
1

EURO ZONE SUMMIT 2014

The euro zone’s survival may no longer be un-
der threat but Europe still faces a multiplicity 
of challenges this year.

Elections for the European Parliament in May 
could see fringe, anti-EU parties secure a record 
number of seats, making it much more difficult for 
the bloc’s leaders to push forward with further re-
forms to knit themselves closer together.

Immigration is becoming an increasingly fraught 
issue with a number of countries and political parties 
wanting to curb numbers crossing their borders, in 
defiance of EU rules on freedom of movement. For 
that reason and others it is not even certain that Brit-
ain will still be a member of the European Union in 
five years’ time.

Measures to ensure that the continent doesn’t 
suffer a financial crisis akin to the one that it is still 
struggling to get over are commonly agreed to be less 

than watertight and will need more work. Stress tests 
of Europe’s biggest banks later this year could lay that 
bare. Ireland has just exited its euro zone bailout and 
Portugal is trying to follow but Greece is likely to 
need yet more help before it can stand on its own 
feet again.

Most pressingly, EU governments and the Euro-
pean Central Bank have to find a way to get their 
economies growing again in order to cut frightening-
ly high unemployment rates and head off the risk of a 
lost generation with all the social unrest and division 
this could entail.

The Reuters Euro Zone Summit brought to-
gether top European policymakers and to share their 
thoughts on all the above and a lot more. Throughout 
the week we produced market-moving news available 
exclusively to Thomson Reuters clients. Read on for 
some of the summit highlights.

The Future of the 
Euro Zone
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BY PAUL CARREL AND EVA TAYLOR

FRANKFURT, FEBRUARY 13, 2014

The status of the European Central 
Bank’s flagship crisis-fighting tool 
is unchanged after the assertion of 

Germany’s top court that it exceeded the 
bank’s mandate, ECB Executive Board 
member Benoit Coeure said.

Speaking to Reuters as part of a series 
of interviews with top policymakers across 
the euro zone, Coeure said the ECB had no 
need to use the so-called Outright Mon-
etary Transactions (OMT) program now.

Germany’s top court will refer a com-
plaint against the OMT to the European 
Court of Justice but, in an apparent effort 
to direct the ECJ’s deliberations, it said last 
week the plan appeared to violate a ban on 
the ECB funding governments.

“The status of the OMT is not changed. 
It is ready to be used but it is highly unlike-
ly it would have to be used at the moment,” 
Coeure said.

The OMT, announced by President 
Mario Draghi in September 2012 at the 
height of the sovereign debt crisis and as 
yet unused, is widely credited with pulling 
the euro zone back from the brink.

Its power lies in the promise of poten-
tially unlimited sovereign bond purchases 
– a prospect that calmed fears about the 
currency area zone falling apart and backed 
up Draghi’s vow to do “whatever it takes” to 
save the bloc.

The decision by the German Constitu-
tional Court has left investors asking ques-
tions about the validity of the OMT. The 
head of Germany’s ZEW economic think 
tank said on Monday the measure had been 
seriously weakened.

With the prospect of the euro zone 

breaking up having receded sharply since 
2012, the ECB is now more focused on 
weak price pressures in the bloc, where in-
flation is running at just 0.7 percent – well 
below its target of just under 2 percent.

“We’re not seeing deflation in the euro 
zone,” Coeure said. “We see low inflation, 
slowly increasing from the current low lev-
els back to 2 percent.”

The discussion around price pressures 
was about “how low can inflation be with-
out triggering adverse dynamics”, he said. 
“We are not there, but we have to be alert 
that negative shocks could trigger that kind 
of scenario and then we have to be ready 
to react.”

Much of the low level of inflation could 
be explained by weak demand, Coeure said, 
adding: “But we see positive news coming 
from this side. We see aggregate demand 
now developing in the euro zone.”

NEGATIVE RATES
To help money flow more evenly across 
the currency area, Coeure said the idea of 
cutting into negative territory the rate the 
ECB pays banks to hold their deposits 
overnight was “a very possible option”.

“That is something we are considering 
very seriously. But you should not expect 
too much of it,” he said of a negative de-
posit rate.

Coeure did not favor tying the ECB’s 
forward guidance on low interest rates to 
specific thresholds or triggers.

The ECB left policy on hold last week 
but President Mario Draghi put markets 

ECB bond-buying intact and ready after 
court decision: Coeure

Benoit Coeure, executive board member of the European Central Bank (ECB), speaks during an 

interview with Reuters in Frankfurt February 12, 2014. REUTERS/RALPH ORLOWSKI

Read all Summit stories: 
http://www.reuters.com/
summit/Eurozone14

http://www.reuters.com/summit/Eurozone14


3

EURO ZONE SUMMIT 2014

on alert for possible action in March, saying 
the Governing Council would have more 
information at its disposal by then, includ-
ing new forecasts from the bank’s staff that 
will extend into 2016 for the first time.

However, Coeure said: “There is no 
mechanic link between the staff forecasts 
and Governing Council decisions. It will 
depend a lot on our understanding of the 
forces that are at play in the euro zone 
economy and these are complex forces.”

The ECB would closely follow turbulence 
in emerging markets, though it was too early 
to say whether this could change the central 
bank’s outlook for growth and inflation.

“We haven’t seen that much of a spill-
over effect on the euro zone so far, which is 
grounds for cautious optimism.”

Coeure took over this month as the 
ECB’s top negotiator in Brussels, taking on 
the key portfolio in a board reshuffle fol-
lowing Joerg Asmussen’s departure. He also 
remains in charge of market operations, 
which would include running the OMT.

One element that would foster stronger 
euro zone economic growth is a revival in 
still moribund bank lending.

Coeure said the ECB’s asset quality 
review (AQR), part of a series of health 
checks it is running on euro zone banks 

before taking over as supervisor of the fi-
nancial sector later this year, could prompt 
banks to shed more assets.

“There is a risk that we will see another 
wave of deleveraging when the AQR re-
sults are known,” he said.

“My personal plea to supervisors would 
be that this (adjustment) will be done 
through raising capital rather than by cut-
ting loan books.”

(Additional reporting by Sakari Suoninen 
and Andreas Framke. Editing by Mike 
Peacock)
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BY AXEL BUGGE AND SERGIO GONCALVES

LISBON, FEBRUARY 10, 2014

 Portugal’s economy may grow more 
than the government’s forecast of 
0.8 percent this year as confidence 

bounces back after the hardship of its in-
ternational bailout and political turbulence 
last summer, Deputy Prime Minister Paulo 
Portas said.

Portas, speaking at the Reuters Euro 
Zone Summit, said growth indicators had 
steadily improved since the summer and 
would see the government last through its 
full term until 2015 after it nearly collapsed 
following his threat to resign.

“If the Portuguese economy grows more 
than 0.8 percent (this year) I will not be 
surprised,” he said.

This year will mark the first year of 
growth since 2010, when Portugal begun to 
descend into its debt crisis that dragged it 
through its worst downturn since the 1970s 

and forced it to seek a bailout in 2011.
“Since July, confidence figures have been 

growing and growing. The confidence of 
families, the confidence of consumers and 
the confidence of the business community 
is the best it has been in 40 months,” Por-
tas said.

Portugal’s export and tourism sector 
– areas of the economy which have both 
helped recovery from the debt crisis – post-
ed record years in 2013, he said.

