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In the seven minutes that have been allotted to me I want to offer some brief observations on four topics: (1) the EMU (2) the new Pact on Competitiveness (3) economic growth and lastly (4) the G-20. 

The Monetary Union suffers from a congenital defect. It is that France and Germany have different views of what the nature of the Monetary Union should be. France wants important economic decisions to be made by politicians with the practical consequence that imbalances would be distributed over surplus and deficit countries and that the ECB would facilitate this. Germany (and The Netherlands) want fundamental economic decisions to be laid down in the Treaty itself: an independent ECB, priority for price stability, government’s budgets in equilibrium and no bail-out, with the practical implication that deficit countries should fend for themselves. These different views have been papered over but not reconciled. Nor is it likely that they ever will be. It is thus to be expected that after this crisis has disappeared - whenever that may be - further crises may well occupy the minds of our successors. 

It has now been proposed that a country which fails to close the gap between its debt level and the EU-limit of 60% of GDP by 5% each year would be fined[endnoteRef:-1]. Is this credible? Do we see Italy do that? Or Belgium? The stability and Growth Pact was a solemn treaty which would be strictly observed. It was trashed after a few years. The EMU is a Boulevard of Broken Promises and fines will continue to be subject to political bargaining.  [-1:  FT, 16/3; Volkskrant, 14/3/11
] 


The new pact is supposed to improve Europe’s competitiveness. If that is the aim, why not deepen the internal market, for example, by restoring the Directive on Services to what it originally was as proposed by the European Commission.[endnoteRef:0] But that is most unlikely to happen. Too much competition.  [0:  The Economist, 12/3/11
] 


There are the ins and there are the outs. The ins are 17, the outs are the rest. The pact is addressed at the euro-zone ins. But half of the proposed measures affect the internal market, thus also the outs. Is this a two-speed-Europe in the making? If the ins were to hold separate summits, that would be a big step towards the two speeds. So that should not happen. 

The European Parliament wants to strengthen the Competitiveness Pact. Perhaps it will. It lives in a federal fantasy. It wants in everything “more Europe”, even if the citizens of the European Union don’t. This means that it is no longer representative of these citizens. There is therefore a real democratic deficit: unelected officials wield a great deal of power but the European parliament does not provide a check in accordance with the citizens of Europe. 

The latest idea to come out of the European Parliament is that of the Eurobonds, which would take the place of the sovereign debt of the most heavily endebted countries. Mr Verhofstadt, former prime minister of Belgium, is in particular enamoured of this idea. The interest that these Eurobonds would bear, he says, would be a European average. [endnoteRef:1] That would make them unattractive for Germany and The Netherlands. A more important reason would be that they would form a monetary veil which would shield the debtor-countries from the market. But since promises are not kept, the only thing that can discipline profligate countries is the market. This idea should be firmly rejected.  [1:  De Volkskrant, 13/12/10
] 


What is needed, is strong sustained economic growth. It doesn’t do to try and force the Irish to increase their corporation tax rate. According to the OECD, a 1 percentage point increase in corporate tax may lead to 3,7% fall in foreign direct investment, which the Irish badly need. The French government is always afraid of fiscal competition, to protect its high-spend high-tax economy. But Europe is taxed too much as it is. A little fiscal competition would do it good. 

Mr. Van Rompuy has said that the European Union must double its economic growth. Agreed. But then he adds: in order to safeguard “the European way of life”. I take this to mean the Welfare State. But this gets us into a Catch-22-situation: if we want more economic growth, we must reform the welfare state; if we don’t we won’t grow. 

Harold MacMillan said: “You’ve never had it so good”. Let me say: “We’ve had it far too good”. 

Let me make a last remark on the G-20. Mr Strauss-Kahn has not been kind to the G-7. In Istanbul in 2009 he complained that its meetings were “ a bit without substance” and “floating in the clouds with communiques which no longer interest anyone”[endnoteRef:2]. Instead he wants to focus international economic policy on the G-20, which includes leading emerging market economies such as China, India and Brazil.  [2:  France 24, 3/10/09
] 


Would that be an improvement? A report by 18 former ministers and central bank governors led by Michal Camdessus has proposed that each member of the G-20 would act on behalf of a group of smaller economies [endnoteRef:3]. But that is precisely how the IMF is organised. So what would the added value of the G-20 be? Would it not be better to stay with the IMF and reform it to take the new economic realities into account, as seems now to be happening, instead of engaging with yet another organisation?  [3:  FT, 9/2/11
] 
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