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1rAfter seeing the French and Germans escape sanctions, the Italians may see little point in 

co-operatingsall the more so since Silvio Berlusconi, the Italian prime minister, is desperate to 

push through tax cuts ahead of an election. The difficulty in enforcing budgetary discipline on 

national governments illustrates why some have always argued that monetary union needed to be 

followed by political union. Dominique Strauss-Kahn, a former French finance minister who 

played a crucial role in launching the euro, if Europe did not advance further towards political 

union, he argued, there would come a time when political tensions between EU members became 

so high that they threatened the future of the euro. 

2rSo far, America's mounting foreign liabilities have not harmed its economy because the 

rise in its debt in recent years has been offset by lower interest rates. As a result, America still 

enjoys a net inflow of foreign investment income despite being the world's biggest debtor. But, as 

interest rates rise, refinancing America's debt will become more costly. Goldman Sachs forecasts 

that net foreign investment income is likely to shift to a sizeable deficit during 2005, growing 

thereafter. The investment bank estimates that, if America's current-account deficit remains steady 
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as a share of GDP and interest rates average 5% in future, net foreign debt-service payments will 

reach 4% of GDP by 2020—a significant drag on American living standards.  

3�As for Europe, the old continent is hobbled by inflexible product and labor markets. But 

that, paradoxically, is an advantage: it means the place has a lot of scope for improvement. Some 

European countries are beginning to contemplate (and, to a limited extent, undertake) economic 

reforms. If they push ahead, their growth could actually speed up over the coming years. Once 

investors spot this, they are likely to conclude that the euro is a better bet than the dollar. 

 


