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Despite Greece, euro zone is turning the corner

REUTERS

The latest episode of Greece's debt crisis has
revived doubts about the long-term sur-
vival of the euro, nowhere more so than in
London, Europe's main financial center
and a hotbed of Euroskepticism.

The heightened risk of a Greek default
and/or exit comes just as there are signs that
the euro zone is turning the corner after
seven years of financial and economic crisis
and that its perilous internal imbalances
may be starting to diminish.

To skeptics, the election of a radical
leftist-led government in Athens commit-
ted to tearing up Greece's bailout looks like
the start of an unraveling of the 19-nation
currency area, with southern countries
rebelling against austerity while EU pay-
master Germany rebels against further aid.

A last-ditch deal to extend Greece's bail-
out for four months after much kicking and
screaming between Athens and Berlin did
little to ease fears that the euro zone's weak-
est link may end up defaulting on its official
European creditors.

LS. economist Milton Friedman's apho-
rism - "What is unsustainable will not be
sustained" - is cited frequently by those
who believe market forces will eventually
overwhelm the political will that holds the
euro together.

Countries that share a single currency
cannot devalue when their economies lose
competitiveness, as occurred in southern
Europe in the first decade of the euro's
existence. There is no mechanism for large
fiscal transfers between member states.

So the only option has been a wrenching
"internal devaluation” by countries on the
periphery of the euro area, involving real
wage, pension and public spending cuts
and mass unemployment that has caused
deep social distress.

Austerity has fueled radical forces of

political protest and may be running out of
democratic road - not just in Greece - but
none of the alternative ways out of the euro
zone's economic divergence dilemma
looks remotely plausible.

"The history of the gold standard tells us
that an asymmetric adjustment process
involving internal devaluation in debtor
countries, with no corresponding inflation
in the core, is unlikely to be economically
or politically sustainable, " economic histo-
rians Kevin O'Rourke and Alan Taylor
wrote in the Journal of Economic
Perspectives in 2013. "What is desirable for
the euro zone may not be feasible."

Germany has so far been unwilling to
see either higher inflation, debt forgive-
ness, issuing common euro zone bonds or
cross-border fiscal transfers. There is scant
support anywhere for closer political and
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A Greek (L) and a European flag flutter outside the Greek embassy in Brussels.

economic integration of the euro area.

"The strategy of the euro zone has been
to wait for something to turn up,” says a
senior figure in the British financial estab-
lishment, who observed the euro zone
crisis from close up but outside.

"In the 1930s, World War Two turned
up. Maybe something else will turn up," he
said, speaking on condition of anonymity:,

The European Central Bank has acted at
key moments to hold the euro zone together,
vowing in 2012 to do "whatever it takes" to
save the currency and now launching a mas-
sive program of buying government bonds
to spur the economy and avert deflation.

ECB action can only buy time for gov-
ernments to implement structural eco-
nomic reforms that could close the compet-
itiveness gap by raising potential growth
over time. But countries like France and

Italy largely failed to use that breathing
spacein 2013-14 to shake up labor markets,
pension and welfare systems.

Yet things can go right as well as wrong.

A nascent cyclical recovery in the euro
zone, aided by lower oil prices, a weaker
euro and ECB money-printing, may narrow
the imbalances that have led skeptics to
predict the euro's demise.

Ireland and Spain, which have been
through the wringer of austerity programs
and structural reforms in return for
European assistance, are now the fastest
growing economies in the currency bloc.
Portugal too is perking up.

German wages are rising faster than
prices, giving a boost to consumer spend-
ing and raising the prospect that inflation
in the bloc's biggest economy may outpace
the rate in southern Europe for several
years. That would make economic adjust-
ment more symmetrical, and less agonizing
for the south.

There are also signs that France and Italy,
the euro zone's second and third largest econ-
omies, are finally tackling some of the eco-
nomic reforms that politicians long feared to
touch, albeit ata slow and gradual pace.

French President Francois Hollande's
government has just rammed through a bill
to loosen some shackles on business such
as Sunday trading and plans new steps to
ease labor regulation.

[talian Prime Minister Matteo Renzi has
introduced a jobs act to ease hiring and firing
and is making progress on reform to stream-
line parliament and the electoral system.

"Spain shows that reform is possible to
create a growth environment and signifi-
cant job creation, " said Luigi Speranza, co-
head of European economics at BNP
Paribas bank in London. "The return of
growth could make it easier for Renzi to
make reforms in Italy, and Hollande in
France.”
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India's budget shuns
big-bang reforms,
say experts

AFP, New Delhi

S

The Indian government's budget was praised Sunday as
balancing the need to boost business and to help the poor,
but some experts were disappointed at a lack of big-bang
reforms to Asia's third largest economy.

Finance Minister Arun Jaitley announced an $11.3-
billion increase in spending on crumbling roads, rail and
other infrastructure and cut the corporate tax rate on
Saturday, when he unveiled the right-wing government's
first full budget.

Jaitley also rolled out new pension, insurance and social
security programmes for tens of millions of desperately
poor, along with tougher penalties for wealthy people who
stash their cash overseas to avoid paying tax.

But some analysts were concerned that Prime Minister
Narendra Modi did not use the budget to radically reshape
economic policies after his party swept to power in a general
election last May, pledging to reform the then-faltering
economy.

