im-
plies an unprecedented transfer of sover-
eign powers, which the member states
have, in the past, resisted relinquishing.

Many economists feel that there
should be no doubt that the E.C., for
economic reasons, must have a EuroFed
and a single currency. An economic, and
eventually political, entity, in which more
than 50 percent of all trade takes place
internally, cannot function properly with
12 currencies administered by 12 mone-
tary authorities with varying policies.

More important, however, the E.C.
needs the Eurofed and a single currency
for political reasons. Their existence will
signal a political change with repercus-
sions far beyond economic and monetary
union. If the member states can forsake
their monetary sovereignty to the com-
mon goal, they will also be able to step
beyond the single market of 1992. Mone-
tary union will then become the catalyst
for transforming Europe’s economic
union into its political union. €

Ralph J. Mehnert is a freelance writer in Minnesota
who writes for Europe on financial issues.
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What Will be the new

Major Proposes

Establishing

Leadership’s Attitude to a 66 I I d E 29
Single Currency? ar Cu

ELUCTANCE, DOUBLE MESSAGES, AND
confusion characterize Britain’s hesitant steps to-
ward European monetary cooperation. The over-
riding impression of British policy toward the E.C.
during the past decade is that of a nation being dragged
unwillingly into irrevocable pacts with countries that it views

with deep suspicion.

The recent dramatic leadership change
in Britain is bound to lead to a softening of
the tone in the debate between the
United Kingdom and Europe. But it is
perhaps too early to say in which way the
resignation of former British Prime Min-
ister Margaret Thatcher will change the
substance of London’s position on the key
issues. No one in the British Government
has any intention of lightly agreeing to
surrender national powers without being
assured that what is good for Europe will
also be good for Britain.

Britain joined the European Monetary
System (EMS) in 1979, but stayed out of
the Exchange Rate Mechanism (ERM). In
1986, it begrudgingly acceded to the Sin-
gle European Act, which bound the coun-
try to move toward economic and political
unity within Western Europe. Thatcher
criticized or opposed many proposals for
closer integration. Finally, facing deepen-
ing recession at home, Britain joined the
ERM this October.

Sir Leon Brittan, a former British cabi-
net minister under Thatcher and now
vice-president of the E.C. Commission,
declared that, by this decision, Britain
“had crossed the Rubicon” toward full
European economic and monetary union.
But the posture and declarations of the
former Prime Minister indicated that she
did not believe that any such conclusions
should be drawn from this belated deci-

i i

sion. Former Prime Minister Margaret Thatcher opposed a central European bank and single currency.

DAvID LENNON &
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The Thatcher position was that she
would not accept the idea of greater co-
operation inside the E.C. until the agree-
ments yet to be concluded were on paper.
This would certainly remain the attitude
of many members of the British Govern-
ment, including new Prime Minister John
Major, although he would adopt a less
abrasive tone.

Thatcher opposed both Stage Two of
the Delors Plan, which calls for the cre-
ation of an independent European central
bank, and Stage Three, which would cre-
ate a single European currency. Her mes-
sage, proclaiming: “A common currency,
yes, a single currency, no,” will be echoed
by her followers, who argue that such a
move would remove an integral element
of British national sovereignty. The real-
ity of integrated financial markets and the
electronic movement of capital would
seem to negate those declarations, how-
ever.

Behind this posture is the concern that
such concessions would remove from the
British Government the freedom to make
economic and fiscal decisions that are
part and parcel of the powers of a govern-
ment striving to manipulate the nation’s
economy to its own political ends—some-
times goals as self-serving as re-election.

In an attempt to moderate and slow
down Europe’s drive toward monetary
union and the single European currency
unit espoused by E.C. Commission Presi-
dent Jacques Delors, Major, as Thatch-
er’s Chancellor of the Exchequer, pro-
duced an alternative proposal. This
advocates the establishment of a 13th
currency, the “hard Ecu.” Member states
would use this as a common currency, in
addition to their own national currencies,
as opposed to Delors’ proposed single
currency.

However, some of the United King-
dom’s leading industrial companies, well
aware that British trade with other E.C.
states is growing in leaps and bounds,
have shown a marked lack of enthusiasm
for the hard Ecu. Twenty years ago, less
than one-third of British overseas trade
was within the European Community. To-
day, that business accounts for almost half
of Britain’s foreign trade, and, by the end
of the century, Britain is expected to
average two-thirds of its foreign trade
with its European partners.

Senior financial officials at a number of
large U.K. companies with extensive in-
ternational operations say they would be
unlikely to find any use for the hard ECU in
European financial transactions and bor-
rowings. This assessment comes despite
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"SHARD ECU”

The “hard ECU” is Britain’s proposal for a
new European Currency Unit that would
exist alongside other national currencies.
In effect, it would be a 13th currency,
backed by a central fund, that could serve
as a common monetary unit for Europe. In
the very long term, it might replace the
existing national currencies to become the
type of single European currency espoused
in the Delors Plan on economic and mon-
etary union.

Under the proposal announced by then
Chancellor of the Exchequer John Major
in June, the existing ECU would be con-
verted from its present form, that of a
composite currency unit, into a currency
that would not have its parity devalued in
relation to any E.C. currency.

The hard ECU would match the Com-
munity currency with the best non-infla-
tionary performance. Its exchange value in
terms of national currencies would be
guaranteed by the European central banks
who would own and manage a new insti-
tution, the Hard ECU Bank or European
Monetary Fund, which would have sole
responsibility for issuing this unit. This
institution would provide hard ECUs
against the surrender of holdings of na-
tional currencies at an exchange rate set at
an intervention margin against parity.

With a growing circulation of the hard
ECU in relation to national currencies, it
would provide a lever for the extension of
a collectively agreed non-inflationary
monetary policy among member states,
which would still retain responsibility for
their own national monetary policies.

The pace of development of the hard
ECU would be determined by the interac-
tion between the judicious supply of these
currency units by the authorities and by
market demand for a strong common cur-
rency. National central banks would be
obliged to repurchase their currencies
from the central institution if imbalances
arose. This should mean that no country
could print excessive amounts of money
with impunity, because it would be forced
to buy back the debased currency.

The Bank of England has described this
as “an evolutionary, market-based ap-
proach that would avoid a single currency
being imposed on the Community before
Europe’s economy is ready for it. Its devel-
opment would depend on whether it is
accepted by the market.”

—David Lennon

Government assurances that this unit
would not be subject to the debilitating
currency fluctuations that make it so diffi-
cult to gauge correctly the success of
international trading. Several say their
skepticism about the hard ECU is deep-
ened by Britain’s lack of commitment to
the idea of converting it into a single
European currency.

