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The outline of the  presentation 

Why do we need a Two Stage Strategy 
 Reality check 
 Summary 
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The three overarching goals 

 Keep global warming below 2 degrees 
 Return to 'full employment' 
 Economic growth (preventing secular stagnation)  

 Minimum 2-3 % industrial countries 
 Minimum 3-4% emerging economies (China, India, Africa). 

 

⇒ Climate goal (probably) not compatible with 
 high growth in industrialized countries 
⇒ Tripling GDP up to 2100 (1.5 % p.a) neither feasible 

 nor warranted. 
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Other long-run goals  

 Decreasing differences in income/wealth 
 Elimination of poverty, health, promoting gender equity 
 Transparency, rule of law, democracy, peace 
 Open globalized world economy multi-polarity 
 Stability of financial sector,  
 Other environmental goals: water 

⇒ Beyond GDP, WWWforEurope, NAEC, UNEP, etc. 
⇒ World wide rules for worldwide problems. 
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The growth-emissions in nexus 

 Radical Decarbonisation needed  
 EU Energy Roadmap: -80 to -95% 
 OECD: zero net emissions goal (in 2nd half of century) 
 No economy is heading in this direction (decarbonisation) 
 Materials (DMC), emissions: soft relative decoupling 
 Even less if imports included 
 Reduction 50 % per unit of GDP implies no absolute reduction 

If world economy doubles between 2015-2050 (consensus forecast)  
 

⇒ Environmentalists call for zero growth/degrowth 
(worldwide). 
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The growth-employment nexus 

 Up to now: labour productivity + 2% p.a. 
 For full-time workers 
 With outliers near zero: Japan, Italy 

 Okun’s law doesn’t hold in the short run, 
 Not the same coefficient for all countries  
 Not for all specifications (person, hour, part time…) 

 But in general, since labour productivity increases - 
  - With zero or low growth -  unemployment increases 
⇒ Majority of economists conclude: necessity of growth. 
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Add to this other problems in low 
growth scenarios 

 Redistribution is difficult without growth (absolute losses) 
 Poverty increases without growth 
 Pension finance breaks down (in pay as you go systems) 

 Outsider/newcomers have difficult start 
 Ecological innovations decelerate 
 Political radicalization, aversion to migration, xenophobia 

 

⇒ Nevertheless many ecological, social, political 
   scientists recommend zero growth. 
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Decoupling labour markets 

The golden shot: Reduction of working time 
Without (or very partial) wage compensation 

Emerging questions:      

 Working poor and old age poverty will increase 
 Who enforces reduction for all 
 Shortage of some important qualification 
 Informal labour: insurance problems/ Family split 

⇒ Reduction of labour supply for those who want 
  Minimum wage / minimum pension 

⇒ If labour decoupled, social system/pensions not  
        financed. 
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Interim summary  

  No experience of a radical absolute decoupling of 

 Emissions from output (to the extent needed) 

 
 No experience of stable employment without growth 

 Financial problems of an inclusive welfare systems 
 With openness for neighbours 
 With need for redistribution.  
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To manage the impossible 

 In the very long run (rich countries) will go for low growth 
 Supported by decreasing marginal utility of income 
 Increasing non material values with rising income 
 Tripling of output is neither necessary nor feasible up to 2100 
 Working 40 hours plus burn out is neither warranted nor necessary   

 But over the next 10 years we have to have decent growth 
 For returning to full employment 
 Paying back public and private debt 
 Favouring redistribution 
 Jobs for migrants.  
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The 1st Stage Strategy 

 Back to full employment 
 Reduction of debt (public, private) 
 Restarting growth to 2% or more (Europe/US) 
 Decreasing disequilibria (North, South) 
 Lower income spread 
 From taxing labour to resources, speculation 
 Transparency, governance 

⇒ Consolidation phase. 
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The long run strategy 2050: 2nd Stage 

 Dynamics: growth decelerates towards 1% (rich world) 
  with less inequality 

 More welfare (employment, health) out of lower growth 
 Radical double decoupling 

 Emission/material  input from growth 
 Employment/social system from growth 

 Decarbonisation: -80-95% EU Roadmap 
 Shorter working week (voluntary/general) 

⇒ Socio-ecological transition. 
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 New infrastructure much less dependent on fossils 
 Social innovations prepare for second stage  
 Changing institutions, behaviour, awareness 
 Reduce dominance of GDP, address goals directly 
 Start double decoupling (emission and labour) 
 Addressing reform resistance 
 Support industry moving towards 4.0 (lower material/ energy) 

⇒ Energy Roadmap 2050 
⇒ Zero Net Emission Goal (OECD), G7 June 2015 
⇒ Stop emphasis on labour productivity. 

