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| Germany 
1 and France 
i divided on 
* Spain policy
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Ministers’ mood upbeat 
despite different opinions 
on need for quick action

BY JAMES RANTER

A widening split between France and 
Germany over the urgency of support
ing the ailing Spanish economy, and 
over the scope of a banking regulation 
for euro nations, emerged on Friday at a 
meeting of European finance ministers.

The discord threatened to dampen 
the mood of an otherwise rare show of 
optimism in the region’s three-year debt 
debacle, as the finance ministers and in
ternational officials began a two-day 
meeting in Cyprus.

o:nce the European Central Bank 
e, this month announced a program 
to buy the short-term debt of financially 
vulnerable countries, there has been a 
significant easing of market pressures 
on countries like Spain. In that sense, 
the gathering had little of the crisis 
mood that has surrounded so many of 
these meetings in recent years.

For once, the finance ministers had 
the opportunity to consider broader 
policy goals, like plans for further eco
nomic and financial integration of the 
euro currency union.

Still, there were signs of growing ten
sions between France and Germany, the 
two countries that so often determine 
how fast Europeans can turn words in ac
tion. Although often allies in the struggle 
to keep the euro zone together, it is clear 
that they are still feeling out their new re
lationship since François Hollande be
came president in June and appointed a 
new finance minister, Pierre Moscovici.

Wolfgang Schâuble, the German fi
nance minister, weakened expectations 
on Friday that a single banking super
visor for the euro zone would be in place 
by the end of the year.

The timing is hugely significant for 
Spain, because the creation of a single 
supervisor under the aegis of the Euro
pean Central Bank is a precondition for 
allowing money from a new bailout 
fund, the European Stability Mechan
ism, to be used to support banks direct
ly, a longstanding request of Spain.

The Spanish banking system is in des
perate need of rescue loans from 
Europe that were agreed to in June.

But the country has been reluctant to 
begin receiving it, unless the money 
goes directly to the banks and does not

“To lose time, and to 
not go quickly, that’s an 
error in view o f the 
European situation.”

get counted as adding to the Madrid gov
ernment’s own staggering debt load.

“ My concern is always that there is 
the risk to raise expectations with finan
cial-market participants that can’t be 
fulfilled later,”  Mr. Schäuble said Friday. 
“ I don’t see the possibility of a direct 
bank capitalization from the European 
Stability Mechanism as of January 1.”

T broad outlines of a new banking 
supv. visor for the euro zone were 
spelled out on Wednesday by the Euro
pean Commission. But there is disagree
ment over the size of that supervisor’s 
purview — whether it should oversee all 
6,000 or so European banks, or only the 
largest ones that can have the biggest 
impacts on the financial markets.

Leading German officials including 
Chancellor Angela Merkel have said it is 
unrealistic to expect the E.C.B. to be 
able to oversee 6,000 banks effectively, 
as the plan proposes, because regula
tors would be spread too thin. Extend
ing the system to all euro zone banks 
also would lead to greater scrutiny of 
Germany’s politically important smal
ler regional and local institutions — un
welcome scrutiny in many Germans’ 
view.

Mr. Schäuble also discouraged Spain 
from seeking any fuller form of interna
tional assistance, saying in an interview 
wit oomberg News on Thursday that 
such a request risked a new round of fi
nancial market turmoil.

But Mr. Schäuble’s French counter
part, Mr. Moscovici, took opposite tacks 
at a news conference here Friday. He 
said that Europe’s plans for a single 
bank supervisor were well advanced, 
and that direct infusions of money from 
the bailout fund to euro zone banks 
should be able to proceed soon.

“ I am not in agreement with him,”  
said Mr. Moscovici, referring to his Ger- 
nan counterpart’s comments on the 
>anking rules.

It should be possible “ during 2012, 
ind to go quickly,”  to finish plans for a 
ingle bank supervisor. “ To lose time, 
nd to not go quickly,”  he said, “ that’s 
n error in view of the European situ- 
ion.”
In a remark apparently aimed at his 
jrman counterpart, Mr. Moscovici 
id the crisis had an effect “ on every- 
?, even Germany, which is today ex- 
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periencing an economic slowdown.”

Mr. Moscovici also suggested1 that the 
Spanish government itself probably 
could seek some form of outside aid to 
forestall any worsening of its debt crisis. 
“ We have all the tools now to put into 
force the appropriate decisions to deal 
with the Spanish situation,”  he said.

German officials have emphasized a 
different approach, saying continued 
economic overhauls in Spain might help 
continue to keep a lid the country’s bor
rowing costs without the need for out
side aid.

“ If they say they don’t need a pro
gram, then I trust their words,”  said a 
German official on Friday, referring to 
the Spanish authorities. The official 
spoke on condition of anonymity be
cause the negotiations between minis- 
t vere being conducted in private.

fart of the show of German caution 
could be tactical on the part of the gov
ernment led by Ms. Merkel, analysts 
said.

“ We suspect domestic politics may 
have been partly behind this move,”  
Evelyn Herrmann, a European econo
mist at BNP Paribas, wrote in a briefing 
note on Friday. “A new program for ' 
Spain would require a new round of par
liamentary approval in Germany,”  she 
wrote, and “ it might prove quite chal
lenging to achieve a clear majority for a 
full Spanish bailout within the ruling co
alition.”

Despite the disagreement between 
Mr. Schäuble and Mr. Moscovici, there 
was a general spirit of elation at the 
meeting about the reduction in borrow
ing costs in Spain and Italy in recent 
days.

On Friday, the interest rate on Spain’s 
10·—-ar bonds was 5.73 — compared 
w 7.5 at its most recent peak in late 
July. Italy’s 10-year bond was at 4.99, 
down from a late-July peak of 6.5 per
cent.

“ If we continue going this way, one 
has to be optimistic,”  said Mario Draghi, 
the president of the European Central 
Bank, referring to improved market 
conditions. Countries also had made 
“ significant progress,”  he said at a 
news conference here.

Christine Lagarde, the managing di
rector of the International Monetary 
Fund, who is also here, said she hoped 
that “ momentum, which is clearly posi
tive, will be maintained in order to take 
stock and consolidate the gains that 
have been recently seen on the mar
kets.”

Jack Ewing contributed reporting from  
Frankfurt.