The British Government knows that
refusal to climb on the bandwagon of
monetary integration could mean a “two-
tier”” union, in which Britain would be in
the second division. Robin Leigh-
Pemberton, Governor of the Bank of Eng-
land (Britain’s central bank), said he did
not believe there would be a two-tier
union, because that “would be difficult
procedurally.” (This was a carefully
coded way of saying that he would de-
plore such a development.)

Former Chancellor of the Exchequer
Nigel Lawson, who considers it a “real
tragedy”’ that his country did not enter
the ERM five years ago, recently explained
to Parliament that there was a world of
difference between Stage Two’s goal of
“independent national central banks co-
operating closely together,” and Stage
Three, the single currency, which “is
something so far down the road that, if it
ever happens, we do not need to be
concerned about it now.”

As Chancellor of the Exchequer, Major
consistently stated that the United King-
dom would not play a “wrecking role” at
the December inter-governmental con-
ference on EMU. He also said that his
proposals for a hard ECU left open the
possibility of moving toward a single cur-
rency “if that were the wish of the gov-
ernment and of the people.”

Opinion polls show that more and more
Britons see their nation’s future as lying
within some form of European union. It is
increasingly apparent that, even within
the Conservative Party, a growing num-
ber of people are questioning the isola-
tionist declarations of Thatcher and her
followers, such as her claim that an inde-
pendent sterling is “[our] most powerful
expression of sovereignty.” All is still to
be fought over in the EMU debate, and
Britain will undoubtedly be in the van-
guard of those nations determined to en-
sure that the shape of the new Europe is
not to the detriment of the interests of
individual nations.

David Lennon is the managing editor of the syn-
dication department of the Financial Times in Lon-
don.



Margaret Thatcher is a conviction politi-
cian. As Prime Minister, her single-
minded and often ruthless drive to create a
new social fabric in Britain based on per-
sonal responsibility, freedom of choice,
and property ownership, earned her the
sobriquet “the Iron Lady.” But when her
firmness turned into rigidity and convic-
tion became deafness, she was forced to
resign after more than 11 years as her
country’s political leader.

The first woman to hold the post of
Prime Minister, she was not content to just
be something. She was very determined to
do something, and had a clear vision of the
Britain she wanted to create. Her goal was
to make people and companies more self-
reliant and less dependent on government
handouts. To this end, she sold off state-
owned companies and cut public spending
on health, education, and welfare. As she
set about these goals, the Prime Minister
made no attempt to preserve national
unity, and did not care that she was not
liked. She firmly believed that, in politics,
fear and respect are more important than
affection.

It is a truism to say that Thatcher was
much more admired abroad than at home.
Former U.S. President Ronald Reagan
and, to a lesser extent, President George
Bush admired her as 2 woman of princi-
ple. Soviet Premier Mikhail Gorbachev
also seemed to get along well with her.
But there were many other foreign lead-
ers, especially in Europe, who found her
abrasive and strident. A major reason for
this was that her political instincts were
shaped at a time when the enemy was in
Europe and the ally was across the Atlan-
tic. This explains why she was always
more comfortable with the governments
in Washington than with those in Paris,
Bonn, or Rome.

The Falklands War of 1982 made her
an international figure. The fierce and
passionate determination to fight the
Argentinean aggressor—thousands of
miles away on a virtually useless piece of
rock—startled a world grown supine in

The
Thatcher

Years
o

The “Tron Lady” Leaves a
Legacy

the face of naked aggression, both East and
West. Her decision to send troops was also
hugely popular at home, where it rekin-
dled national pride (some would say jingo-
ism), and won her re-election in 1983.

The military triumph against the
Argentinean dictator was followed in
1984-85 by her crushing defeat of the
coal miners’ union, despite the popular
belief that the power of the British trade
unions was unshakeable. That victory ef-
fectively curbed trade union power in
Britain and also put an end to other re-
strictive practices that had developed over
the previous half century to the detriment
of the country’s industries.

Thatcher thus seemed a warrior pre-
mier who, rather than shrink from a bat-
tle, actually relished it. “The adrenalin
flows when they really come out fighting
at me and I fight back and I stand there
and I know...[I am] wholly on [my]
own, no one can help [me]. And I love it.”

She loathed socialism. Indeed, one of
her worst insults was to call someone a
“crypto-socialist.” She believed that so-
cialism had been responsible for bringing
Britain to its knees by making people
dependent on government handouts.
Therefore, while battling the dragons of
socialism, she was also aiding and encour-
aging the creators of wealth. Her Govern-

ment fostered the enterprise culture in
which entrepreneurs flourished and were
held up as models for British youth. This
found its most virulent expression in the
naked greed and flashy consumption of
the Yuppies.

The liberalization of financial regula-
tions and simplification of the tax system
were designed to create a liberal domestic
economy in which those with initiative
and a willingness to work hard would be
rewarded. Inflation and unemployment
were rising when she came to power. She
declared herself determined to bring
down inflation and restore growth. She
succeeded in both of these for a while, but
inflation has now again soared into double
figures, and the economy is slipping ever
deeper into a recession.

The very characteristics that had made
her such a dominant political figure in
Britain and on the world stage were even-
tually transformed from assets into liabil-
ities. Her belief that she knew what was
best for the country, even if everyone else
disagreed, finally unseated her. She drifted
out of touch with the mood not only of
the nation but even of her own Conserva-
tive Party. In the end, her own cabinet
finally told her she had to go for its own
good.

There was a certain irony in Thatcher’s
being toppled by the very cabinet col-
leagues, past and present, whom she had
often treated with barely veiled contempt.
One of the most famous jokes of the
Thatcher years has the Prime Minister
sitting at a restaurant table with her cabi-
net colleagues. She has just told the waiter
that she will have a steak. “And the veg-
etables?”” the waiter enquired. “Oh,
they’ll have the same,” she snapped back.

Thatcher was probably too divisive to
be regarded by history as a great Prime
Minister. She certainly was a famous one,
however. Love her or hate her—and there
were many in each camp—one could
never ignore her.

—David Lennon
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“From a log cabin to the White House” is
one of the corniest political clichés of the
American dream—but if Britain’s new
Prime Minister were American, he would
perfectly fulfil that dream, and fit the cli-
ché.

The more modern cliché of American
politics, which asks “Jimmy who?” about
an unknown running for president, could
also apply to the man whom the headlines
of a number of British newspapers de-
scribed as “the man who rose without
trace” upon his election to the highest
office in the land.

