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Four Dangers to the Euro

BX 7T BT I Mk ) 2O K s Be

Operating a single currency is not going to be
easy. European economic and monetary union will
not function without hitches. Indeed, signs of stress
have already appeared. And these political, eco-
nomic and social pressures will almost certainly in-
tensify in the years to come.

But EMU failure is a topic generally avoided in
continental Europe. And for good reason. The col-
lapse of monetary union would almost certainly slam
the European Union into political chaos and the
world into financial crisis. “It would be almost as
bad as a war in Europe, ”says Uwe Angenendt, chief
economist at BHF-Bank in Frankfurt. The optimists
contend EMU failure is not possible. They fervently
insist that the political will in Europe for monetary
union is simply too strong to allow it to fail. But they
overlook a simple fact: European politicians concoct-
ed monetary union, and therefore they can unconcoct
it.

Some think the chances of EMU disintegration
are highest before euro notes and coins go into circu-
lation Jan. 1,2002. Others say, no, it would take
more time for pressures to reach the explosive levels
necessary o burst apart EMU. Whoever is right,
here are a few of EMU’ s weak points.

One Size Does Not Fit All

The prime requirement for EMU(one key inter-
est rate for all 11 nations regardless of divergent eco-

nomic cycles)is potentially its most dangerous fault

by Ned Stafford
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line. The European Central Bank has said it will set
its key interest rate at a level for average Euroland e-
conomic conditions.

You don’t have to be a chief economist to fig-
ure out that the right key interest rate for the majority
of Euroland, expected to grow at just over 2 percent
next year, will not be right for Ireland, seen growing
nearly 7 percent. The only way for Ireland to adjust
would be through tough fiscal tightening.

An even bigger problem will come when most of
Euroland is humming along with soild growth, but,
say, Ireland and Portugal are sliding into recession
after their booms have gone bust. The two nations
would suffocate under the ECB key interest rate and
would not be able to devalue currencies as in the
past. Fiscal stimulus also would be tricky because of
the pact that penalizes countries who let their deficits
balloon.

Money to Burn

Another big fear is that Euroland nations, after
years of fiscal penny-pinching w0 gain entry into
EMU, will now go on wild spending sprees. Some e-
conomists maintain that if only one or two nations
overspend, peer pressure would quickly force them
back to fiscal responsibility. The worst-case scenario
would be deficit spending by a majority of Euroland
nations. And chances of this happening have grown
after left-wing electoral victories in Germany and I-
taly, whose governments are now more in line with
the Socialist government of France.

Many Germans did not want the Club Med na-
tions of Italy, Portugal and Spain allowed into club
Euro. The fear of Italy, with its large economy and
history of huge deficits and political instability, was
especially acute.

Adolf Rosenstock, economist at Nomura Inter-
national in Frankfurt, thinks Italy could be the first
nation to test EMU cohesiveness. “ And this test
might come sooner than we think, ”he warns.

The Pols vs. the Bankers

While plenty of fault lines exist between nations,
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one huge crevice is opening up between elected politi-
cians and the bankers at the ECB. Bad blood has al-
ready arisen between politicians and Euro central
bankers. In response to the politicians’ demands for
rate cuts, central bankers have(in essence)told them to

keep quiet and work instead on cutting structural -

deficits and reforming labor markets.

Gabriel Stein, senior international economist at
Lombard Street Research in London, says that a
tight ECB monetary policy might prompt politicians
to tum to deficit spending in order to court the vot-
ers. This could turn into a vicious cycle, with cen-
tral bankers retaliating by raising rates.

“The politicians might eventually say, ‘We
can’t work with these guys, '”Stein says. Yes, the
ECB is independent. But ultimate power rests with
the politicians, who could rein in an independent
ECB with one flick of a revised Maastricht Treaty.

Germany Renounces the Faith

Pundits often worry about the Club Med nations
such as Italy leaving the Eurozone. But it’s not in-
conceivable that a rich country might choose to
leave.

Take Gemany. True, discontent among the Ger-
man people over EMU would have to be overwhelming
to persuade the country’s leaders to opt out of the eu-
ro. Being part of the single currency is at the very cen-
ter of Franco-Gemman efforts to keep the postwar en-
tente in place after Germany’s reunification.

