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I am most honored to be invi ted 
to discuss the presentat ion by 
Minister Schäuble.

So much of what he said I 
heart i ly agree with.  I  too have 
suggested that the f iscal  def ic i ts 
and f inancial  leveraging in the 
pr ivate sector in recent years 
are responses to worsened 
economic performance. And the 
deter iorat ion of balance sheets 
adds fuel  to the next cr is is.

I  too bel ieve that the “decl ines 
in product iv i ty growth” are at  the 
core of the decl ines of economic 
performance in the West.

But I  d isagree with him about 
the deeper causes. A thesis of 
my book Mass Flour ishing is 
that the product iv i ty s lowdowns 
that came to the West – f i rst 
the U.S. in the mid- ‘60s, then 
France and I taly in the late ‘90s 
and f inal ly Br i ta in and Germany 
in the ear ly ‘00s – resul ted from 
slower innovat ion by the last 
innovator standing, which was 

the U.S. economy. In my view, 
the U.S. economy stopped being 
massively innovat ive in the late 
1960s – my impression is that 
Germany and Bri tain stopped 
much sooner.  ( I ta ly ’s innovat ive 
per iod only began around 1973 
and was over in about two 
decades.)

American innovat ion slowed 
sharply in the establ ished 
industr ies in the late 1960s 
– new entrants were blocked 
and incumbents lost  interest in 
at tempting defensive innovat ion. 
Innovat ion has survived mainly 
by enter ing or creat ing a smal l 
range of industr ies,  most ly 
in Si l icon Val ley.  Ult imately 
the shr inkage of aggregate 
innovat ion in the U.S. has been 
cost ly for economic performance 
in both western Europe and 
America.

Minister Schäuble comments 
that Europe’s economies are 
wel l -designed for equal i ty of 
opportuni ty and social  equity, 
though he wants “moderate 
and sustained growth through 
structural  reforms.” I t  may be 
that Europe comes fair ly c lose to 
having a just  economy – perhaps 
closer than the U.S. does. 
However,  Europe is now far 
f rom having a good economy – 
perhaps farther than the U.S. is.
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By a good economy I  mean one 
that offers large numbers of 
i ts part ic ipants a good l i fe – a 
ful f i l l ing l i fe as Ar istot le and 
Confucius sometimes put i t .  The 
economist Kenneth Boulding 
spoke of how grat i fy ing i t  is to 
gain more and more mastery 
and thus earn better and better 
terms for oneself  in one’s f ie ld. 
Vi tal ist  wr i ters l ike Montaigne, 
Cervantes and Nietzsche have 
in mind meet ing chal lenges 
and surmount ing obstacles. 
Phi losophers such as Hume, 
Hegel and Kierkegaarde wrote 
of  using one’s imaginat ion, 
exercis ing one’s creat iv i ty, 
journeying into the unknown and 
act ing on the world.  Mater ial 
gains handed on a plat ter by the 
stock market or the labor market 
are not enough.

Europe’s economies are not 
offer ing l ives of that sort .  They do 
l i t t le more than let  global market 
forces – including advances in 
science at home and abroad – 
pul l  up the going level  of  wage 
rates and prop up the market 
rates of return on wealth.  This 
is a poor sort  of  economy next 
to the highly dynamic economies 
that sprouted up in the 19th 
century.

Why did Europe not act to regain 

the very considerable dynamism 
that Br i ta in,  Germany and 
France had even to the end of 
the 1930s. The answer in part ,  I 
th ink, is the inf luence of standard 
economics. In that theory,  no 
one is at tempting to improve, 
to venture and perchance to 
succeed. There is no human 
agency, only responses to wages, 
interest rates and wealth.  The 
economy is mechanical ,  robot ic. 
The standard theory,  despite i ts 
sophist icat ion in some respects, 
has lef t  no room for economies 
in which people are imagining 
new products and using their 
creat iv i ty to bui ld them. What is 
most fundamental ly wrong with 
Europe is that i t  takes such an 
economy to be the norm – to be 
“as good as i t  gets.”  So when a 
once-imaginat ive, once-creat ive 
economy sl ips into the classical 
mode, economics has nndbook 
to cure.
Once Europe decides to act, 
what wi l l  i t  have to do? To obtain 
an economy enabl ing widespread 
prosperi ty and f lour ishing, the 
European nat ions wi l l  require not 
only the r ight set of  inst i tut ions. 
I t  wi l l  require the development 
of  an economy with the r ight 
cul ture. The quest ion is whether 
the Europeans want that.
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