Two resignations led Major to 10
Downing Street, the home of Britain’s
Prime Ministers. When Nigel Lawson quit
the Treasury last year, Major was promoted
to cabinet rank and, shortly after, propelled
into the job of Chancellor of the Exche-
quer. The forced resignation of Margaret
Thatcher in November opened his way to
lead the nation.

John Major was born in humble circum-
stances, left school at 16, worked as a
laborer, was unemployed for nine months,
joined a bank, climbed up the corporate
structure, became involved in local politics
and, at the age of 47, became Britain’s
youngest Prime Minister in 100 years. Ex-
ternally, he seems the local bank manager
type: quiet, cautious, and steady, the sort of
man to whom one would happily entrust
one’s money, a man of conservative atti-
tudes with a small “c.” The headlines pro-
claimed him “the son of Thatcher,” the
anointed heir. His pronouncements during
the short, but intense, electoral contest for
leadership of the ruling Conservative
Party—and thus the Office of Prime Min-
ister—were pure “Thatcherism.”

Married to a quiet, unassuming woman
for 20 years, and father of two children
who have never appeared in the public eye,
Major seems to be the epitome of the
respectable English middle class. His only
demonstrated passion is cricket, hardly a
game to excite either player or spectator.

- So is Major as dull as he appears to the
outsider, or is he a complex player who has
the potential to thrill the crowds? Those
who claim to know him assert that he is as
tough as any top class sportsman. Cricket
may be regarded as a gentlemanly sport,
but its top players are as determined and as
ruthlessly single-minded as any linebacker
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in the NFL.

The exterior of a well-groomed, quietly
spoken technocrat hides a self-critical per-
fectionist who endures much inner nervous
tension, according to Washington society
astrologer Leticia Parmer. On a somewhat
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Meet the Umted Kingdom’s
New Prime Minister

more authoritative note, people who have
worked with him in banking and politics
say he has a near photographic memory for
a briefing paper.

An evolutionist rather than a revolution-
ist, Major has made no dramatic changes in
the cabinet he inherited. He did, however,
have enough political horse sense to bring
his chief rival for the leadership, former
Defense Secretary Michael Heseltine, into
the cabinet as Environment Secretary, a job
that is more important and wide-ranging in
scope than its American counterpart.

About himself, the new Prime Minister
says: “Unlike Adam Smith, I am not a
moral philosopher. Nor an economist. Nor
an intellectual. I am a practical politician.”
He is also strongly opposed to the modern
inclination to put labels on people. “I in-
tensely dislike pigeonholing people. I
think they are much more sophisticated
than that—and that includes politicians.”

Perhaps his most famous comment after
becoming Chancellor of the Exchequer
was his declaration about economic policy,

that “if it isn’t hurting, it isn’t working.”
He added that he saw his job as head of the
Treasury “as a supply-side engineer in
terms of providing incentives and opening
up the possibility of people to exercise
choice.”

Thatcherism? Certainly. But perhaps his
application of hard-line, right-wing eco-
nomic policies will be tempered with a
more human, more caring social philoso-
phy. He advocates a “classless society in
which there aren’t artificial impediments
to moving from one particular area to
another.” His dislike of inflation is couched
not only in terms of its effect on the
commerce of the nation, but also its impact
on the individual: “Inflation is the most
socially divisive factor of . . . all.”

As for Europe, his one most notable
contribution so far has been the creation of
the concept of the “hard ECU,” a proposal
that attempts to bridge the mainstream
European desire to move rapidly toward a
single currency, and Britain’s reluctance to
abandon the pound by interposing a paral-
lel currency (see also p. 16). Although
originally derided as a British attempt to
delay the inevitable single currency, it may
yet prove a valuable interim tool on the
road to monetary integration.

Major will not be allowed much time to
settle into his new job. He is confronted by
two immediate and very serious tests. The
first of these are this month’s inter-govern-
mental talks in Rome. There he will be
able to demonstrate how—and if—his atti-
tude toward Europe differs from that of his
outspoken predecessor.

He will just have the time to enjoy
Christmas with his family before he has to
confront the even more explosive issue of
the Gulf. Despite his brief, and some say
unhappy, three-month stint as Foreign Sec-
retary, when he first joined the cabinet, this
is the sort of foreign affairs challenge with
which he is far less familiar.

By spring, Britain’s new Prime Minister
will have had the opportunity to demon-
strate his abilities. As he emerges from
these tests, he will then have to turn his
mind to that most important of all political
questions—how to win the next general
election, which must be held by June 1992
at the latest.

—David Lennon
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In the face of momentous political change in Europe, the U.S. and E.C. are stepping up political cooperation. Above: Secretary of State James Baker with .c.

HE WORD ON THE SEVENTH FLOOR OF THE

U.S. State Department is: Watch out for December.

If all goes according to plan, U.S. Secretary of State

James Baker ought to be ready to deliver a keynote
foreign policy address on the future of U.S. relations with
Europe that is expected to build on his “New Atlanticism”
address to the Berlin Press Club in December 1989.

That address was Baker’s bold attempt
to set out a new architecture for Europe
after the fall of the Berlin Wall. In the
intervening 12 months, change in the
form of German unification and the col-
lapse of communism in Eastern Europe

has occurred faster than many dared
imagine, and a fresh statement on the
trans-Atlantic relationship is now viewed
as desirable.

The timing remains delicate, however.
Officials involved note that December
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1990 also coincides with the the E.C.’s
two inter-governmental conferences
(1ccs) in Rome, which could launch the
Community irrevocably toward economic
and political union. Should Baker wait
until the results of the 1GCs become clear?
Or should he proffer a U.S. vision of the
new European landscape in the hope of
influencing the debate’s outcome?

The answer depends on America’s atti-
tude toward Europe’s goal of monetary
union and its more ambitious companion,
political union. Is it a threat? Or is it
something far enough down the road so
as not to require immediate attention? As
yet, no one seems too clear.

The Administration, at present, re-
mains preoccupied with the Gulf crisis. It
is said that only two top officials (Robert
Zoellick, Baker’s young counselor, and
David Gompert, Robert Blackwill’s re-
placement at the National Security Coun-
cil) are fully engaged in conceptual think-
ing about the emerging European order
and Washington’s place in the new
scheme of things.

One year after the fall of communism in
Eastern Europe, U.S. officials still face
the same difficulties: How to fit together
institutions such as NATO, CSCE (the Con-
ference on Security and Cooperation in
Europe that met in Paris in November),
and the E.C. in a manner compatible not
only with Europe’s own aspirations, but
also with American desires to preserve
maximum influence on the Continent. A
second, paramount, concern is to consoli-
date the West’s strategic gain—the end
of Soviet hegemony in Eastern Europe—
in line with the E.C.’s desire for deeper
integration among its Western European
members.

