
Tutorial 1

Week 2
First, read the article suggested below:

The Economist, 2008 Europe's economies. Struggling to keep moving. 25.09.08. (c)
Struggling to keep moving 

The financial meltdown may be happening mainly in America, but Europe is starting to feel the heat
THOSE who hoped Europe might escape Wall Street’s woes were sorely disappointed this week. Not only did markets slide across the continent, with bank shares especially hard-hit, but also a purchasing managers’ index for the euro area fell to its lowest since 2001, and three business-confidence indicators were unexpectedly weak. The figures suggest that a recession may even have begun already. The questions are how deep it will be, and how long it will last. And the answers will depend heavily on the two biggest economies: Germany and France. 
Germans feel aggrieved. While others were living on easy credit and blowing bubbles, they practised virtue. The economy clawed back lost competitiveness via low wage rises. The public sector was in surplus last year. Exports and investment have done well, giving Germany its best spell of growth since the early 1990s. Yet one does not have to indulge in a vice to contract a disease. The entire euro area was boosted by house-price increases, notes Jörg Krämer, chief economist of Commerzbank. “Germany can’t decouple.”
One reason is exports. Net exports accounted for over half of last year’s growth of 2.5%. But foreign orders for German manufactures slumped by 3.4% in the year to July. With unemployment falling and wage rises picking up, consumers ought to be stepping into the breach, but look unlikely to do so. In 2007 the government snatched away their extra income in higher value-added tax. This year the culprits were higher oil and food prices. Indeed, private consumption may drop for a second year. And unemployment may soon rise. After growing at an annual rate of 5% in the first quarter, the economy shrank in the second quarter and, probably, in the third. Most forecasters expect little growth in 2009. Yet IG Metall, a trade union, has demanded an 8% pay increase. Rising wages may make the European Central Bank more reluctant to cut interest rates. 
So was all that economic virtue pointless? Not quite. Labour-market reforms will dampen the rise in unemployment. Households and businesses are less indebted than elsewhere. Consumer debt stands at 101% of disposable income in Germany, compared with 140% in America and 172% in Britain. German firms finance investment out of profits more than debt, and so are less exposed to the credit crunch. Some German banks, especially in the public sector, binged on subprime American assets, and further losses may come to light. But bank lending to enterprises rose by 9% in the year to mid-2008.
With luck, Germany faces disappointment, not disaster. The government is expected to cut its growth forecast for next year from 1.2% to 0.5%. Those who expect recession, says Peer Steinbrück, the finance minister, have “sado-masochistic tendencies”. Mr Steinbrück also rules out extra fiscal stimulus, which would endanger his goal of balancing the budget by 2011.
In France the impact of the credit crunch has taken many by surprise. As recently as May Christine Lagarde, the finance minister, was praising the “totally remarkable performance” of the economy, which grew by 0.6% in the first quarter over the previous one. She dismissed the “pessimistic analyses” of those (such as the IMF) who forecast a sharp downturn. Yet GDP shrank in the second quarter; and, as she prepared to unveil her budget for 2009 this week, she conceded that it would rise by only 1% this year and next. Some economists are gloomier.
Most French indicators have weakened. A September index of manufacturing slowed at its sharpest pace for seven years. Order books are thinning. Consumer spending, the motor of the economy in recent years, fell in August by 0.3% over a month earlier. Cafés and restaurants report a big drop in trade. The housing market may not collapse as America’s has, because mortgages are highly regulated and banks tend to be cautious lenders to individuals. But prices are starting to fall, albeit more slowly than in Spain and Ireland.
Two knock-on effects from America’s banking crisis directly touch the French economy. First, a credit squeeze is hurting the corporate sector. More than a third of banks tightened lending conditions to companies in the second quarter, says a Bank of France survey, and almost half said they would do so again in the third quarter. French firms rely on bank credit more than German ones; tighter credit feeds directly into less investment and job losses. The second knock-on is the exposure of French banks to America. Ms Lagarde insists there is “nothing to worry about over the solidity of French banks.” But she still estimates that the banks will lose €20 billion this year. 
Unlike Germany, France has little room for expansionary fiscal policy. The government made big tax cuts in 2007. The budget deficit next year could easily exceed the euro-area limit of 3% of GDP. “Even in Spain there is huge scope for counter-cyclical fiscal measures,” says Carlos Caceres, an economist at Morgan Stanley. “But the French really have their hands tied, and it will be almost impossible for them not to break the 3% ceiling.” France does not share Germany’s keenness on fiscal austerity.
There are three broader reasons for worry about the euro area’s prospects. One is the currency. In recent months, the euro has fallen against the dollar, offering hard-pressed exporters welcome relief. But the dramatic events of the past two weeks could easily spill over into renewed dollar weakness. Second, though European banks look healthier than American ones, they remain dangerously exposed, both to Lehman and to the American housing market (see article). Among the most vulnerable are some big banks that cross borders in Europe. The American authorities were able to assemble their bail-out plans fast. In Europe, it could be harder and take longer, as supervision is largely national and the role of the ECB in dealing with a troubled cross-border bank remains fuzzy.
Third are the well-known structural weaknesses of the biggest euro-area economies. America’s economy is famously flexible, quick to lay off workers but also to hire them again. It may go into recession more suddenly, but it tends also to revive more speedily. In Europe, rigid product and labour markets inhibit such flexibility. So the risk is that the euro area will remain in the doldrums a lot longer.
and answer the questions below:
Questions:

1. What are the main concerns in the international economic environment at present, and which parts of the world face the most challenging situation.

2. Are all European countries equally affected by ongoing developments in financial markets? Which are the main economies in Europe discussed in this article?

3. Give examples of strengths and weaknesses that individual EU countries might have in the face of instability in the world economy.

4. Which are the current member states of the EU and which have adopted the euro?

5. What is the role of the European Central Bank in the financial system of EU member states, and how has the euro performed in recent months: relative to the dollar and relative to the pound?

Next, search for material in the library and/or in the media, to get up to date with recent events and issues relevant to the European economy. Bring two articles of your choice to the tutorial, and be prepared to discuss their contents with the rest of the class
Issues to consider:

1. What themes have you found to be topical at present with respect to EU integration? Give examples and be prepared to explain them to the rest of the class.
2. How does the European Union affect your immediate environment? General class discussion topic
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