The economy is still expected to have con-
tracted by 1.8 percent through all of 2013. 
But both the second and third quarters of 
last year showed growth and Portas said the 
fourth quarter was probably also positive.

“I think that, as confidence atTracts con-
fidence, Portugal is returning to the GPS of 
investment,” he said.

Fourth quarter GDP figures will be re-
leased on Friday.

Improving confidence will be key for the 
country as it eyes the end of its 78-billion-

euro EU/IMF bailout in May this year. The 
bailout imposed harsh austerity, with sharp 
tax hikes, pay cuts and reductions in pen-
sions for civil servants.

“I am absolutely convinced that Portugal 
will be capable of finishing the program,” 
Portas said.

NO DECISION ON PRECAUTIONARY 
CREDIT
The deputy prime minister who oversees 
negotiations with the country’s creditors 
said it was too early to decide whether to 
opt for a precautionary credit line to help 
its exit from the bailout.

“We have not yet reached the moment 
for the government to announce its deci-
sion on how to exit from the program,” he 
said, pointing to Ireland’s example.

Ireland only announced in November 
that it planned a ‘clean’ exit from its aid 
program, which ended in December 2013.

Portas ruled out any further political 
turbulence in the ruling center-right coali-
tion, in which his rightist CDS-PP is the 
junior partner.

Without his party’s support, the govern-
ment would lose its majority in parliament. 
His threat to resign as foreign minister last 
summer led to his promotion to his current 
position.

“I said in the congress of my party that it 
seems to me that this will be the first coali-
tion that finishes its term,” he said. “Once it 
happens, it won’t be the last time.”

RETURN TO BOND MARKET KEY
Portugal’s improving economic outlook has 
been reflected in sharply falling borrowing 
costs – its 10-year yields are back around 
5 percent, near their lowest levels since the 
country was bailed out in 2011.

Portugal’s deputy PM sees upside 
growth surprise

Portugal’s Deputy Prime Minister Paulo Portas speaks during a briefing to announce the results of the 

review by the ‘’troika’’ in Lisbon December 16, 2013. REUTERS/HUGO CORREIA



5

EURO ZONE SUMMIT 2014

The key to the country’s ability to stand 
unaided again will be to return to financing 
itself in the bond market. It issued 3.25 bil-
lion euros in five-year bonds in January and 
plans to resume bond auctions in the first 
half of this year.

Portas said it was important for Portugal 
to carry out debt issues of different kinds 
and attract strong demand, “which is clear-
ly an indicator of confidence”.

“Managing to issue debt in decent con-

ditions clearly opens the way,” he said.
Once Portugal ends what Portas refers to 

as being a “protectorate” under the European 
Union and IMF, the country should gradu-
ally start to reduce income taxes, he said.

“We have to work so that the start of 
a reduction in income tax takes place in 
2015,” he said, adding that a commission 
will soon be created to reform the country’s 
income tax code.

But Portas said the country should be 

under no illusions and had learnt the hard 
lessons of the bailout, which has led to years 
of hardship for the Portuguese.

“No nation goes through a crisis like this 
without learning its lesson,” he said.

“I am 51 years old and have seen the 
IMF in Portugal three times. With all due 
respect, as we are also members of the IMF, 
I don’t want to see it here ever again.”

(Editing by Mike Peacock)
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BY JAN STRUPCZEWSKI AND MARTIN SANTA

THE HAGUE, FEBRUARY 13, 2014

 Banks that fail this year’s European 
health checks badly should be closed 
down, the head of the euro zone fi-

nance ministers group said on Thursday.
Before the European Central Bank 

takes over banking supervision in Novem-
ber as part of a broader push towards closer 
integration of the financial system, it will 
conduct a comprehensive assessment of the 
euro zone’s 128 largest banks.

Daniele Nouy, the head of the new 
banking watchdog, said earlier this week 
that if any of the participating banks failed 
the assessment they could be wound down, 
and that merging them in order to save 
them was not a solution.

“I was very happy about what Daniele 
Nouy said ... that if banks come out in a 
very bad shape we will simply have to close 
them down,” Jeroen Dijsselbloem, who is 
also Dutch finance minister, told the Re-
uters Euro Zone Summit in an interview.

“Her point was that we are going to do it 
the tough way. And that is the signal all of 
us need – the banks needed to get that sig-
nal, the financial markets need that signal 
and the citizens in Europe need to get that 
signal,” he said.

Dijsselbloem said it was important for 
the euro zone to get its banks into shape 
quickly because they were crucial to the 
bloc’s economic recovery, adding that lend-
ers were already taking action without 
waiting for the results of the review.

“I don’t know what the outcome of the 
asset quality review is going to be but ... a 
sensible bank is not going to sit and wait 
for the outcome. It is going to think how it 
can pro-actively deal with problems and I 

think this is going on as we speak,” he said.
The review is part of euro zone prepara-

tions to set up a banking union, in which 
the ECB would supervise all banks. Policy-
makers believe that will unclog credit to the 
economy and boost growth.

The banking union would also entail a 
mechanism to shut failing lenders and a 
joint pool of money to cover the cost.

Dijsselbloem said completing negotia-
tions on how to close down banks and pay 
for it was all the more important ahead of 
European Parliament elections in May, be-
cause Eurosceptic parties on the left and 
right are gaining support.

“People are interested in results, they 
want to see that what we do in Europe 
serves a good purpose. Building a banking 
union to make the banks once again sup-
port the economy, instead of the other way 
around – that’s the results the people want 
to see,” Dijsselbloem said.

Completing banking union depends on 
reaching an agreement between the Eu-
ropean Parliament and euro zone govern-
ments on who will decide if a bank is to be 
closed and who should foot the bill.

Closures are to be funded from contribu-
tions from banks operating in all euro zone 
countries, which will reach a full capacity of 
55 billion euros ($75 billion) after 10 years, 
when all the funds will be pooled together.

Until then, the costs will have to be cov-
ered mainly by the home country. To break 
that “doom loop”, the ECB and the Euro-
pean Parliament have called for pooling the 
resolution funds in five years rather than 10.

Dijsselbloem said that would be tough.
“It going to be hard to start again or to 

change it radically, so I don’t expect there 
will be radical changes there,” he said.

He said 55 billion euros was a sufficient 
backstop because before the fund could be 
used to pay for the closure of a bank, all its 
shareholders, bondholders and even major 
depositors would have to lose money.

“We think that the 55 billion is enough. 
If you put the fund at the start (of the reso-
lution process) it will not be enough, but 
it is not at the front, it is at the end of the 
process,” Dijsselbloem said.

(Editing by Mike Peacock and Robin 
Pomeroy)

Banks that badly fail ECB test should be 
closed-Eurogroup head

Dutch Finance Minister 

and Eurogroup chairman 

Jeroen Dijsselbloem (L) 

embraces his Danish 

counterpart Margrethe 

Vestager during an 

European Union finance 

ministers meeting in 

Brussels January 28, 2014.

REUTERS/YVES HERMAN
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BY PAUL TAYLOR AND MIKE PEACOCK

BRUSSELS, FEBRUARY 13, 2014

 European leaders need to rebuild the 
unity of the European Union, badly 
fractured in the euro zone debt crisis, 

and address the worries of populist voters, 
Finnish Prime Minister Jyrki Katainen said 
on Thursday.