Political cooperation and political union
in Europe are concepts that many U.S.
officials still find difficult to grasp, since
E.C. efforts to coordinate diplomatic and
security policies have often failed in the
past. The process known as European
Political Cooperation (EPC), set up in
1970, suffered from obvious shortcom-
ings such as its dependence on consensus
and its lack of supranational authority.

Despite the skepticism, the State De-
partment has stepped up coordination
with the E.C., starting with the so-called
troika process. (Under this arrangement,
the foreign minister of the country hold-
ing the six-month E.C. presidency forms
a trotka with his predecessor and succes-
sor, which represents the Community ex-
ternally.)

Under Baker’s guidance, these con-
tacts have expanded to include bilateral
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James Baker at the Berlin Wall in 1989.

U.S.-E.C. consultation on areas such as
terrorism and Latin America. Earlier this
year, for example, the Administration
proposed U.S.-Japanese-European eco-
nomic development in Central America
and the Caribbean modeled on the so-
called Group of 24 approach to Eastern
Europe. In the words of one senior U.S.
official, this was an effort to ‘“determine
whether the Europeans have the interest
and the ability to act in areas in which
they had not traditionally acted.”

The Central American initiative could
just be an elaborate smoke screen to
obscure Washington’s domestic budget-
ary constraints and to transfer the finan-
cial burden to wealthier allies. But, even if
the Administration is merely intent on co-
opting Europe, the basic argument still
stands: U.S. treatment of the E.C. as a
partner in the foreign policy arena is the
first step toward acknowledging the shift
toward greater European political inte-
gration.

Other clues to this “new thinking” are
emerging in Washington. Ever since the
1989 Berlin address, Baker has sought to
follow up on his call for “a significantly
strengthened set of institutional and con-
sultative links”’ between the United
States and the Community. In keeping
with this new partnership idea, President
George Bush met with E.C. President
Jacques Delors in Washington in Novem-
ber to discuss ways to improve trans-
Atlantic dialogue.

Officials make little secret of their de-
sire to forge links with Europe separate
from the NATO security relationship that
has provided Washington with its main
leverage over its allies since 1945. The
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decline of the Soviet military threat, cou-
pled with the collapse of communism in
Eastern Europe, makes it inevitable for
the United States to broaden its relation-
ship beyond NATO.

But, as Baker has discovered, it is not
easy to define this new relationship and
terms of engagement. The U.S. pressure
for more explicit references to NATO foun-
dered on French resistance. In the end,
the lowest common denominator tri-
umphed. “It’s just like one of those old
communiqués you used to see between
East Germany and Cuba in the 1970s,”
said one disillusioned diplomat.

Plenty of signs indicate that the United
States will find it difficult to adjust to the
“New World Order,” in which Washing-
ton’s leadership is open to challenge.
French proposals for the creation of the
new European Bank for Reconstruction
and Development were initially met with
skepticism both within the Administra-
tion and Congress. At the Houston eco-
nomic summit last July, differences
among the Western allies over aid to the
Soviet Union were only barely papered
over by George Bush’s agreement that
each country should do its own thing.

Finally, the United States has reacted
impatiently to the E.C.’s inability to go
beyond the (initially impressive) response
to Iraq’s invasion of Kuwait. “You guys
need to be careful,” said one senior Ad-
ministration official, in mock repetition of
Europe’s criticism of the United States.
“You're becoming insular.”

This kind of criticism could easily grow
into serious discord if an issue directly
threatening U.S. interests were to flare
up. The failure of the General Agreement
on Tariffs and Trade’s Uruguay Round is
the most obvious case in point. For all the
talk about a new Europe, common values,
and closer institutional links, Washing-
ton’s support for European political co-
operation will soon evaporate if economic
and trade relations deteriorate. This
point was underlined by Baker in Berlin
last year: “We think that Americans will
profit from access to a single European
market, just as Europeans have long prof-
ited from a single American market.
However, it is vital to us all that both of
these markets remain open—and indeed
that both become even more open.”

Lionel Barber is the Washington correspondent for
the Financial Times. His last article, “A Future
Scenario?” appeared in Europe’s July/August 1990

issue.
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Creating A Single E.C.

“Bourse?”’

The Future of

Europe’s Stock
Exchanges

SE.C. LEADERS CONTINUE TO DEBATE THE
form that European economic and monetary union
(eMv) will finally take, important regulatory mea-
sures already in place are transforming the future of
European stock markets and are forcing a pace of change that
may eventually lead to the creation of a single E.C. stock

exchange.

The recent liberalization of capital con-
trols and the new freedoms of financial
institutions to operate across E.C. bor-
ders, as contained in the E.C. Commis-
sion’s proposed Investment Services Di-
rective, have created a special situation in
Europe: While international stock mar-
kets have experienced setbacks in the
past three years, Europe’s exchanges
have been forging an infrastructure de-
signed to revolutionize trading in securi-
ties and to handle dramatically higher
volumes than in the past.

Deregulation in national markets has
been one impetus behind the recent
growth of Europe’s bourses. The ap-
proaching single market and rapidly in-
creasing competition for a share of the
financial services pie have also played a
part. Perhaps most significantly, the im-
pending flux of new capital from both
European and outside investors is
contributing to a rush of adrenalin in the
veins of the courtiers from the Old Conti-
nent. At a summit in Dublin in November,
officials from the E.C.’s 12 national stock
exchanges agreed to further rationalize
their listing and accounting procedures.
Many see this system, called Eurolist, as
further facilitating cross-border trading
and preventing the fragmented informa-
tion flow that previously threatened pan-
European trading.

The need to accommodate new inves-
tor demand and the challenge posed by

COLIN WAUGH B
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Thanks to liberalized capital controls, Europe’s stock exchanges are doing brisk business. Above: London.

the influx of outside capital go hand in
hand with the technological revolution
sweeping through financial markets
worldwide. Europe’s most established
centers, such as London’s International
Stock Exchange (ISE), currently dominate
international securities activity in the
Community. Procedures already adopted
in Frankfurt, Paris, and other cities, how-
ever, which allow for more rapid settle-
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ment of transactions and other features,
may give these bourses an edge in the
future.

