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Global crisis 2008-2015 = System crisis

This time, it’s different!
Structural and globalised crisis
Spill-over effect: « Echo chamber »
Global economic slowdown = no decoupling

No global regulation: Free wheel Hyperfinance
EMCs competitiveness challenge

= Two and a half centuries of rising per-capita
incomes = Unique episode in Western history?
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Challenge of asymetric Globalization
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EU-17 : Coping with high debt and sluggish growth? akinq off + Catching Up?  (uss-piR per capita on ppp has
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Regional shares of Global GDP inppp
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The Top Global GDPs 1950-2050
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Twin Risk in EUROPE =

Economic + socio-political fragmentation

- Aging population
Shrinking working
population
- Sovereign debt

crisis
- Wealth gap

Competitiveness
decline

« Insufficient
economic policy
coordination

- Crisis of welfare

state

Declining - Solidarity
effectiveness of dEf'C!t
. Transnational

central bank
monetary policy 1dentity crisis
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The sources of long-term growth

1

Working population
(but declining in the EU)

Capital investment
(but lower growth rate in
the EU and declining
marginal returns)

. Technology and

Overall Population 1-2012
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R&D (but slowing and
labor saving)

< The non-tradable sector
(2/3) is subject to
domestic-demand
constraints (high public
deficit and debt,
confidence crisis)

= The tradable sector
(2/3) depends on global
growth, terms of trade,
and competitiveness
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Demographic Growth 2006-2050
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EU’s Age Pyramid 2004-2050
Active population shrinking = dropping growth potential =
productivity challenge!
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DECREASING WORK POPULATION THREATENS GDP
PER CAPITA
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Productivity gaps US versus EU-17

>0 correlation working

population/labour productivity = Lower labor
>0 correlation capital productivity in
investment/productivity EU-17

>0 correlation R&D
investment/productivity

>0 correlation higher education

investment/productivity
increases

« Lower potential
GDP in EU-17
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Productivity gaps in the OECD = GDP/working hour in % of USA
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1998-2012: Labor productivity increases
A 37% in the US, 15% in Japan, and 10% in the EU-17
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Average working hours/year 1960-2011
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Capital Investment growth rates
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Unit labor costs 1995-2011

Euro Zone: FDI In & OUT 1970-2011

100=1995 (Ratio of compensation per employee to real GDP per person employed)
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R&D Investment/GDP %

. KOREA Policy Crisis: Is the € to blame?

. / . A Euro-zone crisis without a Euro crisis
/ . No competitive devaluation
5 Us . The common currency imposed the tight monetary
W\ policy of the « anchor country »
GERMANY . Common currency, without the supportive political and

2,5 e

2 ERANCE . Austerity kills growth and recession triggers social
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The two-tier Europe:

Higher education spending/student (uss ppp)
Unemployment rates North & South
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Europe pays the price of a
two-fold emancipation

+1970s-80s: independence of economic
system from political system

=1980s-90s: independence of financial
system from economic system
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The debt trap in a nutshell

« » « »

= Deficit shrinking with Large primary fiscgl deficit
seepdglois Seacll |
reduction + tight f'scal larger unfunded financing
and monetary policy = requirements =

GDP fall = = GDP rise with inflation +
= solvency ratios worsening  twin deficits

= Rating downgrading! = Rating downgrading!

= Higher borrowing costs

= Higher borrowing costs
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Euromoney Country Risk Survey Results, June 2012
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AUSTRALIA
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Public debt/GDP % 2012
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Cultural crisis? « Globalization is a threat for Five Solutions?

France, for job creation and for well-being»
. Relaxing the anti-inflation focus of the ECB

. Concerted EU-wide spending program focused on
competitiveness enhancing investment

. Refocus of EU’s banks toward real economy
financing

. Refocus of regional trade specialization on
dynamic EMCs

. Political and economic federalism, hence
sovereignty transfer
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The major cultural threats to
European integration “People only accept change when they

. Lack of an external enemy? are faced with necessity, and they only

. Decline in transatlantic security cooperation recognize necessity when a crisis is

Unwieldy nature of EU decision-making: 27 coming” Teri e
countries and no consensus

. Nationalism and even regionalism
. Wealth gaps and consensus crisis
. Solidarity deficit

M.H Bouchet- SKEMA (c) 2012 M.H Bouchet- SKEMA (c) 2012

MHB SKEMA 2012



