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The fol lowing points are react ions 
by Mr. Peter Jungen to the 
issues raised at the CGEG Role 
of the State in Economic Growth 
Conference in Paris on October 6, 
2014.  

1.  The Euro. The Euro had been 
for long t ime considered as an 
economic project.  But 1989 i t 
was turned from an economic 
project to a pol i t ical  project.  The 
French President Mit terrand put 
pressure on Helmut Kohl to accept 
an introduct ion of a common 
currency as ear ly as possible as a 
precondit ion for France to support 
German unity.  We al l  know that 
the Delor report  was f in ished 
in May 1989 indicat ing that the 
introduct ion of a common currency 
was far away, something l ike 20 
years plus. I t  was very clear that 
the common currency was only to 
be considered to be a step to be 
embraced after a pol i t ical  union 
and not the other way around.

2. European Auster i ty.  The 
talk about too much auster i ty 
in Europe is not supported by 
empir ical  facts.  For the last  40 
years def ic i t  spending has been 
the rule.  Debts have increased 
year by year for the last  40 years 
or so. Since the beginning of the 
cr is is there is no auster i ty what so 
ever,  the absolute level  of  debt is 
higher and the debt /  GDP rat io in 
the Eurozone is now higher than in 

any t ime before.

3. Auster i ty V. Def ic i t  Spending. 
As far as the European debate is 
concerned there is no al ternat ive 
to structural  reforms. The old 
debate between auster i ty and 
growth is a f lawed idea. There 
is no empir ical  proof for the 
hypothesis that def ic i t  spending 
creates growth over t ime. There is 
even not a theoret ical  basis for this 
hypothesis.  We have no empir ical 
proof unt i l  now of the relat ionship 
between def ic i t  spending and i ts 
impact on innovat ion. Is there 
any empir ical  proof that def ic i t 
spending supports innovat ion? 
Def ini tely not.  Is there any 
empir ical  proof that innovat ion 
is impeded by def ic i t  spending? 
This is most l ikely the case, as 
government def ic i t  spending just 
leads to more consumer spending 
for products which reduces the 
appet i te lef t  for new products.  On 
top of this:  Is there any empir ical 
proof that even with a slack of 
macroeconomic demand the 
problem wi l l  not better be solved 
by supply side approach than 
rather through strengthening the 
exist ing old structures and with 
this impeding the creat ion of new 
structures. 

4.  Structural  Problems & 
Convergence. Most of  the 
structural  problems in some of the 
Eurozone countr ies existed long 
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before the European Monetary 
Union. The introduct ion of the 
Euro bought t ime which was 
completely misused in part icular 
in countr ies l ike Greece. There 
was no convergence, there was 
rather divergence. The low interest 
rates and f lush monetary pol icy of 
the Central  Bank al lowed these 
countr ies to increase publ ic debt 
and in some countr ies also pr ivate 
debt.

5.  Structural  Problems and Greek 
Competi t iveness. The structural 
problems are in part icular indicated 
in the Doing Business Index. 
Before the cr is is in 2009 Greece 
was ranked 109 even behind 
Bangladesh and simi lar countr ies. 
For the special  index “The Ease of 
Start ing a Business” Greece was 
on place 138 in the world behind 
most of  the many development 
countr ies.  I t  has improved i ts 
ranking in the meant ime as a 
resul t  of  some structural  reforms 
but there is a long way to go. 

6.  Greek Competi t iveness. The 
real  problem for Greece is the 
lack of competi t iveness and too 
high labor costs.  The problem 
for Greece is not labor costs in 
Germany. German labor costs 
are about the third highest in the 
Eurozone at around 36 or 37 Euro. 
Greece is about at  14 or 16 Euro. 
The real  problem for Greece is the 
fact that Poland for instance is 

at  around 8 Euro and Bulgar ia at 
less than 3 Euro per hour.  Greece 
would have to compare i tsel f  wi th 
these countr ies and even with 
these countr ies they have no 
chance to compete.