Moreover, outside these three big fi-
nancial centers nestles a vibrant stratum
of secondary and regional stock markets,
such as Lyon, Munich, and Edinburgh.
These bourses are fighting to preserve
and develop a niche for themselves, and
to exploit what traditional advantages
they may have had in the past as they go
into a high-tech trading future.

With the United Kingdom’s dereg-
ulatory “Big Bang” in 1987, a whole new
vista opened up for stock exchange deal-
ers in London. They could at last charge
whatever commissions they liked and
compete for business inside and outside
their own accounts simultaneously during
a full trading day. (The traditional proce-
dure on the Continent until then had been
a single daily auction for each share with
dealers not permitted to trade for their
own accounts.)

The ensuing climate of lower transac-
tion costs and greater liquidity attracted a
significant amount of business away from
other European exchanges. At present,
an estimated 80 percent of all cross-
border trades in European stocks are
carried out on SEAQ International, the
ISE’s trading system.

Consequently, Continental exchanges
began changing their own regulations to
win back business from London. So far,
this struggle has been frustrating, but
changes now under way are redressing
this imbalance. In France, fixed commis-
sions have been abolished and clients can
deal all day using the order display sys-
tem for stocks listed on the cac 40 (the
Compagnie des Agents de Change is
France’s equivalent to Standard and
Poors in the United States). In addition, a
dual market now exists, as in London, on
which large blocks of shares can also be
traded outside the central exchange.

A similar parallel-type market has been
launched in Frankfurt. Among the big
three European stock exchanges, this city
has most recently thrown off the shackles
of regulation and oligopoly in share deal-
ing. Traditionally dominated by Germa-
ny’s commercial banks, the German stock
exchanges today use arguably the fastest
and most secure settlement system avail-
able in Europe: This allows 100 percent
of trades to be settled in two days, as
opposed to five days or more elsewhere.

In addition, some see the German In-
ter-Bank Information System (IBIS) as the
leading contender among the currently
available unified systems combining quo-
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tation, settlement, and trading functions.
Next spring a new link, known as BOSS
(Borsen Order Service System), will al-
low individuals to buy stocks by walking
into their local bank and placing share
transaction orders directly from their ac-

Deregulation on national
markets has been one impe-
tus behind the recent growth

of Europe’s bourses.

counts to the stock exchange.

In terms of future growth, Frankfurt is
also well placed to take advantage of
developments in Eastern Europe from a
strategic and geographic point of view.
With Western capital heading for East
Germany and the other newly liberalized
economies of the former communist bloc,
the Federal Republic seems the natural
choice for companies seeking to raise
funds on the open market.

As the E.C.’s big-name exchanges try
to wring out as much business as possible
from international institutions and indeed
from each other, a score of lesser known
financial centers are percolating a brew
fit to satisfy more specialist tastes in
European securities trading. Among
these “second-tier” contenders, cities
like Geneva and Edinburgh have a long
history of international money manage-
ment and are consequently well known to
institutional investors.

More than 35 percent of investment
trust assets in the United Kingdom are
managed in Scotland, and in terms of
employment, the financial services sector
is the fastest-growing in the country.
These facts, combined with Edinburgh’s
strong university city status and proxim-
ity to a major financial center, have led
people to refer to Scotland’s capital as
“the Boston of Europe.”

The French city of Lyon is the home of
the country’s second-largest stock ex-
change. With a market capitalization of
nearly 100 billion French francs ($18.7
billion) and a transaction volume of 47
billion French francs ($8.8 billion) in
1989, Lyon is well established as both a
regional center and a specialist in bring-
ing new and growing companies to public
quotation.

On the E.C.’s northern shores, Danish
stock market technicians and marketeers
hope that their innovations will make Co-

penhagen a little more important to Eu-
rope’s money managers over the next
few years. Traditionally a center of bond
trading (the fifth-biggest in volume in
Europe), the Kobenhavns Fondsbors
hopes that its “Project 1993” will estab-
lish the Nordic city as a viable competitor
for European securities business in the
coming era of financial integration.

The future of European securities re-
mains unclear at this point. It may be
characterized by dealers sitting in rooms
surrounded by different IBIS, SEAQ, CAC,
and other screens, gaining access to
quotes in different financial centers. An
alternative to this scenario might be the
creation of a single quotation, execution,
and clearing system that could logically
lead to the creation of a single E.C. stock
exchange.

This latter scenario could be achieved
by PIPE (Price Information Project Eu-
rope), which was launched in September
1989 by all European exchanges. While
originally intended to provide users with
standardized information, PIPE could ulti-
mately become an integrated clearing
and settlement system for users through-
out the Community as well.

The idea of an E.C. stock exchange has
influential backers. Régis Rousselle,
President of the Paris Bourse, claims that
the creation of a European stock ex-
change should be a natural political devel-
opment within an integrated E.C. econ-
omy. In fact, he recently criticized the
Investment Services Directive as being
inadequate for the creation of such a
market, since it allows regulatory powers
to be maintained at the national level.

Indeed, many future risks and opportu-
nities will be influenced by the regulatory
environment and approaches by the E.C.
governments to their financial services
industries. In that vein, for example,
share turnover taxes have been abolished
over the past year in Spain and the Neth-
erlands.

Dominance in the past by no means
guarantees pride of place in the future for
traders and stock exchanges in a newly
integrated European economy. The
trends currently under way in the politi-
cal, regulatory, and, above all, trading
technology areas are set to create new
locations and new outcomes in the E.C.
financial marketplace of the future. €

Colin Waugh is a freelance writer specializing in
financial issues. His last article, Questions and An-
swers on Hard Currency appeared in Europe’s Novem-
ber 1990 issue.



Norbert Walter

orbert Walter, Chief Econo-

mist of the Deutsche Bank

Group, speaks out on eco-

nomic and monetary union

(EMU), the EuroFed, Ger-

man unification, and in-
vesting in the former GDR in an exclu-
stve interview with Europe’s Editor-in-
chief Robert J. Guttman in Washington,
D.C.

What would you like to be the result of the inter-
governmental conference on EMU in Rome this
month?

I would like to see the Twelve go ahead
with their commitment [to economic and
monetary union] and to decide not only on
the criteria but also on the schedule.
Deciding on criteria alone doesn’t neces-
sarily mean enough for the political pro-
cess. To get the process going, you need
an agenda and a schedule.

What would you like the commitment to be?
First of all, if there is agreement that
Europe should head for political integra-
tion, I would strongly favor a federal
Europe over a centralized and bureau-
cratic one. The model for me is the Swiss
canton, rather than a centralist French or
British solution to a European constitu-
tion. If this could be agreed upon, I would
strongly favor European monetary union,
including the single currency and central
bank, being completed by the 1990s.

