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Thank you very much for giv ing 
me the opportuni ty to talk with
you today. Let me get straight to 
the point .

Since the sevent ies expansive, 
debt- f inanced f iscal  pol ic ies 
have been the rule not the 
except ion in industr ia l  societ ies. 
With moderate success. Growth 
rates decl ined nevertheless.

For more than two decades, 
economic pol icy in industr ia l ized 
countr ies tr ied to mediate 
recessions and f inancial  market 
cr ises by increasing the leverage 
of the publ ic and pr ivate sector 
and mult ip ly ing the money supply.

To be fair,  these pol ic ies were 
necessary to cope with the 
immediate cr ises, but they tend 
to sow the seeds for the next 
one. With increased f inancial 
global izat ion the r isk of  systemic 
cr ises accelerated and recovery 
costs rose steeply.

I  am not only thinking of f iscal 
costs here, but problems l ike 
r is ing inequal i ty,  racial  and 
rel ig ious tensions, straining the 
bonds that bind our societ ies.

Is there an al ternat ive to these 
repet i t ive cycles of credi t  booms
fol lowed by busts? I  th ink, there 
is:  I t  is the model of  moderate, 
but sustained growth – def ined 
as steady, environmental ly-
fr iendly and inclusive growth.

“Moderate growth” points to the 
economic heart  of  the matter:
the decl ine in product iv i ty growth 
which is at  the core of the decl ine 
in growth rates and wage growth 
in advanced countr ies.

Surpr is ingly,  the beginning IT-
revolut ion in the sevent ies 
coincided with a slowdown in 
product iv i ty growth. This is 
so surpr is ing that economists 
cal l  th is observat ion “Solow 
Paradox”.  “Solow” because of the 
Nobel laureate, who was the f i rst 
economic celebr i ty who pointed 
out this paradox. Unfortunately, 
he did not explain the paradox. 
So what is the explanat ion for 
decreasing product iv i ty growth 
since the sevent ies? 

Perhaps the “Solow Paradox” 
is explained by global izat ion? 
By the fact that large emerging 
countr ies were integrated into 
the world economy? As a resul t , 
a large reservoir  of  relat ively 
low-ski l led workers has been 
created. Between 1980 and 2010 
the number of  jobs grew by 1.1 
bi l l ion. 900 mi l l ion came from 
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developing countr ies.  These 
workers compete with workers in 
developed countr ies.

I f  labor is cheap and abundant, 
i t  makes l i t t le sense to invest in 
labor-saving and product iv i ty-
enhancing technologies. So 
advanced economies do not take 
ful l  advantage of product iv i ty 
gains via digi tal izat ion. So at 
least that argument goes. I  do 
not f ind i t  part icular ly convincing.

Given that wages in Europe 
are higher and labor scarcer, 
product iv i ty growth in Europe 
should be higher than in the
United States. Which is not the 
case. Another explanat ion is that 
technological  progress increases 
product iv i ty only af ter a delay. 

A third explanat ion is that the 
digi tal  revolut ion is perhaps 
not as transformative as the 
industr ia l  revolut ion. And 
especial ly not t ransformative 
enough to compensate for the 
effects of  demographic change 
and high publ ic debt.  Could be.

But the explanat ion I  f ind most 
convincing is that the except ional 
r ise in product iv i ty dur ing the 
industr ia l  revolut ion was aided 
by three addit ional  factors: 
I t  occurred because i t  was 
accompanied by the introduct ion 
of compulsory educat ion, which 

raised the product iv i ty of  labor 
s igni f icant ly.

Secondly,  because i t  was 
accompanied by the abol i t ion 
of serfdom, which gave workers 
the opportuni ty to look for more 
prof i table occupat ions than 
agr icul ture.

And thirdly,  because i t  was 
accompanied by the rule of  law
and wel l - funct ioning inst i tut ions 
protect ing property r ights and 
al lowing people to reap the 
benef i ts of  the work and ideas
in the market.

Of course, an increase in 
product iv i ty in a given sector 
always means a reduct ion in 
labor supply in the same sector: 
In 1900, around 40 percent of 
Americans worked in agr icul ture, 
and sl ight ly more than 40 percent 
of  the average household budget 
was spent on food.

Over the next century, 
automation reduced employment 
in agr icul ture to less than f ive 
percent and food costs fel l 
dramatical ly.  But at  the t ime 
the excess supply of  labor was 
relat ively easi ly absorbed in 
new sectors of  the economy. 
Which was relat ively easy 
given the training, that is the 
higher product iv i ty of  the U.S. 
workforce.
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But gett ing a proper educat ion, 
wel l  sui ted for today’s labor 
markets,  is not as easy as i t  once 
was. Part icular ly,  labor markets 
in advanced economies suffer 
f rom a lack of ski l led workers.

A mismatch of ski l ls demanded 
and suppl ied by labor markets 
in advanced economies explains 
high unemployment rates, 
part icular ly when wages tend to 
be st icky. 

In Europe, i t  is not so much 
academics that are missing, but 
workers who have successful ly 
completed a vigorous 
apprent iceship program, with a 
mix of  craf t-speci f ic and technical 
t raining.