But: the first stage cannot be business as usual  
but investment in change 
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The outline of the  presentation 

Why do we need a Two Stage Strategy 
 Reality check 
 Summary 
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Reality check 1:  
Current policy often opposite direction 

 German “Energiewende” declared as too ambitious 
 Large subsidies for fossils 
 Proposals for 315 bn. investment fund for highways,  

with little green touch or social innovation 
 Emission trading broke down and nobody cares 
 Gas loses market shares in electricity, revival of coal 
 Europe abandons lead in green technology 
 US reindustrializes via low wages, low energy prices 
 No international climate pact (Hoping for Paris 2015).  
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Reality check 2:  
Some progress 

 Levelling off: CO2 emissions worldwide 
Many signs of relative decoupling even in 

phase of low energy prices 
Greening of China 
High speed, high range electronic cars (Tesla).  
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Reality check 3:  
the enticement of the low road 

 Low road path: 
 Hailing cheap gas (fracking)  
 Defying carbon pricing (taxes) 
 Calling for emerging countries to start with CO2 cutting 

 

 High road path (EU 2020, Roadmap 2050, MIT, 2013): 
 Climbing up the quality ladder: education, innovation 
 Providing capabilities, “new” industrial policy 
 Convening, coordination, risk pooling & reduction (US) 
 Consider societal goals in industrial strategy (Rodrik).   
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Reality check 4: institutions 

 Academic papers favor decarbonisation 
Central to messages of NAEC and WWWforEurope 
 But not implemented in Country reviews (OECD) 

 Or country specific recommendation (EU) 

 Not high on agenda of policy makers, media, voters 
 Change in stage 1 very urgent and unlikely 

 

⇒ Urgency of change underestimated. 
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Why do we need a Two Stage Strategy 
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Respecting the starting position of a country and policy priorities 
 

 First phase: Consolidation and Reprogramming 
 Back to normal (“full”) employment 
 Reduction of disequilibria across countries/regions 
 Sustainably position in debt and pension system 

 Second phase: Socio-ecological Transition 
 Reduction of employment dependence on growth  
 Increase welfare content of (lower) growth rates  
 Insider advantages reduced, work sharing  
 Radical decoupling of material, energy from output. 

A Two Stage Strategy is needed 
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The short run prepares for the long run 

In the long run we need double, radical decoupling 

 emissions/output: de facto decarbonisation 
 Dematerialization, sharing, renting, circular economy 

 Working hours decrease industrialized countries/world 
Double decoupling in the short run not easy  
 Existing stocks and habit; building, traffic, nutrition 
 Qualifications, aspirations, obligations 

 
⇒ We must find strategies in 1st stage, which makes 2nd 

 stage more likely or less radical. 
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Strong absolute decoupling carbon 
emissions & resources 

 From taxing labour to taxing emissions/material 
 Targeting technical progress: from Y/L to Y/E and Y/M 
 Share of renewables 50%, solving storage problem 
 Removal of subsidies for fossil energy 
 Greening of ships, airplanes, trucks, cars 
 Public procurement: Juncker´s investment fund (EFSI) 
 Stabilizing/greening (ethical funds) of financial sector 

⇒ Decoupling possible but absent in country reviews  
  (OECD, EU)- up to NERO 2015! 
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The wrong message for Europe 

 To stay competitive with the US, Europe has to 
match US in energy prices 
 And stagnating median wage 

US-policy sets limits to: 
 Higher taxes/standards 
 Reestablishment of emission trading 
 Progress of alternative energies 

 

⇒ High wage countries, Beyond GDP strategies  
 can never succeed by low energy prices. 
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The superior answer for Europe 

 Europe closes deficit in R&D, top universities, lead technologies 

 US enforce energy efficiency (today 50% lower than in Europe) 

 All countries agree on some long-term goals for climate 

 Countries compete by instruments/technologies for renewables 

 All countries go for social and ecological innovations  
 with different speed given by income, capabilities 
 but agreeing on long-term goals: carbon emissions down by 80% 
 highest energy efficiency, use of best technology in FDI 
 Market-based pricing of externalities. 
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Even the short run have to be very 
different from today 

Wrong: increasing labor productivity as goal 
Up to now: 
No change from taxing labour to emissions 
No biasing of technical progress from labour saving 

to resource saving 
No priority for emission trading world wide 
No elimination of subsidies for fossil energy 
No carbon reduction strategy for airlines, ships, cars. 
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Moving Europe towards a new path of growth and development 