What is your definition of a “federal Europe?”
That only a minimum of political issues be
dealt with at the central level. This would
include military, foreign, and interior pol-
icy, but certainly not cultural policy or
economic structures. These should be
dealt with only at the national and re-
gional levels.

Do you agree with German Chancellor Helmut
KohI’s position that a European central bank
should be genuinely independent from the vari-
ous governments and must pursue a policy
geared toward price stability?

Yes. I very much agree with the Delors
Report’s statement on Stage Three [of
EMU], which is very much in line with
Helmut Kohl's position. Kohl is just re-
flecting the view that is held generally in
Germany and particularly by the
Bundesbank.

Would you like the European central bank to be
modeled after the U.S. Federal Reserve or the
German Bundesbank?

I think the Federal Reserve is not that
different from the Bundesbank. It is gen-
erally independent as well, possibly not as
much as the Bundesbank, but formal inde-
pendence does not explain all. The
Bundesbank’s factual independence has
to do with the very strong public support
of such autonomy in general. And since
the general support for such an indepen-
dent central bank in Europe is growing,
such a solution could be as viable at the
European level as it is has been in Ger-
many for the past 45 years.

How do you see this developing? Do you see
one central bank or many banks?

The national central banks will be part of
this federal system, but they will have to
accommodate their European monetary
policy in that regard with a majority vote.
That’s how we will arrive at a European
monetary policy. I also think we should
have one single European currency right
from the start.

Won’t Europeans resist giving up their own
currencies?

It will be hard, that’s true. At some point,
however, you have to find out whether it
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Deutsche Bank’s Chief
Economist Speaks out on
EMU, EuroFed, and
German Unification
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is feasible to pay the costs of keeping 12
currencies or even more, if you consider a
Europe with 20 or possibly 24 members.
If we want to become a single economic
entity, a single European market, it be-
comes unacceptable to exchange money
at 20 borders and to accept the exchange
risks involved with such a solution. Just
imagine for a second the reintroduction of
50 currencies in the United States. It
seems that the implications would be so
strong that Californians and Texans
would be quite prepared to discuss a
single currency.

Will the single market come into effect on
January 1, 1993, and are you optimistic about
it?

First of all, we will declare victory in any
case. Second, the most important ele-
ments of the single market will be com-
pleted by then, and those that are still
being worked on will not be far behind.
Business has decided to embark upon
Europe, and although politicians may be
lagging behind in one country or another,
they are for the most part geared to
comply with the process and to fulfill their
obligations.

In the single market, how do you see Deutsche
Bank establishing a presence throughout the
European Community?

We certainly are aiming for a European
presence, but we won’t be a retail bank to
the degree we are in Germany. We will
certainly be an investment bank all over
Europe. There is no such thing as a
European bank for all banking functions
throughout Europe. I believe that na-
tional banks will continue to dominate the
main markets.

How would you define political union? Do you
see a centralized foreign policy?

There has to be [a centralized] military
and foreign policy, without which, I don’t
think, we would have the central func-
tions of the state. For that purpose, there
has to be a larger budget [and] better
democratic representation. In order to
ensure the federal character of the sys-
tem we have to have two chambers, one
to represent the European citizen, and
the other representing the nation states
or the regions.

Would you make the European Parliament more
significant than it is now?

It has to become much more important
than it is today, otherwise Europeans
wouldn’t identify themselves with such a
body.
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Do you feel that it is necessary to have political
union before economic and monetary union?

No, I don’t, but there should be a commit-
ment in terms of substance and of timeta-
ble. I would argue that the next European
Parliament elections should increase the
importance of [that institution], and the
next general election in Europe should be
for the new Constitution and for the two
new chambers, so that by 1998 we could
have something like a Federal Europe.

How optimistic are you that this will happen?
I would argue that we certainly would not
find a majority today for such a schedule,
but national surveys don’t say much about
the reality. I think a number of events are
very important in pushing us ahead: The
breakdown of the postwar economic and
political order, the dissolution of the War-
saw Pact and, consequently, the empti-
ness of NATO, supports a European search
for identity and destination. So, vacuum
as much as desire are creating the trend
toward a more politically and economi-
cally cohesive Europe.

Moving on to Eastern Europe: Is Deutsche Bank
telling its customers to investigate investing in
Eastern Europe and the Soviet Union?

We don’t need to, because it’s happening.
Our customers ask us how to provide
them with domestic finance, or, if, as in
many cases, they don’t need the finance,
we try to provide consultation at other
levels. We will provide a full banking
sector for them in the former East Ger-
many. Our business there is on a very
large scale with 140 branches and about
10,000 employees.

How long will it take to bring former East
Germans up to West German standards?

In terms of income, I think it will be about
five years before they consider them-
selves on an equal level.

How much will this cost in the end?

Less than the revenue. I'm pretty sure
that most of the costs will be paid by the
citizens themselves, as was the case in
the Federal Republic after 1948. But, of
course, there will be a budget deficit,
which will be in the order of 100 billion
marks this year and 130 billion marks
next year. That consequence makes up,
say, three-quarters of the unification pro-
cess. But it’s certainly less than the cost
of bailing out the Savings and Loans [in
the United States], so it seems to me
quite an interesting investment.
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ANALYSIS

Treaty—in January 1994.

For the current development of Euro-
pean integration, progress toward EMU
has a double significance. It can be seen
as the natural complement of the full
realization of the Single European Act
and of the 1992 single market. European
citizens will only fully benefit from the
positive effects of the common market
and cooperation if they can use a single
currency, and if the member states can
reinforce their cooperation, and conse-
quently converge their macroeconomic
policies.

To be fully effective, EMU requires a
qualitative institutional jump that will
bring the Community considerably closer
to political union. A new frontier is taking
shape—Ileading toward a European
Union—with two imperatives: efficiency
of action and democratization of the deci-
sion-making process. For EMU, five op-
tions must be addressed.

A single monetary policy

This is an essential element of monetary
union, required for full credibility and
stability.

But what does a single monetary policy
mean in terms of the centralization of the
monetary institutions? To achieve a single
monetary policy simply through a system
of coordination between national central
banks would not be possible given the
day-to-day nature of monetary policy and
the need for clarity and consistency for
monetary stability. Given the character of
the E.C., a federal structure for the Euro-
pean monetary institution seems essen-

A New Frontier
Takes Shape

HE PROSPECT OF EUROPEAN ECONOMIC
and Monetary Union (EMU) has become a reality:
Stage One began on July 1, 1990, and Stage Two will
start—after the ratification of changes in the

tial (this is why I suggested the name of
EuroFed). The German Bundesbank and
the U.S. Federal Reserve offer good ex-
amples of efficient monetary institutions
on which we can base our ideas.

