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Padoa-Schioppa predicts Europe
will bear brunt of US correction

Asia’s economic weight
deemed not big enough

By Quentin Peel and Martin
Wolf in London

A slowdown in Europe is the
most likely result of a big correc-
tion in the US halance of pay-
mentg deficit, according to Tem-
maso Padoa-Schioppa, Italy's
finance minister, and the chair-
man of the international mone-
fary and financial committee of
the International Monetary Fund.

Asia’s economic weight is not
yel big enough io offset a US
correction, he said, but recession
is not inevitable because the
world economy is starting from a
strong position, having enjoyed
four years of stellar growth.

“1 have never seen the correc-
tion of an external jmbalance,
such as the US imbalance, oceur
without a stowing down of eco-
nomic activity,” he said in an
interview with the Financial
Times. “For demographic and
ather reasens, 1 do not think
Lurope can grow fast enough to
compensate complately for the
slowing down in the US.” -

“The East Asian bloc is huge in
terms of the number of people.
but not huge in terms of gross
domestic product, so. 1 see a
period in which the sum of all
debt leads to a likely slowdown
in the growth of the world econ-
omy.” ‘

He warned any downturm could
lead {o a growth in protection-
ism. “Clearly one of the victims
of this kind of scenario is on the
{rade side," he said.

For Ewrope, he said the danger
was of moving from a broad

trade baiance with the rest of the

world to a deficit, compounded
by the lack of currency flexihility
in China and the rest of Asia.

Mr Padoa-Schigppa, whe was a
member of the European Central
Bauk board before becoming
finance ministet, said the prob-
Tem was that “Asia has remained
on a kind of dollar standard”.

Asia was in a similar position
to Europe in the 1970s with “a
constellation of currencies” in an
interdependent region. “Bul it
has not made the split between
external floating and internal
pegging that Europe did.”

- But on one international finan-
cial issne he was opiimistic - on
the chances of reaching agree-
ment on the voting power for
IMF members, governed by the
quota each eountry holds,

“The agreement on guotas and
votes requires an acceptance by
Europe to make room for an
increase in the overall quota of
emerging and low-income coun-

tries,” he said. I think it will be
accepted. Burope must accept a
reduetion in its share if we want
o be consislent with the idea
that percentages should add up
to 100 and not 110. [ am hopeful
that the April committee meeting
will reach agreement.”
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FT INTERVIEW
Finance minister
Tommaso
Padoa-Schioppa
tells Quentin Peel
how he plans to
tackle a range of

challenges
Tommaso Pﬁdgggcﬁn;pga.
italy's central banker-

turned-finance minister,
spent his first 18 months in
office wrestling to cut the
nation's budget deficit and
nhangover of external debt,

This meant “disintoxicat-
ing the Halian economy from
the two stimulanis that had
been abuged from the mid.
19705 enwards: periodic
devaluation and deficit
spending,” he says. “Abuse
of these two stimulants had
weakened the structure of
the economy.”

That was the easy part of
his job, he reckons. Now he
faces the more challenging
task of improving the qual-
ity of state spending, and
tackling overmanning in a
bureaucracy often strangled
by its own red tape, while
negotiating with powerful
trade unions - an essential
part of his centre-left govern-
ment's supporters.

“Improving the quality of
public expenditure is an
issue even more relevant io
stimulating growth than just
financial equilibrium,” he
told the Financial Times in
an interview, ’

The problem ranges across
the spectrum of public

Prescription of
excellence for
Ttalian problems

“The country is highly
indebted, and at the same

goods 18 not an impeditnent.
H is also an opportunity”.

time under-capitalised. Of ONLINE VIDEO

course, to re-capitalise a .

country in a situation where Fora \ndeq of Tor!]maso'

you cannot increase debt is Padoa-Schioppa discussing

extremely difficult. We can- market turmoil with Martin
; . Wolf, go to

not get finance from outside. 7t . Jahvi I

We have to get it from
within the budget by saving
on the way we spend.

“1t is extremely difficult to
bring about a reduction in
spending, particularly in a
highly unionised country
such as ltaly,” he says. “All
these are services. All that
means a reduction in
employment.”

A further comphcatlon is
that the worst areas for
overmanning in the public
services are central and
-southern Italy, which are
much poorer in income ver
head than the north.

“The iden that help to the
“gouth should take mainly
the form of overmanning in
public services is very preva-
lent. ! tend to think the
opposite: that low productiy-
ity is due to this overman-
ning, and it makes invest-
ment less attractive.”

Mr Padoa-Schioppa’s an-
swer to-his dilemma is to
promote excellence ~ in pub-
lic services as in the private
sector. “The way forward is
tc show that there are good
practices already in the
country,” he says. “I am
seeking to show that we do
not demand the impossible.”

Excellence is also the key
to private sector perform-
ance, he says. Italy is and
will remain a manufacturing

Tommaso Padoa-Schioppa: ‘| am seeking to show that we do

spending, from chronic con-  centre, from history and cul-  not demand the impossible ' Charie Biddy
gestion on northern Italy's tural tradition. But it will
roads, to big class sizes in  opnly be able to compete by
secondary schools, and a producing higher quality
shortage' of good _scientists than cheaper manwfacturing
and engineers coming out of  nentres in Asia.
university. - On the one hand, focus on
He singles out lack of a_de- manufacturing makes Italy
quate road and rail spending  pyore vulnerable to globalis-
as a good example. “The i, he says. On the other,
average speed of traffic from . wipe amount of people who
Turin to Verona may be  want 5 Ferrari is increasing
1215‘30 }nlomet}';!; Izer ihour, extremely fast. The same is
Qe  Says. t 8 a th S BR e for excellént wire and
immenge cosi ior. the econ- sophisticated clothing. If
omy. You need simply better italians are capable of mov-
trains, and less transport- ing fast into the top layer of
ation on the roads, and nlore quality, then the fact that
roads. they manufacture {raditional
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