"Given Modi's historic mandate last year, many people
had hoped that this budget would signal a sharp and visible
departure from business as usual," Sadanand Dhume, India
expert at Washington-based think-tank the America
Enterprise Institute, told AFP.

"Measured by that yardstick, it is indeed a bit of a disap-
pointment," he added.

Some economists had been hoping Jaitley would slash
the more than $35-billion annual subsidy bill championed
by the previous left-leaning government. Critics say the
programme is inefficient and too expensive.

Others were anticipating a start to the privatisation of
inefficient state-run banks and companies.

Alok Churiwala, head of Churiwala Securities in
Mumbai, said reform expectations had been sky high, but
"we all knew in our hearts that in a big democracy like ours
(such) moves are most unlikely”.

Jaitley on Saturday attempted to deflect criticism of the
pace and scale of reform, after months of pledges to fire up
the manufacturing sector and improve the ease of doing
business to attract foreign investment.

Billionaire Buffett hints at successor

after 50-year milestone

AFP, Washington

ceed me as CEO -- a successor ready

Billionaire investor Warren Buffett
hinted Saturday he had found a
successor to replace him as he
reflected on 50 years in charge of his
Berkshire Hathaway conglomerate
in an annual letter to shareholders.

The B84-year-old investment
guru, ranked by Forbes as the
world's third richest man with a
fortune estimated at $72.3 billion,
said his replacement as CEO would
be "relatively young" and recruited
from within.

"Our directors believe that our
future CEOs should come from
internal candidates whom the
Berkshire board has grown to know
well," Buffett remarked.

"Our directors also believe that
an incoming CEO should be rela-
tively young, so that he or she can
have a long run in the job.

"Both the board and I believe we
now have the right person to suc-

to assume the job the day after I die
or step down.,

"In certain important respects,
this person will do a better job than
lam doing."

The identity of Buffett's likely
successor has been a guessing game
for years.

However the octogenarian
tycoon known as the "Oracle of
Omaha" bullishly declared he has
no intention of giving up the reins
anytime soon.

"I truly do feel like tap dancing
to work every day,” he said.

Buffett said he had proposed
that his son Howard succeed him as
a non-executive chairman in order
to guard against a botched appoint-
ment.

"My only reason for this wish is to
make change easier if the wrong
CEO should ever be employed and
there occurs a need for the Chairman
to move forcefully, " he wrote.

AFP Moscow

Russian supermarkets freeze prices
for inflation-weary shoppers

food markets in the interest of consumers" and
called on suppliers to help in the effort.

REUTERS/FILE

Billionaire financier Warren Buffett poses on a motorcycle during the
Berkshire Hathaway Annual Shareholders meeting in Omaha,
Nebraska on May 3, 2008.
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mining firms

AFP, Colombo

gems, his office said Sunday.

mining industry.

tion," itsaid in a statement,

deeply unpopular job losses.

to New Delhi in February.

according to the statement.

Sri Lanka cancels
licences for foreign

Sri Lanka's new president has cancelled mining licen-
ces issued by the previous government to 16 foreign
companies to search for blue sapphires and other

The office of Maithripala Sirisena said permits
granted to the unidentified companies were being
withdrawn immediately to better protect the local

"Sixteen foreign companies had been given gem
mining licences by the previous administration, and
the president in an effort to protect local miners
cancelled those permits without further investiga-

Sri Lanka has a substantial gem and jewellery
industry and is known for some of the world's biggest
and most expensive precious stones. But traditional
gem mining is labour-intensive and the industry has
resisted attempts to introduce new technology, fearing

It is unclear if the 16 companies had already been
mining on the island or had been preparing to set up
operations. Sirisena, who ousted Mahinda Rajapakse
at presidential polls in January, first made the
announcement at a meeting with local industrialists
on Saturday night, the statement added.

Sirisena also told the business leaders he had been
under pressure to make progress on a long-stalled
economic cooperation pact with India during his visit

But the president said he had avoided holding talks
on the issue with Indian Prime Minister Narendra
Modi in the interests of protecting local businesses,

The Comprehensive Economic Cooperation
Agreement has been in the works for over a decade. But
Colombo has been reluctant to allow Indian banks,
insurance companies and other firms to operate,
fearing its smaller services sector would be swamped.

Lots of things freeze in Russia's bitterly cold
winters, but not usually food prices, yet that
is exactly what top supermarket chains are
doing to protect the poor from galloping
inflation.

The plunging ruble and a Russian
embargo on European Union and US food
products in retribution over Ukraine sanc-
tions has resulted in prices for many goods
skyrocketing.

The ACORT trade association, which
includes major supermarket chains such as
Magnit, X5, Auchan, Lenta and Metro,
announced last week that it was freezing
prices "on more than 20 socially important
items of basic necessity for two months”.

The supermarkets said they hope to "con-
tribute to a stabilisation of the situation on the

Freezing prices may also be in the interests
of the supermarkets although it will eat into
their profits, analysts say, as it may help them
escape worse measures from the government.

The list of products covered has not been
announced, but the newspaper Vedomosti
reported that it will include meat, fish, milk,
sugat, salt, potatoes, cabbage and apples.

According to official statistics, food
prices rose by 15 percent in 2014 and
increases have accelerated since the start of
the year. With it taking nearly twice as many
rubles to buy a dollar, prices for imported
goods have soared.

"l see how much prices are rising every
day and sometimes it makes my hair stand
on end," said Maria Bunina, a 62-year-old
Moscow pensioner.
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