The content of economic union
Historically, the E.C. has advanced
through a process of dynamic disequilib-
rium. For example, the internal market
led to the Single European Act, which
promoted the implementation of common
policies in related fields. Similarly, mone-
tary union will promote economic union
with the same spillover effect.

However, it would be dangerous to

E.C. Commission President

Jacques Delors, in exclusive
comments for Europe,
presents his views on EMU,
the EuroFed, and the ECU.

DECEMBER 1990 25



allow the monetary side to proceed more
quickly than the economic side. This is
especially true for the period in which the
consequences of the single market are
being felt ever more intensely in member
countries. A certain parallelism must be

maintained, although there is consider-
able room for disagreement over its ex-
tent and over what constitutes economic
union.

Intimately linked with this question is
the matter of budgetary constraints: How
strong should such constraints be and
how should they be exercised? This is
clearly not simply a technical question. It
has political overtones, but that should
not prevent us from thinking about tech-
nical solutions, such as the balance be-
tween savings and investment or the
overall competitiveness of an economy.
After all, these concepts are behind our
concerns about excessive budget deficits.

A second question concerning eco-
nomic union is the principle of
subsidiarity. What has to be done at the
E.C. level and what can remain at the
level of member states?

The report of the ad hoc group that I
chaired suggested leaving the lion’s share
of budgetary decisions to the member
states. The E.C. budget, for example, is
not likely to rise above 8 percent of total
public expenditure in the Community in
the foreseeable future. This would leave
92 percent of spending decisions in the
hands of national authorities. They would
therefore maintain the main areas of ex-
penditure, such as social security ar-
rangements, education, defense, culture,
and, of course, the corresponding reve-
nue-raising decisions.

This leads to the third question on
economic union: How to bring about the
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necessary coordination between national
budget policies and E.C. monetary policy?
Although the EuroFed’s prime aim of
monetary policy will be price stability, it
will also have to support the general
macroeconomic policy decided by the

Community. An institutional solution
must be found to manage this consistency
requirement between a single monetary
policy and a mixture of budget policies.

The 12 member countries have agreed
to share a part of their sovereignty on the
condition that each region has an equal
chance to develop. If it is difficult to
foresee the extent to which EMU will fa-
cilitate or compromise this goal, this must
be taken into account after reviewing the
effectiveness of the E.C.’s structural and
regional policies during 1991.

EuroFed’s democratic and political
accountability

There is no doubt that the EuroFed will
be independent of instructions from both
E.C. and national authorities. This neces-
sary condition adds to the institution’s
credibility and to its basic objective of
price stability. Nevertheless, the
EuroFed’s accountability to public opin-
ion and other institutions remains a ques-
tion yet to be answered.

The content of Stage Two of EMU
Stage One is a test of whether the Com-
munity can proceed further on EMU. That
test takes two forms:

e First, the Committee of Central Bank
Governors is to become the principal
body to discuss the Community’s mone-
tary policies and their coordination, as
well as external monetary relations. If the
Committee of Governors, which is the
embryo of the future EuroFed, does not

acquire this influence, it will not be possi-
ble to move forward to create a European
central bank.

e Second, economic coordination must
progress from the simple academic exer-
cise it tends to be at present. For this
reason, a new Convergence Decision, set-
ting up a framework for a multilateral
surveillance process within the E.C., has
been put in place for Stage One.

Stage Two, although it would be a

short phase, is necessary on two main
grounds, one political, the other tech-
nical:
e [t gives those countries not in a position
to enter EMU immediately the time to
catch up with the rest of the Community.
e It gives the EuroFed the necessary
learning process, both institutionally (to
earn the credibility necessary for an effi-
cient central bank), and technically (to
consolidate its policy-making expertise).
The public and the markets could also
benefit from such a learning process, in
which the European Currency Unit (ECU)
must play a significant part.

The role of the ECU
EMU requires a single currency for psy-
chological, political, and economic rea-
sons. Only the adoption of a single cur-
rency can realize the full benefits of EMU.
For example, transaction costs will not
be eliminated without a single currency.
Furthermore, if national currencies con-
tinue to exist, markets will not easily be
convinced that rates have been irrevoca-
bly fixed. Exchange risks will therefore
remain and interest rates will be higher
than necessary. Indeed, business survey
evidence shows that firms would over-
whelmingly prefer a single currency to
fixed exchange rates. The single cur-
rency should therefore be adopted as
quickly as possible. Once monetary sov-
ereignty is transferred to the EuroFed,
there will be nothing to be gained by
delaying the move to the single currency.
Just as the E.C. will not choose one of
the existing central banks to become the
European central bank, so the single cur-
rency cannot be one of the national cur-
rencies. This must be the Ecu. For this
reason, the ECU should be allowed to de-
velop both inside and outside the E.C.
Now more than ever before in its his-
tory, the E.C. is under pressure to define
the level of its ambitions and to take up
the responsibilities of a group of wealthy
countries, rich in historical, cultural, and
material potential. The Community must
therefore demonstrate its ability to take
up this challenge.
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N OR YEARS, THE TINY VILLAGE OF FOURONS
has been a thorn in the side of the Belgian Govern-
ment, drawing attention from the press and foreign
correspondents. Why? Because, although Fourons is

largely French-speaking, it is administered by Flanders, Bel-

gium’s Dutch, or Flemish-speaking, northern half.
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As Belgium enters the 1990s, federalization has helped the country to overcome its lingering linguistic divi-
sions. From left: The E.C. Commission, the Grand’ Place, and the Atomium, in Brussels.

B The Country Favors Closer European Union M
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When thousands of rebels invaded the
north of Rwanda in October, nobody
would have expected Europe to get in-
volved in this latest outburst of tribal vio-
lence. Yet, a few days after the invasion,
the presidents of Kenya, Uganda, and Bu-
rundi asked the impossible: If Europe talks
about political union, then it should have
an army. So could not a contingency of
E.C. soldiers be sent to Rwanda as a peace-
keeping force?

Back in Brussels, Belgian ministers felt
rather uneasy about the idea. They had
already tried to convince Rwanda and
Uganda that, if it had to keep a close eye
on the cease-fire, a force should be drawn
directly from the ranks of the Organiza-
tion of African Unity. Instead, Africans
were now pinning their hopes on an army
existing only in the imagination of the
most optimistic enthusiasts of the future
united Europe.

