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Europe’s economy is too restrained, say the Americans. America’s is too gluttonous, say the Europeans
	

	

	

	


Get article background
AT THE weekend, finance ministers and central bankers from the world's seven biggest rich economies came together in Boca Raton, Florida, to give the currency markets a steer. In a joint statement, they called for “more flexibility” in exchange rates, but frowned on “excess volatility”. “Widespread adjustments” should be promoted, they said, but “disorderly movements” avoided. Good to know the world economy is in such decisive hands.
The directions were too nuanced for currency traders to heed. On Monday February 9th, they carried on selling dollars and buying euros as they have been doing, with few interruptions, since early 2002. The Europeans probably deem Monday's trading excessive and disorderly. The Americans, no doubt, consider it flexible and well-adjusted.
In truth, the American and European economies are like ill-matched partners on a see-saw: either can be blamed for throwing the world economy out of balance. The European economy is too puny and restrained, say the Americans; a stronger currency might do it some good. The American economy is overindulging itself, say the Europeans; until it tightens its belt, the dollar will fall. They are both right.
American households and their government are both living beyond their means. The Bush administration will overspend this fiscal year by $521 billion. Its budget for the next fiscal year, unveiled last week, fantasises about halving that deficit by 2009 and dares not look any further forward than that. A more sober (and sobering) examination of America’s fiscal prospects suggests deficits of $400 billion or more until 2009, and worse to come when the baby boomers begin to retire. For the White House, these are problems for the future; specifically, the future that begins after George Bush’s second term ends. But others, such as Robert Rubin, a former treasury secretary, warn that the financial markets, looking forward to deficits as far as the eye can see, may take fright.
The government’s rampant borrowing would be less worrying were it offset by saving in the private sector. In the early 1980s, for example, President Ronald Reagan ran a deficit that was even bigger than Mr Bush’s as a proportion of GDP. But at that time, the private sector (households and corporations combined) was saving far more than it is today, according to calculations by the Levy Economics Institute.
Short of savings of its own, gluttonous America is relying instead on the savings of foreigners. Overseas investors bought $83 billion-worth of American securities in November alone, the latest month for which figures are available. The Europeans fear that this cannot continue. As foreigners tire of American assets, demand for the dollar ebbs. Its fall against the euro has already been “brutal”, in the words of Jean-Claude Trichet, president of the European Central Bank (ECB). Worth more than €1.19 in July 2001, the dollar now fetches fewer than 80 euro cents. 
To put an end to this brutality, the Europeans want Mr Bush to rein in the federal deficit. Some might even want Alan Greenspan, chairman of the Federal Reserve, to tighten monetary policy. Mr Greenspan’s counterparts at the Bank of England have already shown him the way: last week they raised interest rates to 4% in the hope of restraining Britain’s indebted consumers. But Mr Greenspan is unlikely to be swayed by the force of their example. He has resolved to be “patient” before raising rates.
Mr Bush, for his part, has an election to fight—and fiscal austerity wins few votes. On the contrary, he will claim that his tax cuts have delivered growth and jobs. They have certainly delivered some of the first, but not much of the second. The economy needs to create more than 140,000 jobs per month just to keep pace with the growth of the labour force. Last month, firms added 112,000 workers to the payrolls; in December, they added just 16,000. This is a poor return on tax cuts that cost the Treasury $195 billion in the 2003 fiscal year. For that money, Mr Bush could have hired 2.5m people to dig holes and another 2.5m to fill them, paying them all America’s average annual wage.
In reply to their critics, the Americans will argue that, in economics, thrift is often a vice and gluttony a virtue. If it were not for America’s overspending, the world economy would stagnate. If Europe is not as over-extended as America, it is only because Europe is not pulling its weight. Its modest recovery in the second half of last year, for example, was export-led, piggy-backing on stronger growth elsewhere. Unless domestic demand picks up, Europe’s “fledgling” recovery may already be past its prime. 
The Europeans saw the G7 get-together in Boca Raton as an opportunity to vent their frustration at the rising euro. But the strengthening currency is an opportunity as well as a threat. It gives European consumers more spending power, if only they would use it. By curbing inflation, it also gives Mr Trichet an opportunity to cut interest rates, if only he would take it—he and his colleagues at the ECB held rates steady at a meeting last Thursday. In all, Europe’s problems are more likely to be resolved in Frankfurt than in Florida.
