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Europe begins the New Year with a
good outlook for continued econo-
mic growth, placing it at the center of
ahealthy rebalancing process now oc-
curring in the global economy. This
is certainly welcome news for world
growth prospects in 2007.

In recent years, the news was less
favorable. Such was the case in 2004,
when, as U.S. Treasury Secretary, I
toured European financial capitals
promoting the "US.-EU Financial
Dialogue,” designed to promote
growth by improving our financial
markets' performance. The idea was
to drive our economic growth
through improved performance of
our financial markets. My visit occur-
red just after the EU Constitution
"non" vote, and confidence was falte-
ring for the grand and noble Euro-
pean experiment. The economy see-
med structurally stuck below its po-
tential, with no sign of revival.

Today, by contrast, the European
economy is making a comeback. The
recovery started with exports and is
spreading to investment, job creation
and consumer spending. Euro-area
unemployment has fallen to 7.7 per-
cent, from a peak over 9 percent in
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2004. Consumer confidence is increa-
sing, as fear of unemployment starts
to recede. Rising corporate profits
and a new optimism have led Euro-
pean companies to invest at home
again, especially in Germany. GDP is
on a path to grow by almost double
what it was over the previous five ye-
ars.

How did this favorable turn of
events happen, and why is someone
like me so delighted about it?

Well, an academic explanation
would focus on the release of pent-
up demand after years of higher than
normal savings rates as confidence
returns.

But, any real-world analysis has to
recognize the improvement in Ger-
many - the world's third-largest na-
tional economy, and one of its most
advanced - and Germany's pivotal
role in the EU's resurgence. Ger-
many has reclaimed its place as the
region's growth engine, and is now
helping to buoy its neighbors. This
did not happen by accident. Rather,
it has occurred in the wake of steps
by government, business and labor
to come together and agree on nas-
cent, but also painful reform measu-

res to boost efficiency and producti-
vity and restore some of that lost Teu-
tonic dynamism. Those actions have
helped compensate for imbedded
high labor and tax costs. As a result,
investment in Germany is roaring
back, in sharp contrast to previous le-
vels. Just as a revival of U.S. invest-
ment started our current growth cy-
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cle, so too has an investment spurt
helped spur growth and bring Ger-
many's stubbornly high unemploy-
ment down.

Germany's experience is instruc-
tive for Europe's path forward. Re-
forms, even difficult and tentative,
pay off in improved competitiveness,
growth, employment and living stan-
dards. As we emphasized in the G8's
"Agenda for Growth," more flexible

labor rules, wider competition in
markets for goods and services, and
an overhaul of pension and health-
care systems would help the euro-
zone generate and sustain faster
growth. Still, structural changes are a
tough sell to voters everywhere be-
cause the benefits, often in the fu-
ture, are difficult to convey to those
anxious about current global econo-
mic changes. But, as in Germany, the
case for moving forward with reform
remains strong, and the results to
date should encourage Europe's lead-
ers to press ahead. .

A strong and growing Europe re-
mains essential to both the perfor-
mance of the U.S. and the world eco-
nomies,. In recent years, above-trend
U.S. growth compensated for below-
potential growth in Europe and Ja-
pan. Now, while the U.S. naturally
slows back to trend, the stronger
growth in the EU will roughly offset
weaker U.S. performance, keeping
the global economy on a good up-
ward path.

The EU's move to a single compe-
titive capital market across the 25
member states is no easy task, but
will raise EU growth. Meanwhile,

U.S. financial markets remain frag-
mented, and burdened by a rules-ba-
sed, law enforcement regulatory ap-
proach. The European approach, as,
represents a better direction.
Europe's approach to wasteful litiga-
tion also provides a competitive ad-
vantage. We need to be pointing to-
wards one large, seamless U.S.-EU
capital market that allows EU firms
to do business as easily in the U.S. as
they will do across Europe, and vice
versa.

Open competition in financial
markets pushes everyone - in Lon-
don, Frankfurt and New York - to be-
come more efficient. As Europe's re-
vival helps to restore balance to the
global economy, it also helps Ame-
rica. Your success is our success. By
virtue of shared cultures, histories,
and values, Europe and America are
inextricably tied. We are much the
better for it, indeed.

John W. Snow is Chairman of Cerberus
Capital Management L.P. Before serving
as the 73rd Secretary of the United States
Treasury, Mr. Snow was Chairman and
Chief Executive Officer of CSX Corpora-
tion, a global transportation company.
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