Speaking at a Reuters Euro Zone Sum-
mit, the center-right leader said mutual 
resentment between citizens of northern 
creditor states and poorer debtor countries 
was fuelling euroscepticism and posed a 
threat to the 28-nation bloc’s unity.

“In some countries people are thinking 
that integration is not fair if we have to pay 
for other countries’ decision-makers’ mis-
takes,” he said.

“In some southern European countries 
people are thinking that the northern Eu-
ropeans are arrogant ... and they are not 
ready to help. If there are two fronts – north 
and south or whatever – it harms the sense 
of fair integration.”

Katainen said calls for more European 
“solidarity” or a United States of Europe 
scared people unnecessarily at a time when 
globalization had made them fearful for 
their jobs and standard of living.

“I don’t see the areas in which we should 
go deeper,” he said of the economic gov-
ernance of the euro zone. The EU could 
develop its single market further, notably 
in energy, and boost defense cooperation 
within its existing structures.

The enforcement of overhauled budget 
discipline rules and the creation of a bank-
ing union with a single supervisor and a 
mechanism to wind up failed banks without 
making taxpayers pay had achieved the main 
changes needed to stabilize the euro zone.

Asked whether the EU treaty should be 
changed in the next five years after European 
Parliament elections in May, Katainen said 
he was a pragmatist and most of what Eu-
rope needed could be achieved by strength-
ening and extending its internal market.

The key reforms to pensions, labor mar-
kets and education needed to keep Europe 
competitive with China and the United 
States, and make its social model afford-
able, were in the hands of national govern-
ments rather than of Brussels, he said.

“THEY CAN CALL”
Katainen called for a single market in clean 
technology, noting that Finland was produc-
ing third-generation non-food biofuels that 
were sold in the United States but could not 
enter some EU countries because regulation 
had not kept pace with innovation.

To combat eurosceptics, who threatens 
to make big gains in the pan-European 
election, EU leaders should address the 
“fair and right questions” of voters tempted 
by populist politicians rather than talking 
to the leaders of such parties.

“We cannot exclude those parties from 
politics because there are people behind 
them who are asking right questions,” he 
said. “Direct speaking to the people is the 
best medicine.”

Diplomats tip Katainen, 42, as a possible 
compromise candidate for one of the top 
EU leadership positions this year if the of-
ficial frontrunners fall by the wayside.

He said he was not campaigning and 
would support veteran former Luxembourg 
Prime Minister Jean-Claude Juncker as the 
European People’s Party lead candidate for 
parliament and for president of the Euro-
pean Commission.

“As we have seen every time when there 
have been some nominations, it has been 
full of surprises,” he said.

Asked if he was prepared to take a Eu-
ropean role if asked, Katainen said: “People 
know me ... if they want to call, they can 
call. I pick up the phone.”

The Finnish leader, who said his own 
country needed to reinvent itself every 20 
years to remain competitive, voiced sup-
port for keeping Britain in the EU, saying 
its liberal, free trading voice was vital to the 
bloc.

But he cautioned against calls in Lon-
don to repatriate powers from Brussels, 
saying the solution lay in better regulation.

“I hope that the situation in Britain 
doesn’t go too far that then there is no way 
back,” Katainen said.

(Additional reporting by Luke Baker)

EU must rebuild unity, address populists’ 
concerns – Finnish PM

Finland’s Prime Minister Jyrki Katainen talks to 

the media as he arrives at a European Union 

leaders summit in Brussels December 20, 2013. 

REUTERS/FRANCOIS LENOIR
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BY LUKE BAKER AND MIKE PEACOCK

BRUSSELS, FEBRUARY 12, 2014

 If Britain’s opposition Labour party backs 
a referendum on membership of the 
European Union the chances of Britain 

leaving the EU will greatly increase, UK 
Independence Party leader Nigel Farage 
said on Wednesday.

Conservative Prime Minister David 
Cameron has promised voters an “in or out” 
referendum on EU membership by the end 
of 2017. Labour is considering whether to 
match that pledge, which polls suggest the 
electorate wants.

“The single most important determi-
nant of whether Britain leaves the Euro-
pean Union is whether (Labour leader) 

Ed Miliband changes his stance,” Farage, a 
49-year-old former commodities trader, told 
Reuters as part of a Euro Zone Summit.

“If we can get Miliband to commit to a 
referendum in Labour’s next general elec-
tion manifesto, then the likelihood of a ref-
erendum happening shoots up way above 
50 percent from where we are now.”

Asked what the likelihood of Britain leav-
ing the EU within the next five years was, 
the leader of the anti-EU party responded: 
“Better than a third, but not as a high as a 
half ”, before adding: “And growing.”

Farage’s party, once dismissed as a bit 
player in British politics, has seen its influ-
ence climb since 2009, when it came sec-
ond behind the Conservatives in elections 
to the European Parliament. Since then it 

has challenged both the Conservatives and 
Labour for vacated British parliamentary 
seats and polled 23 percent in local elec-
tions in 2012.

The next test is the European elections 
in May, when UKIP is hoping it will be 
able to top both the Conservatives and La-
bour, although polls currently put Labour 
ahead, with UKIP and the Conservatives 
neck-and-neck for second place.

In the past, UKIP has stolen votes from 
Conservative supporters. But Farage said 
the aim was now to peel away disaffected 
Labour voters, particularly in northern in-
dustrial cities.

“What we’ve achieved so far is to shift 
the centre of gravity in British politics in 
terms of the overall debate,” he said. “We’ve 
pushed the Conservatives into changing 
their position and I now want us to push 
to change the Labour party’s position too.”

If UKIP managed to beat Labour in 
the May polls, the pressure on Miliband 
to match the Conservatives’ offer and neu-
tralize the European issue would grow, 
Farage predicted.

“IN OR OUT”
The ultimate goal for UKIP is to get Brit-
ain to leave the European Union after more 
than 40 years of membership.

That prospect once seemed unimagi-
nable but thanks to growing euroscepti-
cism among the broader British public and 
Cameron’s promise of a referendum, the 
possibility is now real.

Cameron has first to secure election 
victory next year and has then pledged to 
renegotiate Britain’s relationship with the 
EU prior to offering a vote. Farage expect-
ed Labour to be the largest party after the 
2015 election.

UKIP seeks to push UK Labour party into 
EU referendum pledge

UK Independence Party leader Nigel Farage visits the village of Burrowbridge during continued 

flooding in Somerset, south west England February 9, 2014. REUTERS/LUKE MACGREGOR
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Perhaps even greater than the re-elec-
tion challenge will be convincing the rest 
of the EU to let Britain change the terms 
of its membership – there is little appetite 
among member states for a fundamental 
revision of the EU’s treaty.

Asked what he thought of the Conser-
vatives’ strategy, Farage was dismissive.

“They haven’t got one,” he said. “Cam-
eron is the sort of politician that thinks, 
make a speech and that’s it, it’s all done 
and dusted.

“I don’t see that they can get a treaty re-
negotiation on anything substantial.

“If after the European elections he 
starts to state what his renegotiation aims 
are, they will just be shot down,” by the 

rest of the EU.
A bad EU election defeat for the Con-

servatives would lead to “panic and deeper 
splits”, Farage, who left the Conservative 
party in the 1990s, said.

With 100 days to go before the Euro-
pean elections, Farage is hoping UKIP can 
show a late surge, as in the 2009 poll, that 
might allow it to grab around 20 percent 
of the vote, putting it either first or second.