7. Structural  Reforms V. Monetary 
Pol icy.  Structural  reforms are 
even more necessary as monetary 
pol icy can never be a subst i tute 
for that.  Monetary pol icy can 
eventual ly buy some t ime. But 
obviously the normal react ion in 
Europe is that buying t ime means 
often wast ing t ime. 

8.  The countr ies which had gone 
under the program and have now 
escaped wi l l  not be very much 
amused by the fact that larger 
countr ies wi l l  have more leeway.

9. European V. Global Growth. 
Europe suffers from a Eurocentr ic 
v iew. Since the 1990s 80 countr ies 
in the world have grown by more 
than 3% faster than the EU and the 
US. This leads to a convergence 
in the world which we have never 
experienced before. The world is 
becoming less unequal.  The world 
economy is in a better shape than 
ever before. 

10. Possible Solut ions for Europe. 
There are three opt ions for 
Europe. One is reform, auster i ty 
and def lat ion. The second one is 
inf lat ing the core. The third is a 
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temporar i ly order ly exi t  of  fa i l ing 
countr ies.  I f  countr ies which are 
in di ff icul t ies decide against the 
f i rst  opt ion and as the second 
opt ion wi l l  be rejected by the core 
countr ies then only a temporar i ly 
order ly exist  is the remaining 
opt ion.

11. The Greek Bai lout.  Under 
that c ircumstances the biggest 
mistake in the Eurozone was 
made in May 2010 in bai l ing out 
Greece. Greece unt i l  recent ly 
was a country of  feudal ism, crony 
capital ism, social ist  central ly 
managed economy without no 
market economy and with a corrupt 
el i te.

Basical ly this was not about 
bai l ing out Greece but i t  was 
about bai l ing out banks in Western 
Europe in part icular French banks 
and German Landesbanken. So 
you could say that in 2010 the 
r icher countr ies bai led out a 
poorer country Greece in order 
for the poorer country to be able 
to bai l  out the banks of the r icher 
countr ies.  Pol i t ic ians bel ieved 
that i t  is easier to explain to the 
publ ic showing sol idar i ty with 
the Greek people than having to 
explain to their  own people again 
that they were rescuing the banks 
again -  in Germany in part icular 
the “Landesbanken” who were 
ful ly state owned and supervised 
by government members.

12. Greek Exi t  V. New Entr ies. 
Some people say that the Eurozone 
would have been weakened with 
the exi t  of  Greece but there is 
no evidence for that.  I reland 
and Portugal are now out of  the 
program. Spain is the fastest 
growing member of  the Eurozone. 
We see the convergence in other 
member countr ies in part icular in 
the Balt ics and Poland and the 
Czech Republ ic.  By January 1st 
2015 the three Balt ics wi l l  be 
members of the Eurozone. For 
the f i rst  t ime in Poland the publ ic 
opinion is in favor of  enter ing the 
Eurozone and also the Czech 
Republ ic seems to be rethinking 
about this issues. So would 
anyone say that the Eurozone 
would be weakened with the entry 
by the Balt ics and a possible entry 
of  Poland and the Czech Republ ic.

13. Convergence of Poland. One 
of the most str ik ing examples of 
convergence is Poland. Poland 
and Ukraine were at almost the 
same level  of  GDP per capita in 
1990 now Poland GDP per capita 
has increased by 6.5 t imes and 
the GDP per capita of  Ukraine 
has increased by 2 t imes only. 
So this shows a strong evidence 
that market or iented reforms are 
solving the problems.

