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U.S.-Europe Discord Rocks the Shared Economic Boat

By JOHN TAGLIABUE

PARIS, April 27 — Louis Vuitton of France sells its handbags there and Antinori of Italy its wines. The German software maker SAP sells more of its products there than it does at home.

There is the United States. Not only does 27 percent of SAP's $7.5 billion of annual revenue flow from the other side of the Atlantic, compared with 22 percent from Germany, but its biggest competitors, companies like Oracle and PeopleSoft, are also American. "It is our market of reference," said Markus Berner, a company executive.

The conclusion of SAP and many European businesses: restoring economic growth in Europe may depend in large measure on restoring growth in the United States.

But on opposite sides of the Atlantic, ideas about fueling growth could not be more divergent. Europe has imposed on itself a fiscal discipline so tight that it leaves little room for economic pump priming. The United States is back to cutting taxes and running up record deficits.

On top of that, Washington now says it wants to punish some of its closest European allies for their opposition to the Iraq war. The risk is that the diplomatic differences separating the United States from many of its European allies will only widen the economic divide.

In France, in particular, there is widespread skittishness over American calls to boycott French products and suggestions by Secretary of State Colin L. Powell that the United States will review policies toward France.

But across Europe the nervousness goes beyond the prospect of selling fewer Vuitton handbags or being cut out of reconstruction contracts in Iraq. What may be at risk is the gradual convergence of economic policies that has made the North Atlantic countries arguably the world's most prosperous and closely knit economic region.

"For the first time since after World War II, the convergence process is unraveling," said Jean-Philippe Cotis, the chief economist at the Organization for Economic Cooperation and Development. "This is a problem if it continues."

Each side has a lot to lose. The buildup to the Iraq war and the war itself have cost the world economy roughly $75 billion to $100 billion, by some estimates. The prospects for revival with the war's end are fragile all around as the global economy emerges, albeit fitfully and under the shadow of SARS, from that slowdown.

In its latest outlook on the world economy, Mr. Cotis's organization predicted that the climb out of sluggishness would be "progressive, if unspectacular."

There is much to lose politically as well. Without new growth, President Bush risks repeating his father's fate: winning the war and losing the economy. In Europe, too, the future of leaders in Germany, France, Italy and Spain may depend on their ability to restore growth and avoid falling back into eurosclerosis.

The economic strains add to lingering political tensions, and the finger-pointing has already commenced. At the gathering of ministers of the Group of 8 industrialized countries in Washington this month, Treasury Secretary John W. Snow called on Europe to do more to bolster growth.

Ernst Welteke, a German member of the European Central Bank's governing council, brushed him aside. "It's the old saying," he told reporters. "The harder you beat central bankers, the thicker we get."

Some say the divide is philosophical.

"When push comes to shove, United States policy makers are happy to amend the stability culture if they think it will produce greater gains in growth," said David Mackie, chief European economist at J. P. Morgan Chase in London. "In Europe they abide by the stability culture even if this acts as a threat to greater growth."

Under the tight rules governing the euro, government deficits may not exceed 3 percent of total economic output. Countries that are above the limit, or threaten to go there, like Germany, France and Italy, have been censured by the European Union.

Others say the reasons are less philosophical than financial.

The United States can run up deficits, they argue, because the promise of growth holds out the prospect that they will be paid off within a reasonable time. European governments, by contrast, must subject themselves to tight financial discipline because their economies never get up the head of steam to pay later for the generosity.

"It is really a problem of a lack of resilience," Mr. Cotis said. "The Europeans didn't keep their powder dry, so they have no powder now."

Like many economists, Mr. Cotis foresees the global economy on the mend, if haltingly. A report his organization issued on Thursday predicts a revival next year, with the United States growing at 4 percent and Europe at 2.4 percent.

The relative optimism is based on the decline of geopolitical risks after the Iraq war, he explained, yet it is damped by uncertainties around terrorism and the health crisis in Asia.

In a sense, the euro has sent a strong signal about the gradual convergence of economic views on both sides of the Atlantic. By forcing Europe toward frugality, the euro was supposed to bring Europe closer economically to the United States.

But the euro has yet to help Europe catch up with the record of growth that America accumulated in the 1990's, which some thought the adoption of the common currency had the potential to do.

"At the start of monetary union there was hope among European authorities that the euro zone would develop its own internal dynamics, without relying on outside influence," said Lorenzo Codogno, a senior economist at Bank of America in London. "That is not the case, basically."

Now the United States' return to deficit spending is causing concern among European politicians and investors, who fear that it will eventually force Washington to compete for international capital by raising interest rates.

That, in turn, would make investment capital more expensive and add one more obstacle to the fragile revival.

To diminish the differences in approach, the leaders of the Group of 8 countries, who will gather in June in Évian, France, are expected to make the central point of their final statement the need to restart economic growth. That should please the United States.

But stimulating new growth may also depend on restoring public confidence after the diplomatic infighting over Iraq and reassuring European allies that the United States is willing to listen to their preferences, diplomatic or economic.

Mr. Mackie of J. P. Morgan says tempers can cool if economies revive. "If things start looking better," he said, "this might ease tensions."
