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By IRWIN STELZER

i 11.5. President

I t,—'.:w Harry Tramarn,
b3 % weary of hearing

¢ e his economists
& e ooneclude “on the

. one hand, but then

on the ather hand” famously
asked for a one-armed economist.
He's fortunate he never found ane.
Far any economist who feals
cartain about his reading of the
economic tea leaves, who sees no
“other hand,” is, to put it mildly,
more than a little overconfident.

All by way of excuse for this
attempt to figure out ust what is
going on n the Enropean Unicn
and euroland

om the one hand, things are
brighter than they waere last year,
when the areas’ economiss wera
contracting at a rapid rate. No one
is expecting that dismal
performance to be repeated this
year or next. But on the other,
neither is anyone expecting
amything like satisfactory growth.
The Economist Intelligence Unit is
guessing that growth will be at an
armual rate of 1.0% and 11%, this
year and in 2011, respectively.

The move out of recession is
the result of an increase in
exports. on the one hand that's
good news: Otherwise, the EU
economies would continue to
shrink. But on the other hand,
some of the mereased exports,
especially those from Germany to
other enrc-zone countries, are
exacerbating serious imbalances.
Germany's trade surplus with its
EU partners is causing serious
problems, especially for the
struggling periphery countries.

“Germany’s.. . trading partners
cannot sustain deficits forever,”
notes the Economist.

Germany's surplus is its EU
partmers' deficits, which they have
to finanee by borrowing. And
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borrowing is precisely what
Greece and similarly sfuated
couniries nead less of. Enropa
needs Germany to base more of
its growth on domestic demand,
its conswmers to start spending
and stop paying down debt,
neither of which they show signs
of doing.

Germany’s surplus is its EU
partners’ deficits, which
they have to finance hy
borrowing,

As Jefferies, the securities and
imvestment-banking firm, points
ont in its latest report,
consumption n Germany comes to
only 57% of gross domestic
product, comparad with closer to
70% in the U.5. and the K.

Then there is the news coming
ont of Berlin, Athens and Erussels.
Greece won't cut spending unless
it is gnaranteed that its eurc-zone
partners will somehow enable it
to borrow at lower interest rates.
oOtherwise, argues Greek Prime
Minister George Papandreow, the

premium the country now pays—
maore than three percentage points
above what Germany is charged—
will eat up a good portion of the
savings from his austerity
Prograrn.

But German Chancellor Angela
Merkel, after dithering and trying
to find some way to avolid
becoming the banker of last resort
for proflizate, inefficient members
of the euro zone, finally kit on an
alternative. She told Mr
Papandreon to take his troubles to
the International Monetary Fund,
outraging her eurc-zone partners
who find that a humiliating
admission of their inability to
manage their currency wirhout
outside halp.

As Mrs Merkel's partners see
i, Greace would be merely the
first domino to fall. Spain might
well be next. Its socialist
government is having some
second thoughts about the extent
and speed at which it should
impose an austerity program,
mflicting pain on public-sector
waorkers, or begin cleaning up the
mess In s banking system The
country's 44 small rezional banks,
or cajas, have some half of their
%18 trillion in assets tied up in

property loans. Of thoss,
somnewhere between 3220 billion
and $330 billion (estimates vary)
are loans to property developers,
many of which are in no position
to repay. The government says
one-third of the cajas are
msolvent, and is hoping to solve
the problem by organizing
metgers with healthy institutions,
but is nmning nto opposition
from regional politicians, who
would much prefer some sort of
bailout. If the IMF rescue team
heads to Europe it might ust as
well wisit Madrid as Athens, pain
averse Spanish politicians might
decide.

All of these problems have
driven the euro down from its
November peak of around $1.50 to
about $1.37. With the 1.5
BCONOITY recovering at a mote
rapid rate than Europe's, and with
the Federal Reserve likely to raise
nterest rates sooner than the
European Central Bank, experts
are expecting the euro to continue
to weaken against the dollar. on
the one hand, this is good news.
Europe’s exporters now find their
goods more competitive In world
markets, even against those made
n China, which pegs its yuan to
the strengthening dollar,

on the other hand, a weaker
enro raises the price of imports,
especially those, ke ofl, that are
denominated n dollars. That
mereases the possibility thar
when the EU economies do start
to recover, inflationary pressures
will force the European Central
Bank to tighten sooner than
might otherwise want to do. On
the one hand, that is good news:
It wonld contain mflation. On the
other hand, it's bad news: It
would slow the recovery.

All proof that Harry Truman
was wishing for something that
‘mst doesn't exist.

—Irwin Stelzer [s a bushess
adviser and director of ecanomic-
palicy studies at the Hidson
Institute