14. Def lat ion in Europe. The 
discussion about def lat ion in 
Europe is off  the mark, inf luenced 
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by the pr ice development in 
Greece or Spain or other Southern 
countr ies.  The pr ice level  there is 
st i l l  too high as there is no chance 
of devaluat ion of the currency only 
an internal  devaluat ion. Basical ly 
a reduct ion of wages or costs is 
not enough. I t  needs a reduct ion 
of the pr ice levels.  So def lat ion in 
these countr ies is a precondit ion 
for a successful  restructur ing. 
Without def lat ion in the south 
Germany for instance would have 
to inf late for at  least ten years 
with an average rate of  more 
than 5%. This is completely out. 
Therefore the def lat ionary trend in 
the Southern countr ies wi l l  have 
to cont inue as a precondit ion for 
recovery. 

15. Germany is very of ten 
considered to be the strong man in 
Europe. This is not supported by 
the facts.  I f  you look on the per iod 
between 1993 and 2013 (among 
166 countr ies in the world), 
Germany had an average growth 
rate of  1.3%. Only 10 countr ies out 
of  166 in that decade had slower 
growth than Germany. Germany 
is ranked 156 behind for instance 
Tonga and before Bulgar ia, 
Portugal,  Greece and I taly among 
166 countr ies.
Bad economic decisions of the 
Grand Coal i t ion wi l l  not improve 
that s i tuat ion but rather weaken i t .

16. There is also a debate of 

European sol idar i ty.  Many people 
forget that there are two pr incipals 
at  the core of European values -  
subsidiar i ty and sol idar i ty . 

17. Pr ivate Wealth in Europe. 
I f  you compare pr ivate wealth 
to GDP or pr ivate wealth per 
household you may come to a 
resul t  which surpr ises many. The 
pr ivate wealth to GDP rat io is 
about 3.5 in Germany, in I ta ly and 
France i t  is 5.0 and in Spain even 
about 6.0.  The pr ivate wealth to 
publ ic debt rat io is the highest of 
al l  G7 countr ies in I ta ly.  Pr ivate 
wealth per capita for instance is 
in I ta ly about 30% higher than in 
Germany. The median household 
wealth in Germany is on the lowest 
level  in the Eurozone.

18. The German View. There is 
very of ten the talk about a so-
cal led German view as opposed to 
the major i ty v iew in the Eurozone 
or in Europe. This is not supported 
by the facts.  The so-cal led German 
view wi l l  be def ini tely supported 
in the future by the major i ty 
of  the Commissioners and the 
major i ty of  the Eurozone member 
countr ies and the major i ty of  the 
EU member countr ies.  About 15 
or 16 commissioners wi l l  support 
the so-cal led German view. The 
new Economic and Financial 
Affairs Commissioner wi l l  report 
most l ikely to two Vice Presidents. 
Among them is Valdis Dombrovski , 
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the former Pr ime Minister of  Latvia. 
He has successful ly steered the 
country through the f inancial  cr is is 
having pegged the currency to the 
Euro. He wi l l  be represent ing the 
commission in al l  issues of the 
Euro to the Eurozone Ministers of 
Finance, in the Counci l  and on the 
EU level . 

19. The OMT.  There wi l l  be no 
OMT: The ESM wi l l  not give any 
guarant ies to the ECB i f  they 
buy asset backed securi t ies.  So 
the monetary effect wi l l  e i ther be 
very l imited or the ECB takes i ts 
own r isks which basical ly leads 
to a redistr ibut ion in Europe. Wil l 
there be Eurobonds at the present 
debt level? Def ini tely not.  The 
distr ibut ionial  issues wi l l  move 
into the core of the debate. In 
the future there wi l l  be resolut ion 
procedures for countr ies.  I  wi l l 
not preclude that countr ies would 
temporar i ly leave the Eurozone. 

20. Export  Markets.  The fal l  of  the 
wal l  and the end of communism 
has been more important for 
Germany than the introduct ion of 
the Euro. 80% of German export 
growth since the fal l  of  the wal l 
went to the emerging markets and 
the former communist  Eastern and 
Central  European countr ies.  Since 
the beginning of the EMU German 
export  growth to the Eurozone was 
8.5% p.a, whereas to the non-
Euro world was more than 10.5% 

per annum. German exports to the 
BRIC for instance jumped from 
4% to 15% of German exports. 
German exports into the Eurozone 
as a percentage of total  German 
exports are now 36% - at  i ts lowest 
level  ever. 
In terms of export  to GDP rat io 
Germany is only number 8 in 
Eurozone and 12 in the EU.

