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Agenda (1)

 The Great Recession vs The Great Depression —
lessons learned: monetary + fiscal policy

 Challenges ahead — short- and long-term

- short-term: exit strategy — back to recovery (how to
overcome the “jobless” recovery?)

- Schumpeterian strategy to overcome the recession:
“creative destruction”, i.e. new products, innovation!

* legacy of the GFC: unemployment, debt

- long-term: how to bring back potential growth to pre-
crisis levels? ----- > “knowledge triangle” (education-
research-innovation)




Agenda (2)

 EU 2020 strategy — Spring European
Councill early in 2010

- knowledge triangle (education-
research-innovation)

- comparison “Lisbon” and “EU 2020” —
“What's new?

« Alternative suggestions for an EU strategy
for the future post 2010



Who grows faster after the Great Recession 2009?
(Real GDP, annual growth rate in %)
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Unemployment
Rate in %
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Total

employment,
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General government balance
(as a % of GDP)
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General government gross debt
(as a % of GDP)
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General government gross debt — critical countries
(as a % of GDP)
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Real GDP, %, 2009

The Great Recession and the Burden of Debt
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Debt to GDP ratio, %, 2011

Far away from the SGP targets
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Crisis management 2009 was O.K.

e Quick response of with monetary policy (Fed,
ECB and other national banks)

e Coordinated (within EMU) and national massive
fiscal policy intervention ---->

governments overtook the role of the

for the big banks (“too big to fail’!)
and for the whole economy ----> rescue
packages!

e “Quality” of rescue measures more short-term
oriented, less forward-looking
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Monetary Policy learned the Lessons from the Great Depression

Interest rate policy of the ECB and the FED
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Fiscal stimulus programmes in industrial countries

Met impact on general government Distribution 2008-2010
balance
Expenditure Taxes Total
2008-2010 2008 2009 2010
As a percentage of GDFP of 2008 Percentage share of nef impact

Germany - 1.4 - 1.6 - 3.0 0 46 54
ltaly - 0.3 0.3 0.0 0 15 85
USA — 24 - 3.2 — 5.6 21 3 42
Swifzerland - 0.3 - 0.2 - 0.5 0 68 32
France - 0.4 - 0.2 - 0.6 0 75 25
Czech Republic - 0.5 - 2.5 - 3.0 0 66 34
UK 0.0 - 1.5 - 1.4 15 93 8
Hungary 4.4 0.0 4.4 0 58 42
Spain - 1.9 - 1.5 - 3.5 31 46 23
Foland - 0.6 - 04 - 1.0 0 77 23
Austria - 0.3 - 0.8 - 1.1 0 84 16
OECD 11

Unweighted - 0.3 - 1.1 - 1.4 6 51 33

Only positive impact

Unweightea - 0.9 - 1.3 - 2.2 7 66 29

G7 - 1.6 - 20 - 3.6 17 43 40
OECD ftotal

Unweighted - 0.7 - 1.2 - 2.0 10 53 37

Weighted - 1.5 - 1.7 - 3.4 17 45 39

Source: Breuss, Kaniovski, Schratzenstaller (2009), p. 207



Fiscal stimulus programmes — GDP impact

Gross domestic product, volume
2008 2009 2010
Cumulated deviation from baseline in percent

Germany + 0.1 + 0.9 + 1.0
taly + 0.0 + 0.0 - 0.3
_USA + 0.6 + 2.3 + 3.6
switzerdand + 0.1 + 0.5 + 0.1
France + 0.0 + 0.2 - 0.2
Czech Repubilic + 0.0 + 0.8 + 0.6
UK + 0.1 + 0.4 - 0.4
Hungary + 0.0 - 0.5 - 1.0
Spain + 0.8 + 1.2 + 0.5
Foland + 0.0 + 0.7 + 0.3
Austria - + 1.9 + 2.1
Japan + 0.0 + 0.8 + 0.1

Other countries + 0.2 + 1.0 + 1.2

L/
Source: Breuss, Kaniovski, Schratzenstaller (2009), p. 212



Forward-looking investment in the
fiscal stimulus programmes of selected countries, 2009-2010
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Perils of the Exit Strategy

« Monetary Policy: as soon as inflation winds up — more
restrictionist stance — increase of interest rates;
dampening real GDP

* Fiscal Policy: “Tightrope walk” between stabilising the
upswing and foster recovery (not deteriorate the labour
market situation; avoid “jobless growth”) and the
necessity to obey the rules of the SGP, I.e. consolidate
the budgets and reduce public debt

« Conseguences: Both strategies lead to a short-run
slump in GDP.