That situation, plus the talk about co-
ordinated European participation in the
Persian Gulf, showed E.C. leaders exactly
what they will be facing in Rome this
month, when they open the Pandora’s box
of political union. Defense, in fact, will be
the hottest of all the political issues. In-
deed, pressure may be building on the
E.C. to put together an army appropriate
for its emerging international role, al-
though few E.C. countries really want to
take such a step at this time.

The October meeting of E.C. Foreign
Ministers in Asolo, Italy, clearly showed
the divergence: Italy, Spain, Portugal, and
Belgium were at one end of the spectrum,
ready to move toward a common defense
policy; France and the Netherlands
showed more reluctance; Germany re-
mained silent on the issue; and the United
Kingdom, Ireland, and Denmark, asked
“to slow the pace on security and de-
fense.” French Foreign Minister Roland
Dumas declared after the meeting that
France would accept transfer of sover-
eignty to the E.C. “as long as [France]
could still decide whether to make peace
or war.”

This is the sort of dramatic declaration
that no Belgian minister would dare risk.
Instead, Belgium is more pragmatic, not-
ing in its proposal on political union in

Belgian Prime Minister Wilfried Martens.

March that the “new international con-
text” calls for a common foreign policy, in
which defense is an “essential aspect.”

Joint action in foreign policy and de-
fense is only one of four basic principles
included in the Belgian proposal. The
second principle would give the E.C.’s
Council of Ministers, which directly rep-
resents the 12 national Governments, a
right to take decisions based on a qualified
majority vote. Unanimity—currently
needed for all fiscal, labor, and health
issues—would be reserved only for deci-
sions regarding new members, changes to
its Treaties, or transfers of powers from
member states to the Community. This
would, Belgium hopes, give the Twelve
more flexibility in dealing with such
“hot” topics as a common tax policy.

To eliminate what is known in Eurojar-
gon as the “democratic deficit”—the im-
balance of power weighted in favor of the
Council—Belgium has made a third sug-
gestion: more legitimacy to the European
Parliament’s 512 deputies. The goal is to
make both the Council and the E.C.’s
executive body, the Commission, more
accountable to the citizens of Europe. One
idea, for instance, would be to allow
Members of the European Parliament

Belgium’s Plan for a United Europe

® BETTMANN NEWSPHOTOS

(MEPs) to elect the Commission’s presi-
dent.

A fourth objective concerns “subsidiar-
ity.” Belgium proposes that any new
treaty incorporate subsidiarity as envi-
sioned by former Italian MEP Altiero
Spinelli: “Union works only for those
tasks that can be better solved together
than separately.” Spinelli’s famous report
on European Union in 1984 was approved
in Strasbourg by a majority of 237 depu-
ties, with 43 abstentions, and only 31
votes against it. Six years later, E.C. leaders
have started taking the idea seriously.

Since the onset of the Gulf crisis, Bel-
gium’s political parties have developed
positions on the possibility of a military
E.C. force. The socialists, who form part
of Prime Minister Wilfried Martens’ co-
alition, envision nothing less than an inte-
grated military command among E.C.
states, similar to that of NATO. They also
feel that the E.C. should absorb wholesale
the functions of the current Western Eu-
ropean Union, which loosely groups to-
gether the defense structures of nine E.C.
member states. However, the Social
Christian faction of Martens’ coalition has
taken a much softer stance: There is no
question, for example, of taking new ini-
tiatives that would inadvertently alter
NATO’s role and thus endanger upsetting
traditional relations with the United
States.

Seeking a compromise between loyalty
to Washington and the radical line en-
dorsed by socialists, Belgian politicians
might well consider that one way to build
a European army would be to give it
humanitarian objectives. Said Foreign Af-
fairs Minister Mark Eyskens recently on
the situation in Rwanda: “I see a political
union in which Europe might eventually
accept to dispatch forces to prevent geno-
cides or enforce peaceful relations in the
world.

“But this is still premature. I can’t envi-
sion Danes, Britons, or Italians sending
troops under a European banner to act asa
buffer between the rebels and government
forces in Rwanda.”

—Christophe Lamfalussy
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The village first made headlines in
1986 because its French-speaking mayor,
José Happart, consistently refused to
take an examination that would have re-
vealed his poor knowledge of Flemish.
“Why should I conduct all official acts in
Flemish if most people here speak
French?”’ he asked. “Because Fourons
belongs to Flanders,” retorted the Flem-
ish, insisting on their right to administer
affairs on “their”” soil in their language.

Angry demonstrators flocked to the
village, the Government held late-night
meetings to find a solution, and journal-
ists converted Fourons’ pubs into press
rooms. With its sparse population, the
little farming village unwittingly found
itself at the center of a national political
crisis. Happart, a member of the Socialist
Party, became the most revered political
leader in polls conducted across Franco-
phone Wallonia—and the most hated in
Flanders.

While most foreigners remember the
affair as a symbol of Belgium’s long-
standing linguistic division, radical
changes took place in the 1980s. Most
dramatic was the federalization of Bel-
gium into separate ‘‘communities” during
that decade. This provided the French-
and Flemish-speaking communities with a
firm grip on matters such as their own
economy, education, public works, envi-
ronment, health, and cultural affairs. It
also regionalized the national budget.
Most of all, it provided Belgium with
political stability: Wilfried Martens is now
entering his 12th consecutive year as the
country’s prime minister.

The bad news is that there are now 54
ministers, some of whom share the same
responsibilities at the national and re-
gional levels. In a country where taxes
are among the highest in Europe, many
citizens feel that so much political repre-
sentation simply costs too much, espe-
cially for a population of less than 10
million. Says José-Alain Fralon, former
Brussels correspondent for the French
daily Le Monde: ‘“The danger for Belgium
is not that this administrative multiplicity
will address only what is strictly neces-
sary, but that it will proliferate. These
under-ministers strive for legitimacy and
persist in shelling Belgians with useless
decrees, unnecessary decisions, and po-
litical discourse ground in past disputes.”

On the international front, things look
brighter. Belgium is seriously attending
to its relations with the rest of the world.
At the European level, Happart, that for-
mer symbol of Fourons, is now a member
of the European Parliament. A farm lob-

byist, he must now battle with E.C. agri-
cultural issues. Although a firm believer
in a “Europe of regions” (as opposed to
one of nations), Happart nevertheless
maintains a certain skepticism about the
problems of language in Europe: After a
fierce television debate with one of Bel-
gium’s leading Flemish Social-Christians,
he went on record admitting that “after

all, everybody will speak English in 20
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