21. Germany is the number one 
export  market for 12 Eurozone 
countr ies and for 18 EU member 
countr ies in part icular for al l 
Eastern and Central  European 
countr ies.

22. The German export  GDP rat io 
was 23% in 1989/1990. Since the 
fal l  of  the wal l  i t  has r isen now to 
almost 50%. The reason for that in 
part icular is the fact that Germany 
offers products and services 
which are heavi ly in demand by 
countr ies who have embarked on 
strategy of industr ia l izat ion. This 
concerns in part icular emerging 
markets countr ies including al l 
BRIC countr ies and al l  Eastern 
and Central  European countr ies.

23. The debate about the German 
current account surplus is also 
off  the mark. The industry share 
of GDP in Germany is 23% or 
24%, is about twice as high as 
the EU average. Only Czech 
Republ ic and Hungary have a 
higher industr ia l  share of GDP. 
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The US and the UK are between 
10% and 12%. As 50% of al l  EU 
exports are industr ia l  goods and 
Germany accounts for 30% of 
the industr ia l  gross value of the 
EU i t  is no surpr ise that German 
exports are heavi ly inf luenced 
by these economic structures. 
Only 5 member countr ies of  the 
EU account for 70% of industr ia l 
gross value in Europe. 

24. I t  is funny to see that the 
commission has started a 
reindustr ia l izat ion program in 
Europe and at the same t ime i t  has 
launched the procedure against 
Germany to punish i t  for the high 
industr ia l  exports.  Obviously 
these people have not understood 
that a high industr ia l  share goes 
along with high export  rate for the 
simple reason that home markets 
are not big enough for large scale 
industr ia l  product ion. 

25. The structure of the German 
export  industry is of  importance. In 
a worldwide study cal led “Hidden 
Champions” companies were 
selected who had annual sales of 
between 100 mi l l ion and 1 bi l l ion 
Euro, who were number one in 
Europe or the US or number one, 
two or three on the world market. 
Out of  2600 companies 1300 were 
counted in Germany and 300 in 
Austr ia and Switzer land. Al though 
most of  them have a very high 
export  rate,  they do not consider 

themselves as exporters but 
rather of  serving a part icular niche 
market in the world where by the 
German market happens to be part 
of  that world market. 

26. Germany is not only one of the 
largest exporters but also one of 
the largest importers.  Whereas 
Germany has an export  market of 
about 50% of GDP the imports are 
about 44% to 45%. So Germany 
hast not only one of the largest 
export  shares but one of the 
largest import  shares 

27. Among the larger economies for 
instance the US has 17%, France 
has 30%. With 2.5 on top of that 
Germany has the highest import 
elast ic i t ies.  A large part  of  these 
imports are fueled into German 
exports.  The share of foreign 
gross value as a percentage of 
German exports has r isen from 
below 20% in 1995 to now 28%. 
So the German exports are also 
a success for a large number of 
European countr ies in part icular 
in Central  and Eastern Europe. 
Germany as a country is not 
manipulat ing i ts competi t iveness. 
The Government is not the 
exporter.  I t  is the mid-sized 
individual companies. Basical ly 
the success of German products 
in the world market depends not 
on government decision but on the 
decision of mi l l ion consumers and 
entrepreneurs in the world. 
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28. Many EU countr ies have 
l i t t le export  to emerging markets 
and depend more on the EU and 
the Eurozone. They have also 
smal ler exports to the US and 
to China than Germany whose 
fastest export  growth rates in 
the last  20 years has been to the 
emerging market countr ies of  the 
world.  So in part icular the export 
of  manufactured goods is largely 
dr iven by emerging markets 
outside Europe. 