But the consequences of the 
increase in low ski l led labor 
by developing countr ies and 
the decrease in product iv i ty 
by developed countr ies is by 
no means only an European 
problem.
[so auch Edmund Phelps in FT-Art ikel , 
02/03/2015]

On the contrary,  i t  is at  the 
root of  the economic and social 
problems in the United States 
too, i ts recurr ing f iscal  cr ises 
and growing inequal i ty.  I t  is no 
coincidence that the f inancial 
cr is is started in the United States 

and i ts real-estate sector.  US 
pol icymakers tr ied to promote 
home ownership of  poorly ski l led 
workers by having less str ingent 
lending pract ices.

US pol icymakers at tempted to 
maintain high levels of  growth 
and compensate for low wage 
growth and r is ing levels of 
inequal i ty by means of monetary 
pol icy and a higher leverage of 
the publ ic and pr ivate sector. 

Helping poorly ski l led workers 
and their  fami l ies is praiseworthy.
But lax monetary and lending 
pol ic ies are no replacement 
for good social  pol ic ies and 
educat ion. 

Sure, there are adverse 
incent ives in European labor 
markets to f ind work quickly. 
Which we are correct ing, by the 
way. 

But despite al l  i ts faul ts,  Europe’s 
system is not badly designed for 
achieving equal i ty of  opportuni ty 
and al leviat ing social  inequity.
I t  does this by providing for 
affordable educat ion, universal 
health care, and the redistr ibut ion 
of income. 

In Europe moderate and sustained 
growth impl ies structural
reforms and the deleveraging of 
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publ ic and pr ivate sectors.

Done r ight,  structural  reforms 
and f iscal  consol idat ion are 
complements,  not t rade-offs.

In the medium term a smal ler 
publ ic sector and more f lexible 
labor markets help tr im 
expenditures and l i f t  growth. 
And a quick implementat ion of 
reforms wi l l  strengthen consumer 
and investor conf idence, 
cancel l ing out any short- term dip 
in consumption.

The talk of  so cal led “European 
auster i ty”  is not supported by
facts,  as Peter Jungen already 
pointed out at  a recent conference 
of the Columbia Center on Global 
Economic Governance: The 
absolute level  of  debt in Europe 
is higher than before the
cr is is began. And the debt to 
GDP rat io in the Eurozone is 
higher than ever before.

The Bank for Internat ional 
Sett lements thinks that the 
indebtedness of the pr ivate 
and publ ic sector,  including 
the high leverage of banks and 
households, as wel l  as a lack 
of structural  reforms, hinders 
sustainable growth – especial ly 
in Europe. I  th ink they are r ight.

Moderate and sustained growth 

requires that we al ign our debt 
and def ic i t  rat ios with our growth 
rat ios.  And that we implement 
structural  reforms to increase 
product iv i ty.  What does that 
mean?

By structural  reforms to increase 
product iv i ty I  mean enhancing 
labor market f lexibi l i ty,  increasing 
labor product iv i ty through greater 
investment in physical  and human 
capital ,  rais ing the ret i rement 
age, thus reducing social 
spending, faci l i tat ing migrat ion 
and women’s integrat ion into the 
labor force.

And the f iscal  pol icy guidel ine 
is that under normal economic 
circumstances the rate of  publ ic 
expenditure should not r ise faster
than the nominal growth rate.

The quest ion for the Euro area 
is:  Can we adhere to the rules 
which prescr ibe structural 
reforms and f iscal  consol idat ion 
in the Euro area? I  th ink we can. 
And we have to – because of the 
special  condit ions of European 
governance: here I  mean the 
structure of the European Union 
and the currency union.

The members of the Euro-area 
have transferred their  monetary
sovereign r ights making powers 
to the European Central  Bank.
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But st i l l  the member states 
dominate the f iscal  and economic
pol icy of  the Euro-area. I t  is of 
utmost importance that such 
a construct of  semi-sovereign 
states adheres to the rules they 
have given themselves to keep the 
common monetary and economic 
area intact.

In fact,  European governments 
do just  that s ince the beginning
of the cr is is.  Sometimes more and 
sometimes less, but the direct ion 
is c lear. 

As a resul t ,  growth is returning 
and the competi t iveness of the 
program countr ies Spain, I reland, 
Portugal is increasing. Unit 
labor costs are lower.  Current 
account def ic i ts have decl ined 
markedly,  at  least part ly due to 
successful  exports.  A decrease 
in unemployment rates is v is ible. 
Germany bolsters this process
as Europe’s f iscal  and economic 
anchor.

Of course, the si tuat ion of some 
member states of the Eurozone,
notably Greece, remains ser ious. 
But European Monetary Union 
won’t  succeed i f  a member country 
weakens i ts competi t iveness
and persistent ly runs large def ic i ts 
to f inance consumption. Such 
pol ic ies would be at the expense 
of the Euro area’s stabi l i ty.

By support ing Greece and later 
on Ireland, Portugal and Spain,
we prevented the col lapse of 
internat ional f inancial  markets,
perhaps avoiding another 
recession of the world economy.
And we have given reform 
countr ies f inancial  breathing 
space by means of low-interest-
rate loans, whi le they in turn 
implement structural  reforms.

This,  in addit ion to inst i tut ional 
changes, f i rst  and foremost an 
European Banking Union, and 
a f lexible but stronger f iscal 
f ramework for member states has 
been part  of  an overal l  concept
to put us on track for moderate 
and sustained growth.

Overal l ,  Europe’s pol ic ies are 
sound. By f i ts and starts,  by tr ia l 
and error,  we wi l l  improve on 
these pol ic ies.  This is how open 
societ ies should work. And this is 
how European societ ies do work.
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