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The Bundesbank was only obeying orders:
Josef Joffe on the view from Munich

The market

UST before the French ref-
erendum Chancellor Kohl

ub |
dispatchied his favourile

Jmetaplmr agross the

Rhine, "The train bound for
Europe,” he warned the French
people, “must not he stopped.”
The French just about cleared
the tracks, but, alas, Helmut
Kohl's Furotrain firs stopped. In
fact, it was derailed Jast Wednes-
day when a monetary carth-
quake hit Europe {rom whith it
will not soon recover.

That is why the [eeble French
Qui hardly mauers A common
l.':ururu:m manetary pollay, "t
mately including a single cur-
roncy, i as page one of the com-
pacl has It, Is the heart of the

| Maastrieht treaty. That heart las
f StOD

ped beating. 1t has been rent
Lhase pesky econormic
realities that demoeratic leaders
love to lgnore, Wauld thal Messrs
Kohl, Mittercand and the whole
lot had read an introductory eco-
nomics textbook before ranuning
the treaty through far from lhe
eyos of their clectoralues, Then
they would have learned that you
cannot put the proverbial cart be-
lore the horse,

They thought that monetary
unity could go first and that eco-
nomic policy would follow. That
myth, threadbare to begin with,
was exploded last Wednesday
when Britain and Italy, bloodied
and humiliated, pulled out of the
straitjacket called ERM.

There are two morals to this
battle along Europe's mionetary
Maginot lines ~— one lechnical,
the other political. The technical
lesson is this: don't try to ool the
markets, When economies and
economic policies diverge, the
cwrrency bond must and will
break, Unless we all have more
or less similar inconies and mon-
etary policies, unless our infla-
tion and interest rates move
maore or less in tandem, we will
(il to keep parities in lockstep.

To be: sure, when Helmut
Schmidt and President Giscard
d'Estaing  designed  tho  slrait
Jacket back In 1979 thay thought
that bondage would breed  disci-
pline, Faced with the pain-of de-
valuation, Europe’s fiscal junkies
would come clean and mend
their profligate ways. Wrong.

I you Jook &t the history of this
Institution you will note Lhat
until 1987, realipnments were al-
maost routine, Nations wont oh be-
having as natlons . always do.
Their leaders looked first al thele
unemployment’ rates, then at
their elecloral | calendars, | And
then they wriggled out of the
straltjacket, leaving the markets
In chs.r;ﬁ of setting parities.

This Is why ERM survived so
long,: instilling the comfortable:
belief that somehow we wore all
happlly  moving forward Inlo
that wondrous land of monetary
unfon. But five years ago, the
fime bomb began to tick: when
holding the Maginot line became

a matter of unbreakable national .

pride. No more realignments was
the pledge, and this is why the
markets took such horrible
revenge on Messrs Major and
Amato.

The political lesson is just as
harsh: don’t put the junkie in
charge of the drug supply. Here,
too, a bit of history will clear the
mind. Originally, (West) Ger-
many, given as always to disci-
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pline uber atles, was to play the
taskmaster, cracking the whip
over the wayward and, by yank-
ing the parity chain, force-them
back into fiscal probity.
But that was yesterday, hefore
the fateful takeover of Prusso-
Marx by Bonn Inc in 1990. 1n Lhe
meantime, the disci
turned into & upmd Thc blll
of reunification runs o aboul
DM 200 htlliun per annum, bul
that money docs nol come out of

higher laxes or lower @ nd.‘r
tures. This year, the fedel
ernmenl, the Linter and I.hn

local authorities will rack up
3 170 blllion In new debt.

Again, the lextbooks ought to
have been consulted. That kind of
deficit-spending has to fyel infla-
tlon, and where there is inflation,
the dour-faced governors of the
Bundesbank put on their hel-
mets, Their legal brief is to up-
hold Lhe “stability of the' cur-
rency,”" and that they did with a
vengeance,

Hence, interest rates rocketed
sky-high, and since everybody is
chained to thé almighty Deutsch-
mark, it was orly a matter of
time before dlsaster struck. Let's
not be too harsh on the Bundes-
bank, It only followed orders; as
laid down in its charter. And
when, pound and lira begun to
burn, the Bundesbank desper
ately tried to douse the flames by
Injecting some DM 60 billion into
the rnn:ykela to uphold the value
of-the weaker currencies.To no
avail, because in the end, you
can't fool the markets. Q.E.D.

But markets are not governed
by invisible hands. The Bundes-
bank did what it had to do be-
cause the fire had started else-
where: in the chambers of the
Bonn pgovernment which
thought — as do nll democratic
leaders these days, Bush, Kohl et
al — thal you can have your
cake and eat it, Or rather, that
flscal pain can be postponed to
the day after tomorrow — when
the next generation has to pay
back what we spend today.

'HAT future, then, has

‘Herr Kohl's Eurotrain?

To begin with, we should
all accept that it.. has -been de-
railed, ‘at least In 1ts Maastricht
version, There’ be no com-
mon cwrrency for a long Hime to
come, not until we have put all
our little national trains on to
parallel tracks.

But all is not lost if we a]low 2
realism to gain the upper hand.
Maastricht or. nat, the single
market will kick In on New
Years's Day 169, Glven the ingv-
Itable upheavals that Big Bang '93
will create, the demise of the
ERM miﬂil a.c&uul]zibe a blessing
in'dis t of naticnal
mumlanr freedom might help us

‘cushion’ the: nasly shocks of mar-

ket unification, A single market
without a slngle currency spel
frictions — but none that indus-
try has not learned long ago to
handle, It is time to let the mar-
kets do their work and integrate
outside the monetary straitjacket,
When the single market is in
place, let's try again to cobble
fogether a common currency,
The market will “ave lo come
first, the money will follow.
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