However, remember that Germany is giving up
the mighty Deutsche Mark for EMU, and thus, ar-
guably, has the most to lose. If the euro tums out to
be weak and budget deficits excessive, expect the
Germans, still haunted by post-and inter-war hyper-
inflationary crises, to start fretting whether they
should ever have joined EMU in the first place.

And coming from the opposite viewpoint, some
think Germany, despite its economic might, will
find it more difficult to adapt to EMU than the Club
Med nations. Per Hviid, deputy chief economist at
Den Danske Bank in Copenhagen, says Germany’ s
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highly regulated and expensive labor market, high
tax rates and generous spending programs will be
jolted hard by EMU. “Of the EMU nations, Ger-
many’ s economy probably has the most structural
problemns, "he says.

Either way, Germany is the weather vane to
watch. And if it starts to swing against the euro, for

whatever reason, expect a storm to follow.
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An International Restaurant Chain Offers
Access to the Internet with Its Meals

B o R 4% 4% {E

Eva Pascoe rides to work on a motorbike. Her
business wardrobe features such items as black leg-
gings, furry leopard-skin jumpers, a faded denim
jacket and biking leathers. She looks as if she might
be at rendy market stall-holder, or someone who
works the day shift in a student cafe. In fact she is a
very rich, very successful businesswoman.

Pascoe’ s business base is in the City of Lon-
don, not far from the urban loft space she owns in a
fashionable city residential area. But she is as likely
to be found at business meetings in Tokyo, New
York or Paris. At the age of 31, Pascoe is the brain
behind Cyberia, which she claims is the world’ s
first“ cybercafe” .

At Cyberia, experiened Intemet surfers can
play with the latest cvber technology. Net virgins
can learn how to log on, while munching their way
through what she describes as an “obscene nacho
sandwich "or any of the other dishes offered on the
highly priced Cyberia menu.

Pascoe founded Cyberia with partner Gene

by Ruth Picardie
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Teare in September 1994 . Since then, the company
has turned over approximately 5 million pounds
(67M Rmb) . Before the end of 1996 Pascoe intends
to float the company on the stock market. Yet the
venture started out very modestly, in a small cafe
behind London’ s Tottenham Court Road. The decor
there is strictly low-key—stripped floors, distressed
walls, ambient music, funky art—yet it has tumned
into a global concept. Today, Cyberia cafes can be
found in the British cities of Manchester and Edin-
burgh, and in Paris, Tokyo and New York. On the
list for future Cyberia cafes are Glasgow, Lisbon,
San Francisco, Berlin, Moscow and Delhi.

The company is diversifying fast. Multimedia
training and development sessions are held in the
TransCyberia and SubCyberia basement venues be-
neath the cafes themselves. There is a range of Cy-
beria designer accessories, such as T-shirts and
mousepads. The company even boasts an online dat-
ing agency. The Cyberia magazine was launched ear-
ly in 1996, while the world’ s first online “televi-
sion”, Channel Cyberia, launched in Britain in
May. Cyberia Records—vinyl copies of samples tak-
en from the Net, for use by DJs—is promised before
long. Pascoe is unstoppable, a cyberspace version of
the entrepreneur Richard Branson. She grew up in
rigidly communist Poland, but has made the trans-
formation to free-wheeling business entrepreneur with
incredible ease. At first, however, the prospects for
Cyberia did not look good. At the launch of the first
cafe, Pascoe spent most of her day tying to buy an
espresso machine that could make good coffee. “It
was incredibly disorganised,” says someone who
worked there as a cyberhost. “'Dlere was no proper
kitchen. Four out of the five company directors had
other jobs.”

Eighteen months on, many insiders say things
are not much changed. “It’s half-cocked, ” says I-
van Pope, who runs a nearby design‘ agency. “You

never get served. The coffee’ s always cold. It’ s
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chaos.” Indeed, many industry analysts are scepti-

~cal about Pascoe’ s ambitions. “Cyberia is simply a
restaurant chain with a gimmick,” says David
Tabizel, director of a multimedia company based in
the City of London.

Cyberia’ s trick, however, was to spot( before
anyone else)that the Internet was about to turn into
an everyday resource. “They managed to capture the
mysterious zeitgeist of where people want to be,”
says John Browning, editor-in-chief of Wired maga-
zine. The company had brilliant branding, too. “It’
s a great name,  says David Tabizel, noting the

play on words with Siberia, the vast, desolate region
in the north of Russia. Another advantage, say ana-
lysts, is the company’s decision not to open clones
of its original restaurant in each new location. Every
Cyberia is tailored o its city’s needs.

