A very singular currency

This book builds up a thorough, unbiased politico-historical account of the euro,
and it will help us to make better decisions in this crisis, says Geoff Mulcahy
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his book is an exciting, inter-

esting and very readable his-
tory of the euro, going back, as the
author says, ‘into hundreds of trib-
utaries and eddying currents that
collectively flow into the Enropean
single currency’. It takes a histori-
cal approach to its evolution in the
context of the politcs that has
shaped the Europe we know today,
and its relationship with the US
and the rest of the world.

It is not just for economists or
financiers. It a must-read for any-
body running a business.

Political scientist David Marsh
has researched his subject exten-
sively, talking with many of the
leading players and accessing both
official and unofficial records. He
largely succeeds in his stated objec-
tives of assembling an accurate ac-
count of events and writing from
an international viewpoint, rather
than a purely British one.

Deep research has enabled him
to allow for the inaccurate, in-
complete, and/or pardal state-

ments about past events and the
imprecise and different interpre-
tation of meetings and discussions
by the participants.

Anybody running a business is
inevitably more focused on the fu-
ture than on history. But, as many
have learnt to their cost, a good
understanding of history enhances
decision-making and can prevent
bad mistakes. Indeed, many of the
current challenges facing Europe-
an monetary union (EMU) were
predicted at the outset.

The book describes in some
detail the many factors — political,
economic, personal and historical
— that have helped to shape the
business environment and will
continue to do so. The detailed de-
scription of key events and person-
alities adds colour, interest, and
understanding to the evoluton of
the euro, making for an exciting
read. Having this perspective is of
huge benefit in making the right
business decisions.

A particularly interesting aspect
is the ideclogical debate as to
whether economic convergence
had to precede monetary union or
whether monetary union would
provide a catalyst for convergence.

The first years of the euro bene-
fited from reladvely benign eco-
nomic conditions. During this
time, large imbalances accumulat-
ed. Between 1998 and 2007, Ger-
many’s competitiveness improved
by 10%, compared with a worsen-
ing of Italys by an astonishing
34%, according vo OECD figures.

The overall result was that Ger-
many’s trade surplus with the rest
of the world tripled during the
euro’s first decade. We have a new
set of challenging economic and
polincal issues.

The political environment in
particular has changed. The ap-
proach of Germany and France has
historically been different, partic-
ularly with regard to the indepen-
dence of the European Central

Bank (ECB). Europe’s citizens are
not universally happy. The eco-
nomic ht []C‘ﬁr.‘i are not }'ﬁt Prﬂlr'ﬁn.

The EU average on many indi-
cators is stll mediocre, according
to the OECD, although there are
signs of improvements in some
areas. Leaders have changed.

The failure of povernments
to win popular support for Euro-
pean policies has been exemplified
by the rejection of the EU's const-
tutional reform treates in the
Metherlands and France in 2005
and in Ireland in 2008. There is a
growing gap between the govern-
ments and the governed. Will the
central bank retain its hard-fought
independence?

A guotation from Dominigue

just that cultures are different ane
need different approaches. Polio
cians, economists and financier
ignore these at their peril.

To return to the beginning, 11
years is a short time in the histor
of monetary unions. It is too earl
to call EMU a suecess or failure.

Not all polineal unions auto
matically involve monetary union
but wniform money has generall
been the hallmark of politica
homogeneity. The first decade ha
been relatvely easy. The signifi
cant imbalances that have built u)
will have been compounded by th
creditcrunch.

The difficalties for any countr
leaving the EMU are rehearsec
but if the single currency is t

It's not just for economists or
financiers. It's a must-read for
anyhody running a business

Strauss-Kahn highlights the politi-
cal issue: ‘T know of no country that
has a currency but with no finance
minister in charge of that currency.
We have a very strong central bank,
but in front of that no real person
in charge of the economy.”

The one-size-fits-all monetary
policy provides new challenges o
politicians, who have to manage
their economies within new con-
straints. Politicians are elected
locally, so there will be increased
pressure to demonstrate to the
electorate thar policies are bring-
ing benefits.

While noting cultural differenc-
es berween different countries, 1
wonder whether the book gives
these enough attention. Countries
within Europe have their own ways
of working, their own institutions
and labour laws. What works in
one country does not necessarily
work in another. One way is not

necessarily berter than another; it

survive, polineally aceeptable solu
tons to the new challenges wi
need to be devised.

The research was largely com
pleted before the credit crunct
and a sequel will no doubt be writ
ten. It is too early to say whethe
the euro will withstand the stresse
and strains of the present crisis, ba
we now know more about life bot
within and outside the enrozone
for Britain, and, in particular, fc
London as Europe’s premier finar
cial centre. And we will soon knor
how different countries in and ow
side the enrozone recover from th
CUITENT FECession.

How events unfold will have a
impact on most businesses. Th
book provides a much better ur
derstanding of the factors that ha
shaped events so far and will ur
doubtedly continue to do so.
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