That would also make it one of Eu-
rope’s most influential anti-EU parties, 

alongside Marine Le Pen’s National Front 
in France and Geert Wilders’s PVV in the 
Netherlands.

Le Pen and Wilders have announced 
an alliance, saying they will work together 
in the same group in the European Parlia-
ment. But Farage rules out any cooperation 
with the ex-Fascist French party or anti-
Islam Dutch group, and emphasizes that 
the eurosceptic parties are far from being 
united.

“I’ve ruled out alliances. Sitting in the 
middle of the eurosceptics, that’s where I 
want to be.”

(Additional reporting by Richard Mably 
and Paul Taylor)

Visit Reuters Summits: 
http://www.reuters.com/
summits

http://www.reuters.com/summits
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BY PAUL TAYLOR AND RICHARD MABLY

BRUSSELS, FEBRUARY 12, 2014

Switzerland stands to lose more than 
the EU from a vote to restrict im-
migration because it cannot enjoy 

all the benefits of the world’s biggest mar-
ket without reciprocal access, European 
Commission President Jose Manuel Bar-
roso said.

In an interview for a Reuters Euro Zone 
Summit, Barroso said the narrow Swiss 
referendum vote to restore quotas for mi-
grants in breach of an agreement with the 
EU, would have “serious consequences” for 
relations between the wealthy Alpine na-
tion and the 28-member union that sur-
rounds it.

While he did not spell out any specific 
sanctions, Barroso implied that Swiss peo-
ple could lose the right to live and work in 
the EU, including neighboring Germany, 
France and Italy, and Swiss companies 
might also face obstacles.

“In terms of reciprocity, it’s not appro-
priate that Swiss citizens have unrestricted 
freedom of movement in the European 
Union – I think there are 430,000 here, 
which in relative terms is more than the 1 
million European citizens that are in Swit-
zerland,” he said.

Switzerland has a population of 8 mil-
lion, one quarter foreigners, while the EU 
has 500 million.

“It’s not fair that one country has all 
these advantages and does not want to give 
partners the same kind of advantages,” Bar-
roso said.

It was up to the Swiss government to 
find a way to turn the vaguely worded ref-
erendum decision into law while respecting 
its agreements with the EU.

The Swiss business community and 
most mainstream political parties had op-
posed the vote because they realized the 
damage it could wreak on their landlocked 
country’s economy, he said.

“In relative terms you can understand 
that it’s certainly more important for Swit-
zerland to have access to this market, which 
is the biggest market in the world, than 
for the EU to have access to Switzerland, 
which is a very important country.”

Swiss businesses said the vote to rein-
troduce immigration quotas, backed by a 
margin of just 19,526 voters, threatened an 
economy that relies on the EU for nearly a 
fifth of its workers.

Switzerland is home to food and bever-
age giant Nestle (NESN.VX), drugmakers 
Novartis (NOVN.VX) and Roche (ROG.

VX), global banks UBS UBS.VX and Cred-
it Suisse (CSGN.VX), and commodities 
dealers such as Glencore Xstrata (GLEN.L) 
and Louis Dreyfus Commodities.

The European Commission chief, who 
lived six years in Switzerland as a post-
graduate student, said the EU would fight 
to defend freedom of movement of people 
and workers as one of its fundamental val-
ues, criticizing calls by EU member Britain 
to reconsider labor migration from poorer 
EU states.

“The fact that Switzerland is smaller 
than the EU already gives them some privi-
lege, because we have given Switzerland a 
situation that no other country in the world 
enjoys,” he said.

(Editing by Mike Peacock)

Switzerland can’t have it both ways on 
migration: EU’s Barroso

European Commission President Jose Manuel Barroso talks during an interview with Reuters in his 

office at the EU Commission headquarters in Brussels February 11, 2014. REUTERS/LAURENT DUBRULE
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BY LUKE BAKER AND MIKE PEACOCK

BRUSSELS, FEBRUARY 12, 2014

 Imposing sanctions on Ukraine now would 
be a mistake and the priority should be 
creating the right conditions for a peace-

ful political transition, European Commis-
sion President Jose Manuel Barroso said.

In secret recordings released on the In-
ternet last week, a senior U.S. official was 
caught disparaging EU policy on Ukraine 
and suggesting the bloc had been soft after 
Kiev’s decision to reject an EU trade deal 
and accept cheap loans from Russia.

Washington is advocating a tougher 
line, saying sanctions should be imposed 
to punish President Viktor Yanukovich 
for the violent crackdown ordered against 
protesters, who have been demonstrating in 
favor of the EU for nearly three months.

At least six protesters have been killed.
“We are now in a phase where the pri-

ority is to stabilize the country, to avoid 
violence, to have the beginning of a serious 
conversation between the government and 
the opposition,” Barroso said in an inter-
view as part of a Reuters Euro Zone Sum-
mit. “At this stage, other measures could 
only have a negative effect.”

He said Europe needed to help “create 
the conditions ... for a political transition 
that enjoys, or a solution that could enjoy 
full legitimacy in Ukraine.”

But he added that if the situation did 

deteriorate and violence against protesters 
continued, he had personally told Yanukov-
ich that the EU would not stand by.

“There will be consequences in the rela-
tions between Ukraine and the European 
Union,” he said.

In a phone recording uploaded on 
YouTube, Victoria Nuland, the U.S. as-
sistant secretary of state for European af-
fairs, was heard telling the U.S. ambassador 
to Ukraine that the United States should 
adopt a “fuck the EU” attitude.

In a separate recording also posted 
on YouTube, a senior EU official, Helga 
Schmid, can be heard expressing concerns 
to the EU ambassador in Ukraine about 
the EU’s perceived weakness in the eyes of 
the United States.

The impression created by the record-
ings, which Western officials suspect were 
made by Russia, is of deep divisions be-
tween two allies over a critical foreign pol-
icy issue.

The split plays into Russia’s hands, since it 
is determined that Ukraine, a former Soviet 
satellite, should not move closer to the Eu-
ropean Union. It offered Kiev up to $15 bil-
lion in cheap loans and cuts to the price of its 
gas imports if it rejected the EU trade deal.

Barroso played down any competition 
with Washington for influence in Ukraine, 
and said that ultimately it was Europe that 
could offer the country a future, not any-
one else.

“We are not competing with our Ameri-
can partners. On this matter, the European 
Union has more to give to Ukraine than 
any other partner,” he said.

The protesters, who took over Kiev’s 
central Maidan square in late November, 
after the government rejected the EU deal, 
are frequently photographed waving the 
EU’s blue-and-gold-stars flag.

“We are doing everything we can to help 
Ukraine according to our principles and I 
expect the United States to be supporting 
that line,” said Barroso. “The Ukrainian 
people want to come closer to the EU. The 
flags Ukrainian people have been waving 
are European Union flags.”

Nuland has apologized for her undip-
lomatic comments and EU officials have 
sought to play down the spat. Barroso said 
ultimately it was up to the EU to play the 
leadership role.

“Many of my American friends have 
told me privately that there is no one better 
placed than the EU to play a positive role in 
developments in Ukraine,” he said.

“When the conditions are right, Ukraine 
will come closer to the European Union 
because it’s obviously in their interests from 
an economic and a social point of view to 
come closer to a system that gives them 
much more benefits.”

(Additional reporting by Richard Mably 
and Paul Taylor.)