 The goals: Welfare, Wealth, Work 
 Europe needs to become more dynamic, social and ecological 
 Scientific support for Europe 2020  
 Towards a socio-ecological transition 

 F7th Framework Programme 2012/2016 
 WIFO (Coordinator) plus 33 partners, 4 years 
 Boards with a Nobel laureate, ex prime minister, Commissioner EU, OECD 

 2015: Start of Synthesis Phase 
 

⇒  Homepage: http://www.foreurope.eu/ 

The research project: 
WWWforEurope 
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Extending the features of a European 
High Road model 

 Financial stability: resilience, restart growth   
 Reducing unemployment and income spread 
 Absolute decoupling of material and fossil energy 
 Limiting size of government (50% of economy) 
 Transparency and accountability as driver 
 Paying attention to income distribution 
 Openness, entrepreneurship, diversity, choices 

⇒ WWWforEurope (http://www.foreurope.eu/). 
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The Quest for a New Path 

Change for Europe needed 
 More dynamics, externally (extension) and internally 
 Lower unemployment, lower disparities, and disequilibria 
 Higher share of wages and investment into real sector 

European Strengths 
 Stable world market share 
 No external deficit 
 Larger share of manufacturing 
 From 6 to 28 members (+10). 
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Rather stable European market shares 
Share of exports (in % of world exports) 
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Euro lower but as strong as at the start 
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Low growth forecasts for Europe 

    2010 - 2025 
EU 27(28)   1.5% – 1.8% 
USA      2% – 2,5% 
Japan      1% – 1,5% 
China      5% – 7% 
World         3.5%  

⇒ Future growth: EU 27 between 1% and 2% 
⇒ Definitely less than before 2-3%  
⇒ Growth differential towards US. 

Quellen: WIFO-Prognose Juni 2014; OECD, PWC, GS, CEPII, Carnegie. 
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 EU BIP 2015 = 2008, youth unemployment  20% 
 New Commission with new agenda, responsibilities 
 Growth & employment focus: Strategic Investment Fund 
 No 1 renewables, energy union 
 Disequilibria still exist, fiscal union, banking union 

 

⇒ Cyclical recovery supported by low Euro and oil 
price. 
 

The starting situation for Europe 2015 
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 Europe as role model for successful regions 2050: 
 Stronger dynamics based on innovation and human capital 
 Less differences in incomes, higher employment 
 World leader in environmental technology 
 Stable due to a modern, regulated financial system 
 Heterogeneous preferences, pluralistic 
 Open area, enjoying globalization; inviting neighbours  

⇒ A better model than US 
⇒ It needs political will plus scientific support 
⇒ Europe had been always been best when  

   having a long-run goal. 

The WWWforEurope vision in a Nutshell 
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 Vision starts from goals not from problems 
 Consolidation is necessary, but not sufficient; dynamics, 

employment, transition are the goals 
 Taxing financial transactions supports the real economy 
 Distribution matters for growth and stability 
 20% youth unemployment is intolerable 
 Europe has to deal with - and enjoy - internal heterogeneity 

⇒ The growth path will be less steep than before 
⇒ The welfare content of growth gets higher. 

The vision in operation 
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 Relative decoupling  deep absolute cuts: 
 Minus 80-90 % CO2 emissions up to 2050 
 Material consumption (incl. imports) declines  

 Doubling energy efficiency; 50 % renewables 
 Reduction of unemployment even in phase of low growth 
 Redirecting technical progress to resource saving 

⇒ Manageable given 40% of R&D is government financed 
⇒ If the share of public expenditures in GDP is 50% 
⇒ (Some) signs of relative decoupling occurred in phase of declining 

      CO2 price; and subsidies for fossils larger than renewables. 

The vision demands radical change 
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Definition: Low-road strategy 

 Competitive advantage:  
 Low costs (wages, energy, taxes) = "cost competitiveness" 

 Growth drivers:  
 Subsidies, dual labour market, Inward FDI 

 Ambitions:  
 Low wage segment, low environmental taxes and standards 

 Instruments:  
 Import taxes, protectionism, devaluation (external, internal) 

 Objectives: 
  catching up, GDP per capita. 
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Definition: High-road strategy 

 Enlightened version of cost competitiveness: 
 Productivity more important than costs 

 Competitive advantage:  
 Quality, sophisticated products, technology 

 Growth drivers:  
 Innovation, education, universities 

 Ambitions/Institutions: 
 Social empowerment, ecological excellence, trust 

 Objectives: Beyond-GDP goals in general 
 

⇒  Europe has to go far for a high road strategy. 
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Europe: Rather stable world market shares 
Share of exports (in % of world exports) 
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U.S. trade balances and share in energy 
intensive and technology driven industries 

1999 2013 1999 2013

Energy intensive industries
     Exports 57.3 120.7 9.7 15.7
     Imports 79.0 104.3 13.3 13.5
     Trade balance -21.7 16.4 -3.7 2.1

Technology driven industries
     Exports 280.0 277.2 47.2 36.0
     Imports 371.1 490.3 62.5 63.6
     Trade balance -91.1 -213.1 -15.3 -27.7

Trade in bn € Shares of exports

⇒Technology leader: net exporter in energy-driven industries 
⇒And a net importer in technology driven industries. 