It is doubtful that anything would have come of
the idea if Pascoe had not been behind it from the
start. She has been described variously as “weird
and intense”, “a magnificent self-publicist”, “very
charismatic, very smart”, “a pioneer in integrating
people and technology”, “going places”; “an evan-
gelist for the Internet”. She is, indeed, an unstop-
pable force of nature. “I don’t need that much
sleep,” she says, in her slightly broken English,
downing another black coffee. “Around four or five
hours is enough for me.”

Possession tie her down. “My security is my
knowledge. . . information changes so
quickly and I get so much input from the Net, I
have to keep my home life simple. My apartment is
full of white walls. .. There’ s nothing to distract
me.” She gets online at 7 a.m., works weekends,
is rarely home before midnight. She can’t remember
her last holiday. Even on weekend trips to see
friends in Spain and get some sun she takes her lap-
top. She has a contract for a book on interfaces; she
is trying to write up her PhD thesis on human com-

Because

puter interaction. “I don’ t usually eat until the
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evening, ~ she says. “I find it distracts my energy.”

Pascoe has always been this way. While still at
school in Poland, she designed and launched a
range of funky clothes. Studying Spanish and lin-
guistics at Warsaw University, she ran an art gallery
on the side. When she went to England to do a fur-
ther degree in psychology, she worked part-time as a
programmer. Her Ph D. sideline in Poland was to
develop software for the post-Communist banking
system. (The company she set up there will float on
the Polish stock exchange late in 1996, valued at $
12M, or 63M RMB. )

Pascoe walked out on her husband, a Spanish
artist, after the first two days of their honeymoon.
She was 21 at the time. “He started painting, ” she
says. “What was I supposed to do with myself?”
The marriage itself lasted four years. Once she had
computerised her husband’s farm, she says, “there
was not that much left to do.”

It comes as little surprise to learn that her cur-
rent boyfriend is a war photographer. She does not
hanker for a quiet, straightforward life.

New Yorkers, she says, are far too dull and
should be ashamed of themselves. “They sit on their
asses. . . They are all based mentally in the Sixties,
they all think being a curator of a gallery is a great
statement. It’s complete nonsense.”

Pascoe sees herself as a trailblazer for the tech-
no culture of the next century. She has no time for
anyone who is not prepared to put their energies into
forging the future. “If you want to change you have
to be radical,” she says. Her ideas are certainly
that. Asked why she lives in what she describes as
“energy-less England” she replies that she finds the
dance scene interesting. It is a vast, untapped outlet
for music on CD-ROM and she can’t wait to get in-
volved. “Young people are really smart these days, ”
she says. “The Internet is a great repository for mu-
sic samples, so there’s the opportunity for anyone to

mix the samples up and create their own personal
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statement music. Lots of DJs are doing that, and it
means nobody’ s buying music from the major record
companies any more. .. Perfect.”

When asked why Cyberia isn’t open 24 hours a
day, she is practical. “Remember, cyberspace is
full of young boys who are cruising for adventures. I
would rather them cruise from their own bedrooms
than from my place. . . I don’t want any hassle with
censorship. We’ re trying to make sure that the good
side, the positive side, the educational side, the
fun side of the Internet is supported. ”

Like the Net, Pascoe’ s ideas are evolving all
the time. Cyberia was originally conceivde as a
women-only venue, but it opened to men when they
came beating at the door. There are still women-only
training sessions and the staff are overwhelmingly fe-
male, because “the medium is intuitive and women
are good at inwitive problem-solving. ”

Pascoe is now trying to evolve into less of a
workaholic, which means not logging on after mid-
night: “If you go surfing in the dark, when you’ re
on your own, it’s just so seductive. You go into that

world and meet mind to mind. It’s fantastic. It’s a

beautiful experience. But it’s also like a vortex
you go there and never emerge.” Indeed, she got
badly bumt when she left a relationship for someone
she met on the Net while doing her Ph D. : “If you’
re locked on your own for three years in a room,
anything at the end of the terminal is going to be
cute. He turned out to be a snotty New Yorker. . .”
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