In the long-run to a financial constraint for growth
strategy measures aimed at in the “EU 2020” — a revival
of the failed “Lisbon strategy”
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The macroeconomic costs of the Exit Strategy in the Euro area
(Reduction of the budget deficit by 1% of GDP, starting in 2011)
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Knowledge triangle — education-
research-innovation

e Facts on R&D, education,

e Correlations “knowledge triangle”
- which causation?

e Induces more R&D more GDP growth?
- theoretical considerations
- empirics
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Richer countries can afford more R&D ...
(Or are they rich because of more R&D investment?)
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Paten applications (EPO) per 1 mio inhabitants; av. 2004-2006
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R&D in % of GDP

Source: Eurostat
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Basic Growth Determinants

1. Institutional Factors

. Size of Government
. Degree of Regulation
. Financial Markets

2. Market Size

. Degree of Trade

Openness

. Population Size

3. Demographics +
Labour Supply

. Youth Dependency Ratio
. Labour Supply (measured as

hours worked)

4. Physical and
Human Capital
+
Total Factor Productivity
(.e. Knowledge)

ECB (Monetary Policy) / SGP

Source: Denis, McMorrow, Roéger (2004), p. 41.

vy
0w

Physical Investment

- Domestic Investment (ICT + Non-
ICT)

- Foreign Direct Investment (FDI)

Education Levels

Knowledge Investment

(Human Capital) (R&D Intensity)
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Long-run effects of Labour Productivity Determinants

EFFECT ON ANNUAL LABOUR
MAJOR DETERMINANTS PRODUCTIVITY GROWTH RATE
(PERCENTAGE POINTS)

PHYSICAL INVESTMENTS + REGULATION (CAPITAL DEEPENING)

1. Physical Investment
(Permanent 1 % point increase in Investment Share) 0.05

2. Regulation
(EU mowving to US levels of regulation) 0.15

KNOWLEDGE INVESTMENTS (TFP)

3.R&D

(Permanent 1% pownt increase in R&D spending) 0.60

4. Education

(Permanent 1 vear increase in average education (.45
levels of labour force)

5. Ageing
(Permanent 10% points decline in youth -0.25
dependency ratio)

6. Openness & Market Size
(Permanent 10% points increase i mtra-Euro area 0.10
trade)

HOURS WORKED (CAPITAL DEEPENING)

7. Permanent 1 % increase in Hours
Worked -0.25

Source: Denis, McMorrow, Réger (2004), p. 46 (ECFIN model)



GDP, real av. annual growth, 2000-2010, in %
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GDP, real av. annual growth, 2000-2010, in %

Still a strong catching-up in enlarged EU-27
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European Commission

Lisbon Strateqy for Growth and Jobs

LISbOﬂ Strategy """ > Towards a green and innovative economy
EU 2020
What's new?

Long-run strategies Objectives Additional priorities
LS-2000 Growth, jobs, international | Environment
2000-2010 competitiveness,

knowledge, social

LS-2005 Growth and jobs Environment, good
governance
3 dimensions:
Economy, social welfare
and environment

LS-2006 Growth and jobs “Global Europe”

(new program cycle 2008-

2010)

EU-2020 Sustainable “social “European Knowledge

2010-2020 market economy””’, an | Area”

inclusive, smarter, greener
economy

Successful exit from the
crisis

*) Art. 3(3) Treaty on European Union (Lisbon Treaty)
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Lisbon growth target and realisation, 2000-2010

(Real GDP, annual average growth rates, %)
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300 GDP p.c. in the enlarged Union

276
(GDP p.c., PPS, EU-27=100, 2008)
250
Norway 191
uUsaAa 155
Switzerland 141
200 - Iceland 121
Japan 111
Croatia 63
Turkey 46
123 120 117 117 116 116 Hpm 111 109

Hom 102
%6 94 4

100 - 9%
80
) 7 7 47 7 7 47 7 7 7 47 7 7
0

~

6 76

o T W C O X > > 0 ] ; = © ] T @© ®© ©
S © € & S ® © g 3 T S = O 5 D x Cc = c <
o nh © O S = € a2 58 0 0oy & 55 6 O @ 8 g 8
© & © D

o o 5 @ ¢ o £ @ @ > 0 > S £ > 2 € S5 ) =2
E — o < N L o= O g L O 0O =23 a o W T = A S m L
o mw QA x O w o n a a4
u d
] zZ D ©)

+—

c

D

Source: Eurostat



Challenges for Europe Post 20107

 Globalisation — GFC — (asylum seekers)
« Demography — aging society

e Social cohesion — ,Workfare” instead of ,Welfare”
 Environment — climate change — energy

 Acceptance of the EU — “Europe feeling” of the
population of the EU member states

---------------------- Instead of EU 2020 ----------==-=-nmmmnmmmm-

* Less ,planification* a la Lisbon Strategy and ,EU
2020 — “10 years plan”! — “Nice weather strategy”

 Whatis missing is a “ CRISIS” strategy to prevent a
new “GFC” ----> new “EU stability or crisis fund”

« Ultimate goal of the EU: ,Social Europe in a Global
World*

33
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