29. The European Social  Model. 
There is very of ten talk about the 
European Social  Model.  But:  I t  is 
not European, i t  is not social  and 
i t  is not a model for anyone in the 
world.  Europe has 7% of the world 
populat ion, creates about 22% of 
the world GDP and accounts for 
50% of the social  expenses of the 
world.

30. Youth Unemployment.  Youth 
unemployment in the Eurozone 
and Europe is widely sel f- inf l icted. 
I t  is the monopoly behavior of 
t rade unions and pol i t ic ians which 
are at the root cause. The two-t ier 
labor market system which favors 
those who are in the system 
penal izes those who are not in 
the system has to be abol ished as 
the main course for the high youth 
unemployment.  As long as young 
people are the f i rst  to be laid off 
in the restructur ing of a company 
because of the lower senior i ty 

there is no wonder that young 
people suffer a high unemployment 
rate.  At the same t ime the system 
makes i t  d i ff icul t  for young people 
to enter the market.  So without 
fundamental  labor market reforms 
there wi l l  be less employment.  A 
Study from Tito Boeri ,  Bocconi 
Universi ty proofs that there is an 
inverse relat ionship between EPL 
(employment protect ion level)  and 
the employment level .  The higher 
the employment protect ion level 
is the lower is the employment 
rate as a percentage rate of  the 
total  populat ion. So i t  is not only 
important to make i t  easy to hire 
people but also to lay off  people. 
Only i f  people can be laid off  easier 
the entry level  for new employees 
is reduced.

31. We should be more concerned 
in the future because of a lack of 
qual i f ied labor which would impede 
economic vi tal i ty in Europe as a 
resul t  of  the demography.

32. European Growth. The EU 
Commission has al legedly pursued 
a pol icy not only of  growth but of 
“sustainable”,  “green”,  “ inclusive”, 
“ long-term” growth unt i l  there is 
almost no growth in the Eurozone 
anymore at al l !

33. The Doing Business Index of 
the World Bank shows that among 
the f i rst  20 countr ies are only 3 
Eurozone countr ies respect ively 
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six EU countr ies and among the 
f i rst  40 countr ies are 7 Eurozone 
countr ies and 12 EU countr ies.

34. Growth through Innovat ion. 
The only way for Europe out 
of  the cr is is is through more 
innovat ion leading to higher 
competi t iveness. This requires 
more entrepreneurship,  more start-
ups, more Angel f inancing, more 
venture capital ,  more founders. 
The start-up rate in the US is 
about 2.5 higher than in Europe 
in relat ion to GDP. So Europe 
needs a winner cul ture which is 
obviously acceptable in sports but 
not in business. More over Europe 
needs a fai lure cul ture. There is 
an intensive relat ionship between 
the str ingency of bankruptcy laws 
and entrepreneurship cul ture. 

35. Some European pol i t ic ians are 
surpr ised about the fact that the US 
ITC Industry is leading the world. 
We should be not surpr ised. I t  has 
become acknowledged for many 
years that the US has developed 
the ITC industry l ike no one in 
the world.  70% of al l  software of 
the world is wri t ten in the US, not 
necessari ly by Americans. More 
than 50% of IT-based start-ups 
in Si l icon Val ley have at least 
one founder born abroad. So in 
part icular the percentage of people 
born in Asia is very high among the 
founders of  new businesses in the 
US in part icular in Si l icon Val ley. 

36. What is needed for pushing 
innovat ion is scient ists creat ing 
knowledge, entrepreneurs 
creat ing new products and pr ivate 
investors f inancing start-ups. Is 
there a role for Governments? 
The role for Governments is in the 
invent ion part  and in educat ion.

37. To improve framework 
condit ions for entrepreneurship, 
start-ups, f inancing of innovat ion 
and ear ly chi ldhood educat ion 
would be among the most important 
areas to concentrate on.