Now is not time for sanctions on 
Ukraine: Barroso
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BY MARK JOHN

PARIS, FEBRUARY 12, 2014

 European Commission moves to ban 
top EU banks from market bets with 
their own money will run out of mo-

mentum once this year’s health check on 
the sector shows it is in sound shape, the 
head of France’s Societe Generale (SOGN.
PA) said.

Such an outcome would be a victory for 
the French view that Europe’s banks have 
drawn lessons from the financial crisis and 
should now be given the regulatory room 
needed to compete with foreign rivals, no-
tably from the United States.

Speaking at the Reuters Euro Zone 
Summit 2014, Frederic Oudea said the 
current EU executive would not have time 
to put in place a proposed ban on propri-
etary trading before the end of its mandate, 
and doubted such a move would be high on 
the agenda of the incoming Commission 
and European Parliament.

“I don’t believe it will necessarily be their 
priority for the year 2015, especially after 
the AQR (Asset Quality Review) which 
should give comfort to politicians and pub-
lic opinion regarding the resilience of the 
banking sector,” he said.

The AQR is part of a wider assessment of 
the euro zone’s banks to be carried out by the 
European Central Bank before it assumes 
new supervisory functions in November.

European voters will go to the polls in 
May to elect a new parliament, and the 
mandate of the European Commission 
of Jose Manuel Barroso will expire a few 
months after that.

Proprietary trading accounts for only a 
small amount of European banking reve-
nue but is seen by some observers as among 

the riskier behaviors that exacerbated the 
2008-2009 financial crisis.

France has argued that proposals un-
veiled by EU financial services commis-
sioner Michel Barnier on January 29 would 
give U.S.-based rivals in London the upper 
hand. U.S. banks will be operating under 
their own regulatory limits.

“SLOW IMPROVEMENT”
Oudea said national legislation already exist-
ed in France and Germany ring-fencing pro-
prietary trading, which he said would in any 
case remain a small part of banks’ activities.

“These laws are well-conceived and will 
be good laws to prevent us from going back 
to a model that would be too risky. This 
should be the model going forward and I 
think the new Commission and the new 
Parliament will have to look at this.”

Oudea was equally wary about moves 
to create a financial transactions tax in the 
euro zone, a levy which will make banks re-
pay some of the aid that kept them going 
during the crisis.

“The risk is that you have activities that 
will move out of Europe and that certain 
companies will suffer when they issue debt 

– it will become more pricey. I think and I 
hope that pragmatism will prevail,” he said.

Euro zone countries discussing the tax 
are trying to hammer out a revised propos-
al. Some capitals want to exempt sovereign 
bonds, interbank securities repurchase deals 
and pension fund transactions from the tax.

Societe Generale, France’s No. 2 listed 
bank, on Wednesday reported it had swung 
to profit in the fourth quarter of 2013, re-
bounding from a year-ago loss plagued by 
writedowns.

Oudea said his bank was expecting a 
“slow improvement” in the euro zone econ-
omy through 2014 and 2015, with its home 
market France seeing growth edge up from 
0.6 percent this year to 1.2 percent next 
– forecasts below the government’s own 
predictions of 0.9 percent and 1.7 percent 
respectively.

He was relaxed about the prospect of fur-
ther turmoil in emerging market economies, 
saying Societe Generale remained broadly 
positive on their long-term prospects. He 
did not see any near-term drag on the bank’s 
main markets from U.S. Federal Reserve ta-
pering, which he expected to be gradual.

The firmly pro-EU Oudea acknowl-
edged that any gains by Eurosceptic parties 
in May’s European Parliament elections 
could make further political steps towards 
EU integration harder, and called on the 
bloc’s leaders to focus instead on more prag-
matic efforts to boost Europe’s economy.

“Before thinking about some huge po-
litical plan which might not take place 
anyway, (look) particularly on the economic 
side,” he said, urging new joint EU initia-
tives on energy, infrastructure and the digi-
tal sector.

(Editing by Elizabeth Piper)

SocGen chief sees EU move to ban prop 
trades foundering

French bank Societe Generale Chairman and 

Chief Executive Officer Frederic Oudea speaks 

during the annual meeting of the German 

business newspaper Handelsblatt in Frankfurt 

September 4, 2013. REUTERS/RALPH ORLOWSKI
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BY NOAH BARKIN AND GERNOT HELLER

BERLIN, FEBRUARY 11, 2014

Recent turmoil in emerging markets 
will hit export-oriented European 
economies but there are no signs 

the bloc that shares the single currency is 
headed towards deflation, German Finance 
Minister Wolfgang Schaeuble said.

Speaking to Reuters as part of a series of 
interviews with top policymakers across the 
euro zone, Schaeuble signaled a readiness 
to help emerging market countries that 
have seen their currencies sink to multi-
year lows in past weeks as part of a broad 
market sell-off.

“We will help the emerging markets, 
within the limits of our possibilities, to 
solve their problems just as they stood by 
us in past years,” Schaeuble said, pointing 
to a meeting of G20 finance ministers in 
Australia later this month.

“The difficult situation in some emerg-
ing markets affects us of course. We are all 
dependent on exports, Germany more than 
other countries,” he added.

But Schaeuble, who started his second 
term as finance minister in December, said 
he agreed with European Central Bank 
President Mario Draghi that falling prices 
were not a danger for the euro zone, despite 
a drop in the bloc’s inflation rate to 0.7 per-
cent last month and warnings from the In-
ternational Monetary Fund that deflation 
is a potential risk.

“There is no deflation danger in Europe,” 
Schaeuble said. “We understand deflation as 
a reluctance to spend in the anticipation of 
falling prices. And there are no signs of this.”

In a wide-ranging interview, Schaeuble 
also played down the risks of last week’s 
ruling by Germany’s Constitutional Court 

on Draghi’s bond-buying scheme.
The court decided to refer complaints 

against the so-called Outright Monetary 
Transactions (OMT) program to the Eu-
ropean Court of Justice, but it also voiced 
concerns that the ECB went beyond its 
mandate with the scheme.

Although the OMT plan has never 
been used, it is widely credited with restor-
ing confidence in the euro zone after years 
of crisis that had threatened to tear the 
18-member bloc apart.

Some experts, including the head of 
Germany’s ZEW think tank Clemens 
Fuest, have said the court decision severely 
blunts the OMT program.

Schaeuble dismissed those concerns, 
saying the details of the OMT were sec-
ondary to the broad message sent by the 
ECB and European governments that they 
would not let the euro zone break apart.

“I think the return of financial market con-

fidence in the stability of the euro has been 
due not only, not even primarily, to the ECB’s 
(OMT) announcement,” Schaeuble said.

“When leaders of government on the 
one hand, and the central bank on the oth-
er, say they will do what is necessary, then 
financial markets need not worry.”

EUROSCEPTICS
Schaeuble also touched on a referendum in 
Switzerland at the weekend in which voters 
approved new limits to immigration from 
the European Union, saying fears about the 
free movement of people in Europe needed 
to be taken seriously.

But he played down the risks of a strong 
performance by populist, anti-immigration 
and eurosceptic parties in European Parlia-
ment elections in May, saying this would 
only push bigger mainstream parties to 
work more closely together.

“If we have stronger eurosceptic voices 
in the next European Parliament, then it 
will raise the pressure on everyone else to 
commit even more strongly to European 
integration, to react to this result and make 
Europe more efficient,” he said.