H:\user\aig\Industriepolitik\IPOL_tabs_grafs.xlsx 
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Collateral damage by US energy 
policy to Europe (defecting leader) 

 Energy prices are falling, price difference US/Europe increases 
 US coal is exported to EU, CO2 emissions in Germany increase 
 EU industrial policy forgets emission trading, energy taxes 
 Market for renewables in trouble: economically, politically 
 Europe abandons strategy for “sustainability at the centre stage” 
 Return to the old concept of “cost” competitiveness 

⇒ The Krugman critique “dangerous &  
   misleading” is justified 20 years after 

⇒ Vertically different policy within industrialized 
   countries can be a problem. 
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WWWforEurope: Boards 

Philippe Aghion Dominique Foray Gunilla Almgren Andrej Horvat 
Bruno Amable Anthony Giddens Giuliano Amato Gernot Hutschenreiter 
Kenneth Joseph Arrow Geoffrey J.D. Hewings Kurt Bayer Christian Kastrop
Tony Atkinson Magdalena Nowicka Markus Beyrer Helga Nowotny 
Enric Banda Jeffrey Sachs Colin Crouch Konrad Pesendorfer 
Ummu Salma Bava André Sapir Sheila Dow Slavo Radoševic
Graciela Chichilnisky Rick van der Ploeg Brigitte Ederer Claus J. Raidl 
Giacomo Corneo Mieke Verloo Franz Fischler Juliet Schor 
Paul de Grauwe Sylvia Walby Anselm Görres Bernadette Ségol 
Barry Eichengreen Ernst Ulrich von Weizsäcker Gertrude Tumpel-Gugerell 
Ernst Fehr Richard Wilkinson 
Jean-Paul Fitoussi 

Scientific Board Policy Board
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Restarting growth – Five Preconditions 

1. Stability of the financial sector 

2. Reducing disequilibria: southern Europe 

3. Aggregate demand: somebody has to spend (I, C) 

4. Supply side: innovation, education, equity, 
entrepreneurship 

5. Enlargement and openness (neighbors) 
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Un(de)used source of dynamics 1:  
Tax revenue 

 Reducing tax evasion is revenue source No. 1 
 Untaxed incomes (tax evasion, fraud) 
  Incomes shifted to low tax countries, tax havens 
  Profit shifting and misreporting 

 Financial transactions (short run speculative) 
 Financial sector should serve economy 
 Not necessary to be larger than manufacturing (UK) 
 90% of transactions with other financial companies 

 Transparency, less corruption are growth drivers 
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Un(de)used sources of dynamics 2:  
Demand 

 Low income earners 
  Young people  
  Spread of innovation 
  Investment into intangibles 
  Intangibles: health, leisure, communication 
  Reducing taxes on labor 

 
⇒ Taxing labor, firms as savings machines, forcing 

reluctant people to work is suboptimal 
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Underused sources of dynamics 3:  
Supply 

 Social, ecological innovations 
 New modes of production, organisation, energy 

generation 
 Entrepreneurship encouraged in schools  
 Enthusiasm, engagement of young people 
 Mobility, openness, migration (circular) 
 Mutual learning across cultures 
 Equality (incomes, gender, education) 
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Underused sources of dynamics 4: 
Resilience 

 Positive role of finance (after reducing  speculation) 
 Financial transactions to be taxed 
 Cap excessive profits by progressive taxation 

 Earning more should lead to higher incomes but at a 
decreasing rate 

 Getting rid of past debt, 
 restructuring without incentives for new 

permissiveness 
 make default in principle possible: ex ante rules for 

government and banks 
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Consequence of the defection for US 

 US restarts to grow a little bit faster 
 with some positive spillovers (demand, energy price) 

 US will become the largest energy exporter 
 US will increase its trade surplus in energy-intensive products 
 Persistence of deficit in technology-driven industries 
 Life time of fossil energy extended (with cleaner version) 

 Investment in renewables discouraged in EU and US 
 Spillovers of clean technology to emerging countries reduced. 
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