38. Growth and wealth is created 
only by innovat ion. Innovat ion 
needs a market economy system, 
some people cal l  i t  capi tal ism! 
What is the start ing force? 
Entrepreneurs! 

39. The key is the f inancing of 
innovat ion. The important quest ion 
is where capital  is invested. I t 
is not enough just to embark on 
investment spending program but 
to choose the r ight investment 
is the key. Instead of invest ing 
300 bi l l ion in infrastructure or in 
projects which have to be even 
searched for maybe i t  is much 
better to spend a larger part  of  th is 
on R&D on the one hand and the 
f inancing of start-ups on the other 
hand. Most l ikely with this the 
f inancing of the new thing could 
on the long term have a much 
stronger impact on the economic 
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development in Europe. 

40. For innovat ion the f inancing 
of new venture is going to be 
the key. For that venture capital 
is indispensable. The venture 
capital  industry in Europe is very 
underdeveloped compared to the 
United States. For instance in 2013 
Venture Capital  in the US grew to 
almost 30 Bi l l ion, unfortunately in 
Europe the number were f lat  wi th 
about 3.5 Bi l l ion now on the lowest 
level  per year s ince > 10 years. 
The US are having a bonanza in 
the f i rst  part  of  the year of  2014 - 
Si l icon Val ley alone has invested 
more than EU. Si l icon Val ley 
basical ly is Santa Clara County 
with about 2.5 to 3 Mi l l ion people 
invest ing about almost 40% of US 
Venture Capital  -  that is 12 Bi l l ion 
-  which is about 2.5 t imes as much 
as the EU.

41. In the f i rst  hal f  of  2014 fund 
rais ing of the Venture Capital 
industry achieved the highest 
level  s ince the f i rst  Quarter 2001. 
Europe is f lat  or decreasing. On 
top of that the percentage of publ ic 
funding in the European Venture 
Capital  is consistent ly increasing. 
In 2007 i t  was only 15%. I t  is now 
almost 40%. In Germany i t  is more 
than 50%.

42. The Venture Capital  investment 
per capita in the US is now about 
150, in Israel  250, the real  start-

up country in the world.  In the 
f i rst  hal f  year of  2014 in Israel 
Venture Capital  investment per 
capita now about 500 USD, where 
the development in Europe is 
cont inues to be f lat  wi th about 
10/12 USD. Eurozone is about 5 
USD.

43. Financial  Repression & 
Inequal i ty.  The low interest rate 
pol icy now obviously encouraged 
by governments and the ECB with 
the buying of government bonds 
increases growing inequal i ty in 
Europe. People who have smal l 
saving accounts,  a l i fe insurance 
or pension are not prof i t ing from 
that.  They almost lose their  ent i re 
income from what they have saved 
ear l ier on for their  ret i rement age 
whereas people who have funds 
and invested them in stocks, in 
property,  in art ,  etc.  are prof i t ing 
from f lush money and low interest 
rate pol icy creat ing an asset 
pr ice inf lat ion. So inequal i ty has 
become off ic ial  pol icy in Europe 
and in the US. The di fference is 
that in Europe the percentage of 
people who are invested in shares 
is much smal ler than in the US. As 
a resul t  growing inequal i ty maybe 
even more harsh in Europe than 
in the US. This pol icy of  f inancial 
repression is able to destroy the 
foundat ions on which the Western 
European societ ies or a society 
l ike Germany are based the 
-middle class, which saves money, 
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have a l i fe insurance and may have 
a pension from their  f i rms. This 
f inancial  repression is at tacking 
the backbone of our society.  The 
long-term impl icat ions are much 
more than just a redistr ibut ion of 
wealth and growing inequal i ty.

44. The Way Forward.  The way 
forward for Europe is to comply 
with the rules, convergence 
through structural  reforms, to 
increase competi t iveness through 
innovat ion and efforts to re-
infranchise the European middle 
class. This could also include a 
temporary exi t  of  non-performing 
members.
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