Regardless of the outcome of the vote 
and despite strong resistance in other Eu-
ropean capitals, Schaeuble said Germany 
would not drop its push for changes to the 
EU’s Lisbon Treaty that it argues are neces-
sary to ensure closer integration.

“I think we will have a discussion about 
this at the beginning of the term of the next 
European Parliament and European Com-
mission, and I am optimistic we will get a 
solution,” Schaeuble said, predicting prog-
ress in 2015.

(Reporting by Noah Barkin and Gernot 
Heller, editing by Mike Peacock)

Germany’s Schaeuble sees no deflation 
threat in Europe

German Finance Minister Wolfgang Schaeuble 

attends a news conference at Bercy Finance 

Ministry in Paris, January 27, 2014. REUTERS/

CHARLES PLATIAU

Follow Reuters Summits  
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BY LEIGH THOMAS

PARIS, FEBRUARY 10, 2014

 Euro zone countries should launch 
ambitious new projects like common 
unemployment insurance to counter 

a surge in support for Eurosceptical parties, 
French Finance Minister Pierre Moscovici 
said in an interview.

Opinion polls suggest anti-EU parties 
are likely to make big gains in European 
Parliament elections in May, channeling 
voter frustrations with mainstream politi-
cians’ handling of a debt crisis that caused a 
prolonged recession and high jobless levels 
in many euro zone countries.

“The euro zone needs to be further inte-
grated, the euro zone needs to be stronger 
so that citizens’ attachment to their curren-
cy is firmer,” Moscovici said in an interview 
conducted on January 30 as part of a Re-
uters Euro Zone Summit involving policy-
makers, politicians and market players.

A social democrat who previously served 
as European affairs minister and in the Eu-
ropean Parliament, Moscovici suggested 
the 18-nation currency area should set up a 
joint budget to tackle unemployment.

“France wants a financial capacity, call it 
a budget, that could be used for unemploy-
ment insurance, which could – why not? – be 
financed by some of the proceeds from the 
financial transaction tax,” Moscovici said.

Eleven EU countries have agreed to in-
troduce such a tax but the plan has been 
dogged by EU lawyers’ doubts over its le-
gality. Paris and Germany aim to produce a 
joint proposal in the coming months to get 
the scheme launched.

Berlin has so far rejected any notion of a 
common euro zone unemployment benefit 
or other fiscal transfers beyond the existing 

EU budget, which amounts to less than 1 
percent of the bloc’s output – a fraction of 
national budgets.

Chancellor Angela Merkel has accepted 
the principle of a small “solidarity fund” to 
help stressed euro zone states that make a 
contractual commitment to structural eco-
nomic reforms.

Moscovici did not elaborate on how 
joint unemployment insurance might work, 
but a 12-page report commissioned by the 
French Treasury last year proposed a basic 
euro zone benefit, which national insurance 
programs would supplement.

With a budget equivalent to 2 percent of 
GDP, the euro zone could provide 20 percent 
of unemployment benefits and other mea-
sures governments use to smooth out swings 
in the economic cycle, the study calculated.

Moscovici said improving the gover-
nance of the euro zone was another major 
project the bloc’s leaders needed to tackle.

He called for a full-time head of the 
Eurogroup of finance ministers, an idea 
backed by Germany and Italy, saying it 
could be merged with the existing post of 
EU economic and monetary affairs com-
missioner. Currently, Dutch Finance Min-
ister Jeroen Dijsselbloem chairs the Euro-
group in a part-time capacity.

Moscovici has been mooted in the past 
as a possible candidate for either post, but 
he dismissed the idea that he was interested 
in any such role.

“I’m not a candidate for any job other 
than my own, and it’s a very good job by 
the way,” he said.

TREATY CHANGE
Despite his ambition for further euro zone 
integration, Moscovici saw no rush for a 
new treaty, although Britain is eager for 
changes to give it more flexibility in the 
European Union.

Fight Eurosceptics with more integration: 
France’s Moscovici

France’s Finance Minister Pierre Moscovici reacts during an interview with Reuters at the Bercy 

Finance Ministry in Paris, January 30, 2014. REUTERS/CHARLES PLATIAU
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British Prime Minister David Cameron 
has promised a referendum on continued 
EU membership in 2017 after a proposed 
renegotiation if his Conservative party wins 
a general election next year.

Germany has said treaty change may be 
required for deeper integration of the euro 
area, but most other members oppose re-
opening the treaty to avoid divisive nego-
tiations and difficulties with ratification.

“Everyone prefers to work within the 
current treaties, I think,” Moscovici said, 
linking any change to the prospect of pool-
ing euro zone government debt issuance.

“Our German friends never said they 
ruled out (joint) euro bonds, but that it was 
result of a process, and then a treaty could 
be justified. The modification of the treaties 
can not be a precondition.”

Before it embarks on such projects, the 
euro zone has yet to complete the founda-
tions of a banking union, with tough ne-
gotiations looming between member states 
and the European Parliament over a system 

for tackling failed banks.
EU governments agreed with great dif-

ficulty in December on a draft plan for a 
single resolution mechanism to decide 
when and how banks need to be wound 
up. They aim to wrap up the negotiations 
before European elections in May but law-
makers are pushing for substantial changes.

Moscovici ruled out radical changes to 
the plan, which aims to build up over 10 
years a fund financed by levies on financial 
institutions to cover the cost of bank fail-
ures after shareholders and creditors have 
taken losses.

EU parliament lawmakers want a stron-
ger common safety net for failed banks, 
empowered to borrow on financial markets 
or from the euro zone’s rescue fund, but 
Germany and its allies have blocked any 
direct recourse to taxpayer funds.

“We’ve done everything we can so that 
decisions are taken during the mandate of 
the current parliament. It would be our col-
lective mistake not to do so,” Moscovici said.

FRENCH RECOVERY
Turning to the outlook for France, Mosco-
vici said he hoped President Francois Hol-
lande’s plans for tax breaks to boost business 
activity would begin bearing fruit this year.

In a shift towards more business-friend-
ly policies, Hollande offered last month to 
phase out 30 billion euros ($40.8 billion) in 
payroll charges that companies pay annu-
ally to finance family benefits in exchange 
for a commitment to meet targets for hir-
ing and investment.

With France’s recovery lagging many 
others in the euro zone, Moscovici said 
growth in the euro zone’s second-biggest 
economy could top the 0.9 percent forecast 
thanks to the plan.

“We want France to have growth above the 
euro zone average,” he said. “France’s place is 
not in the euro zone’s average, but as a leader.”

(Reporting by Leigh Thomas; Additional 
reporting by Yann Le Guernigou and Jean-
Baptiste Vey; Editing by Paul Taylor)
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BY GUY FAULCONBRIDGE

LONDON, FEBRUARY 13, 2014

A British exit from the EU would 
torpedo London’s position as a 
world financial capital by pushing 

money and talent to the United States and 
Asia, a lobby group for powerful banks and 
money managers said on Thursday.

Prime Minister David Cameron has 
promised to renegotiate the terms of Brit-
ain’s European Union membership and hold 
an “in-out” referendum if re-elected in 2015, 
raising fears the world’s sixth-largest econo-
my could quit the club it joined in 1973.

But in a sign the City of London may 
be nervous about the possible outcome of 
a vote, the chief executive of lobby group 
TheCityUK cautioned that Britain’s po-
litical and economic clout and its treasure 
would be at risk if voters chose to leave.

