1. Five years of the Euro. It is a common belief in Serbia that prices in the EU effectively doubled in the meantime. Is that really so? (this question might seem stupid to you, but we really need some respectable person like yourself to clarify this to the public).

There is a debate on whether the introduction of the new currency in 2002 has led to a small increase in inflation as retailers rounded up their euro prices. This effect may have added something like 0.5%, although official statistics have found a much smaller effect, close to 0.2%. When you change people’s habits, they tend to exaggerate the impact, and giving up old national currencies was a major change in habits. The euro was a reality already in 1999, even though old currencies continue to circulate for three years. Since then, inflation has been about 2% per year, the lowest rate ever achieved for so long since 1950. Even Germany never had such a long period of very low inflation. In fact, I am among those who believe that inflation is too low in the euro zone. Maybe Serbians feel that prices rose in Europe because the dinar depreciated? 
2. Italians, on the other hand, claim that they have to work much more to keep the same living standard as before the Euro. Who is worse off, and who is better off?

Yes, I know that Prime Minister Berlusconi is trying to make himself popular by blaming the euro for all his own shortcomings. The Italian economy is not in good shape, but this has nothing to do with the euro. Italy has serious structural problems, including in the labor markets and with a rapidly ageing population and its governments are not very courageous in pushing through much needed reforms. But without the euro, Italy would probably have a much higher rate of inflation, much higher interest rates and, quite possibly, we would have seen one or two speculative attacks on the lira since 1999. If there is one country that has greatly benefited from the euro, it is Italy.

Germany, on the other side, may suffer from its euro area membership. It is the slowest growing economy in Europe, again because of delayed and bungled structural reforms. In addition, the DM was converted into euros at a slightly overvalued exchange rate. Maybe a slightly more relaxed monetary policy would help Germany right now, but I am not sure that the old Bundesbank would have delivered this relaxation. At any rate, we now have one monetary policy for the whole area. The consequence is that monetary policy is too tight for some countries and too soft for others. This is the main drawback of a common currency, we call it “one size does not fit all”. 
 You frequently stated that the rules that underpin the Euro, stated in the Stability pact are nothing but an infernal machine, contradictory and unsustainable. What is a way out, then?

The Stability Pact is not really needed for the monetary union. In fact, it has never worked and it was formally “suspended” in November 2004. Since then, the euro is doing well, too well even. Obviously, no one is worried about fiscal indiscipline in the euro zone. Still, it would be better to have a workable agreement that would rule out unsustainable policies. I have made a number of proposals, some of which are included in the recent proposal put forward by the Commission. The idea is to focus on the evolution of the public debt rather than to limit the budget deficit year after year. Negotiations are under way and should be concluded in a few months. The revised pact will be less inquisitive and more open to interpretation. This is a good step in the right direction, even if it is not a fundamental re-design. 
3. What do «old» Europeans object most to the «new» EU members?

I don’t think that the old really object to the new members. They are mostly worried about competition from countries where salaries are much lower. Since they cannot object to that, a common market is open to all members, they try to find ways of reducing the competitive pressure by objecting to other things. For example, corporate taxes are much lower – some countries have even eliminated them – in the new member countries, which makes these countries even more competitive and even attracts firms currently established in the old member countries. In the end, competition is good for both old and new members, but some firms from the old Europe will suffer and will have to fire some of their workers. This is an unavoidable cost of adjustment to a more productive Europe, and it is understandable that those who lose try to protect themselves, even if it is a rear-guard battle. 
4. In Serbia, you are known by the translation of your textbook «Macroeconomics, a European text», where we found  lots of excellent case studies. We learned that in the US, teenagers spend their summertime working, while in Europe this is not the case whatsoever. How will the EU compete the US with such an inflexible labor market?

Well, Europe is not catching up with the US. Over the last decade the gap has even widened. There is no mystery, if Europeans work less they cannot catch up. There is a debate on this. Some claim that the Europeans are attached to a better quality of life and are willing to be less rich but happier that the Americans. I disagree. I don’t believe that Europeans are lazy. I think that the welfare systems that have been put in place forty years or so ago are ill-designed and discourage work effort. We certainly do not wish to have a society that abandons the weakest and the poorest, as in the case in the US, but we can protect them without many of the disincentives currently in place. In fact many countries, such Great Britain, Denmark or Sweden, have implemented far-reaching reforms and they are now catching up with the US. 
5. What is it like to teach economics in the richest country of Europe? Is it lucrative, or just a respectable profession, like in Serbia? 

Being in academia is certainly not lucrative! But we have other rewards, mainly spending our time with young and energetic people and helping them to get started in life. As for respect, we have to earn it. I try to do it by being attentive to my students and also by trying to use my knowledge to make useful suggestions to policymakers.  I think that this is the same everywhere in the world. 