“The danger from a Brexit is that we lose 
our place in the world,” Chris Cummings 
said in an interview at the Reuters Euro 
Zone Summit. “The City wants to stay in 
the European Union. We think that’s better 
for the UK economy and we think it’s better 
for Europe to have the UK as a member.”

London, rivaled only by New York as 
the world’s financial capital, dominates the 
$5-trillion-a-day foreign exchange market, 
trading twice as many dollars as the United 
States and more than twice as many euros 
as the entire euro zone.

Cummings said that although the im-
mediate impact of a British exit would not 
be removal vans whisking traders and fund 
managers to rival cities, there would be a 
long-term seepage that would eventually 
dry out London’s capital markets.

“We would not get Pickfords vans arriv-
ing in fleets across the city to take bankers 

to Paris or Frankfurt but we would see is a 
slow, steady but increasing drift away from 
the City,” he told Reuters.

Most institutions in the City of London 
financial district support Cameron’s calls for 
changes to the way the 28-country bloc is 
run, and want more British say on matters 
affecting financial services, Cummings said.

“We want reform but we want to reform 
from within the club,” he said, adding that 
Britain should get better at pitching its 
candidates for the top jobs at the European 
Commission.

BITTER DIVORCE?
Opponents of deeper European integration 
say it has been imposed by out-of-touch 
bureaucrats whose social policies will slow 

the EU’s economy until it lags the rest of 
the world.

But a growing number of banks, includ-
ing Goldman Sachs, Citi and JPMorgan, 
have warned about the risks of a possible 
British exit, known as a ‘Brexit’.

Cummings used the examples of once-
mighty European financial capitals such as 
Venice which had withered to warn that an 
exit vote would represent a geopolitical and 
financial crossroads.

“The UK does phenomenally well be-
cause we are the world’s leading financial 
center: it underpins our military role, our 
wider diplomatic role and it makes us more 
than a small island off the coast of main-
land Europe.”

Slamming the door could lead the bloc 
to retaliate with measures intended to deter 
other member states from following Britain, 
whose economy accounts for about 15 per-
cent of European gross domestic product.

“The thing that worries me in any talk 
of a Brexit is this sense that it could eas-
ily happen as if both parties would shake 
hands warmly and agree to differ. I have 
known a few friendly divorces but I have 
known far more acrimonious ones,” he said.

“I would expect a punishment premi-
um: there would be an exit and a cost to 
that exit.”

The options for a Britain outside the EU 
may also be less rosy than some proponents 
believe, he added.

“Like Jersey with nukes? The City is 
too big to be an offshore financial center, 
and if you want to be one you have to be 
an offshore center to a part of the world 
that wants you to be its offshore financial 
center.”

(Editing by Catherine Evans)

EU exit would cost Britain its treasure, 
City warns

Britain’s Prime Minister David Cameron leaves 

Number 10 Downing Street to attend Prime 

Minister’s Questions at parliament in London 

February 12, 2014. REUTERS/NEIL HALL
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BRUSSELS, FEBRUARY 13, 2014

 If there’s one issue playing on the minds 
of EU leaders – perhaps even more than 
galvanizing their economies and tackling 

unemployment – it is May’s elections to the 
European Parliament.

Since the first direct vote was held in 
1979, the five-yearly exercise has been re-
garded as a minor affair, with turnout fall-
ing at every turn, dropping to barely 40 
percent at the last ballot in 2009.

But after four years of economic crisis, 
with resentment towards the EU growing, 
this year’s polls on May 22-25 promise to 
be a pivotal moment, one that could define 
how Europe is run for a decade to come.

With far-right, anti-EU movements do-
ing well or leading in France, Britain and 
the Netherlands, and the far-left Five Star 
Movement strong in Italy, the received wis-
dom has been that protest parties will surge 
at the polls, producing the most eurosceptic 
and disruptive parliament in at least 40 years.

But discussions with European leaders, 
finance officials, political analysts and anti-
EU campaigners taking part in a Reuters 
Euro Zone Summit painted a more nu-
anced picture, one that suggests populists 
will indeed gain substantially, but are un-
likely to be as coordinated or effective as 
they hope.

“Everyone’s getting hysterical over this 
and they’re missing the point,” said Nigel 
Farage, leader of Britain’s UKIP, an anti-
EU party poised to challenge for first or 
second place in Britain, potentially beating 
the ruling Conservatives.

“They think that all eurosceptics come 
from the same political family. But just as 
the federalists come from a whole lot of dif-

ferent families, the eurosceptics come from 
a whole load of different families.”

Bernd Lucke, head of Germany’s anti-
euro AfD party, said he was ready to team 
up with like-minded parties to block de-
cisions in the European Parliament but 
would not cooperate with xenophobic poli-
ticians. Neither will Farage.

POPULIST DIVISIONS
Some projections have suggested anti-EU 
or protest parties could win up to 30 per-
cent of the seats in the 751-seat parliament, 
enough to form a ‘blocking’ minority that 
could hamstring the passage of legislation.

But political analysts who have looked at 
past elections and voting trends suggest 20-
25 percent of seats is more realistic at best. 
Even Farage thinks a third is optimistic.

“I don’t think it’s going to happen,” he 

said. “And even if it did, this lot would just 
change the rules,” he added dismissively, re-
ferring to Europe’s institutional leaders.

More important than the number of 
seats is the ability to coordinate. To have 
influence in parliament, parties must form 
groups, with each group needing represen-
tatives from at least seven EU countries and 
at least 25-30 seats in total.

While the National Front in France and 
the anti-Islam Freedom Party in The Neth-
erlands have agreed to form an alliance, and 
may get support from parties in Austria, 
Sweden, Italy and Belgium, they do not yet 
have enough to form a group. Farage has 
ruled out working with them.

“The populists are divided,” said Finnish 
Prime Minister Jyrki Katainen. “It’s hard to 
see that they would form one populist move-
ment within the European Parliament.”

As European elections approach, will the 
anti-EU surge?

Britain’s UK Independence Party (UKIP) leader and member of the European Parliament (MEP) Nigel 

Farage poses in front of a EU flag ahead of an interview with Reuters in Brussels February 12, 2014.

REUTERS/FRANCOIS LENOIR
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CENTRE MUST HOLD
For Jose Manuel Barroso, President of the 
European Commission and a former prime 
minister of Portugal, the critical issue is for 
the mainstream groups in Europe to come 
together and act in a more united way.

At a time of economic hardship, hard-
line views on the right and left have clearly 
gained. Meanwhile, the message from the 
centre has often been weak or unclear.

“They have to leave their comfort zone,” 
Barroso said of the mainstream centre-
right, centre-left, Liberal and Green blocs 
that represent 80 percent of the current 
parliament and will almost certainly hold 
70 percent of seats in the next.

“I hope the lesson the mainstream par-
ties draw from this is not to try to incor-
porate some of the arguments of the ex-
tremes,” he said. “They have to make the 
case for Europe.”

Even if there is a substantial increase 
in protest groups after May’s election, he 
does not expect the legislative agenda – 
which includes finalizing a trade deal with 
the United States and completing banking 

reform – to be knocked off course.
“A very clear majority will be from the 

pro-European parties, so I don’t expect ma-
jor difficulties in terms of passing legisla-
tion,” he said.

CONTRADICTIONS
Despite that confidence, the mainstream 
parties in Europe face severe challenges.

Europe’s economic crisis has exposed the 
deep disconnect between voters and the in-
stitutions trying to resolve the continent’s 
problems. Even if mainstream parties retain 
power, that ‘democratic deficit’ will still exist.

For France’s Benoit Coeure, an executive 
director of the European Central Bank, that 
deficit is as worrying as the budget deficits 
at the heart of the crisis.

“We see elements of a negative spiral 
whereby European citizens don’t trust Eu-
ropean institutions ... while at the same 
time it is necessary to strengthen them to 
provide a solution to the crisis,” he said..

“We have to turn that negative spiral 
into a positive spiral.”

As an example, he cited a complex 

agreement designed to ensure banks are 
primarily responsible for resolving their 
problems, rather than taxpayers yet the 
message has not got through that EU rules 
and institutions are working to protect or-
dinary people.

“The burden of proof is not on the side 
of citizens, it is on the side of European in-
stitutions,” said Coeure.

Come May, however, the power re-
sides with voters. If they decide to buck 
the trend of the past 35 years and turn out 
to vote in large numbers than in the past, 
that would be the first indication that these 
elections matter.

Then the question will be whether they 
have as much trust as before in the main-
stream parties or favor radical solutions.

“Could the next European Parliament 
be a much more lively and exciting place?” 
asks Farage. “Yes, I think it really could. I 
really do.”

(Additional reporting by Mike Peacock, 
Paul Taylor, Paul Carrel and Richard 
Mably)
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BRUSSELS, FEBRUARY 10, 2014

 The European Central Bank still has a 
“big bazooka” with plenty of ammu-
nition to preserve the euro despite a 

German constitutional court statement that 
its bond-buying plan is probably illegal, EU 
economics chief Olli Rehn said on Monday.

Rehn also urged the ECB to act to en-
sure that abnormally low inflation in the 
euro zone rises towards the bank’s target of 
just below two percent.

Speaking at a Reuters Summit on the 
Euro Zone, the European Commissioner 
for Economic and Monetary Affairs said it 
was right that a European court, not a na-
tional court, should have the final say over 
the ECB’s actions.

The German court last Friday referred a 
complaint by eurosceptical lawyers against 
the ECB’s 2012 Outright Monetary Trans-
actions policy, which calmed the euro zone 

debt crisis, to the European Court of Jus-
tice in Luxembourg for a preliminary rul-
ing on the legality of the bank’s scheme.

However it clearly stated that it believed 
the plan, which has not yet been put into 
use, violated the ECB’s mandate and would 
constitute illegal monetary financing of 
governments.

Asked whether the German court had 
emasculated the ECB’s ultimate weapon, 
Rehn said in an interview: “In my view the 
ECB certainly has its big bazooka and plen-
ty of ammunition for the bazooka if needed.

“I find it is both appropriate and funda-
mentally legitimate that the European Court 
of Justice scrutinizes and finally rules on the 
competences of another European institu-
tion,” he said via video link from Finland.

The German constitutional court has 
only suspended its case, reserving the final 
say for itself, leaving some doubt as to how 
this may play out.

Rehn said that “in the real world”, the 

ECB’s intervention had been a “crucial 
turning point” to stabilize financial mar-
kets, along with an agreement by euro zone 
governments to create a banking union and 
to implement stricter fiscal discipline.

“In my view the ECB has definitely 
worked within its mandate and has done so 
wisely by taking decisive action,” the Finn-
ish commissioner said.

INFLATION TOO LOW
He said he trusted the central bank to con-
tinue to actively pursue policies that sup-
port growth and employment in line with 
its mandate by ensuring price stability and 
meeting its inflation target.

“I might remind you that inflation in the 
euro zone for the moment is 0.8 percent, 
which is quite far from the self-set inflation 
target of the ECB which is close to but be-
low 2 percent,” Rehn said.

He reiterated his concern, voiced last 
month in Davos, that a prolonged period of 
low inflation would make it harder to rebal-
ance the euro zone economy.

“I trust that the ECB and its governing 
council ... are wise enough to take decisions 
in order to ensure that the ECB will meet 
its inflation target and thus better support 
the rebalancing and recovery of the euro 
zone economy,” Rehn said.

The central bank decided last week to 
keep its record low policy rate unchanged 
at 0.5 percent while it gathers further data 
on the economic and inflation outlook.

“I’m not giving any advice to the ECB, 
I’m just analyzing the impact of a lengthy 
period of (low) inflation on the euro zone 
economy,” Rehn said.

(Additional reporting by Luke Baker. Edit-
ing by Mike Peacock)

ECB still has ‘big bazooka’ despite court: 
EU’s Rehn

A picture illustration taken with the multiple exposure function of the camera shows a one Euro coin 

and a map of Europe, January 9, 2013. REUTERS/KAI PFAFFENBACH
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DUBLIN, FEBRUARY 12, 2014

 There is growing interest in Ireland’s 
debt from investors in the Middle 
East and Asia as it prepares to outline 

a series of auctions to raise funds for 2015, 
the head of its debt agency said on Tuesday.

Ireland, the first euro zone country to 
exit an EU/IMF bailout, made a strong re-
turn to bond markets with a 10-year issue 
last month and got a further boost when 
Moody’s restored its investment grade 
credit rating.

Dublin has already met its funding 
needs for 2014 and is aiming to raise 8 bil-
lion euros ($10.9 billion) this year, nearly 
half which it has already garnered from 
January’s bond, NTMA debt agency head 
John Corrigan said.

It will outline a schedule of auctions in 
the next week or so.

“Encouragingly we are seeing funds in the 
Middle East and Far East coming back into 

the market, which was our expectation as 
soon as we were restored to investment grade 
by all three rating agencies,” Corrigan said at 
the Reuters Euro Zone Summit, a series of 
interviews with top policymakers across the 
region. “That is actually happening.”

Corrigan said already foreign investors 
were snapping up about 80 percent of debt 
on offer and Ireland’s raising of debt this 
year would be very modest.

“If you have a requirement of about 4 
billion (euros) and the minimum size of an 
auction is about half a billion, that leaves 
you at most with capacity for eight auctions 
or possibly less, depending on the size of 
the auctions,” he said.

Given the strong demand for Irish pa-
per, which trades at about a 3.3 percent 
yield for 10 years versus 15 percent at the 
peak of the debt crisis in 2011, the NTMA 
has also looked at the issuing bonds with a 
longer maturity.

“What we got from our own contacts 
with the market and from the primary deal-

ers was that while there would be reasonably 
good demand in the 20-year area, that the 
10-year was an area where we could make a 
really big statement, where there was really 
huge demand,” Corrigan said.

“I think it was important that we did 
that in the context of our exit.”

Domestic demand is starting to pick up 
and complement strong exports but the 
Irish economy remains vulnerable to an ex-
ternal shock.

“Internally we are set fair to generate the 
required primary budget surplus that will 
move the debt/GDP ratio down,” he said.

“I see the bigger threats coming from 
external factors – the withdrawal gradually 
over time of the monetary stimulus, partic-
ularly in the U.S., and whether that can be 
handled in an accident-free manner.

“The scope for accidents is clearly high.”

(Additional reporting by Conor Humphries 
in Dublin and Paul Taylor and Mike Pea-
cock in Brussels)

Ireland attracts Asian, MidEast investors 
after bailout
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