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Ladies and Gentlemen, 

It is a pleasure to speak at the launch of the first edition of the OECD Business and Finance Outlook. I 

believe this new report provides interesting and fresh points of view. It rightly points at an important 

puzzle: the dichotomy between high asset prices and risk-appetite on financial markets on the one 

hand, and low investment in the real economy on the other. The report links this to an impressive 

number of issues, including global value chains, ageing and shadow banking. 

Let me focus on one of these issues. What should policymakers do to get out of the low-growth envi-

ronment? The crisis has increased fears of persistent stagnation. This is understandable, but the fol-

lowing quote warns against too much pessimism. “Many of the great economic forecasting errors of 

the past half century came from excessive extrapolation of performance in the recent past.”1 You may 

be surprised that this comes from Larry Summers, who reintroduced secular stagnation in 2013. In 

this case, to be fair, Summers was not referring to advanced economies, but to China. But he is right 

that past predictions have often been wrong.  

Nevertheless, there are good reasons to be concerned about growth prospects, especially in the euro 

area. This is not only because the euro area recovered more slowly from the crisis than other ad-

vanced economies. It is also because – despite the clearly brightening prospects recently – the esti-

mated growth potential of the euro area is lower. The European Commission projects potential 

growth at 1.1% per year until 2023. Raising growth potential should be a key priority for European 

policymakers. 

This raises the question: how? The answer depends on why the euro area is lagging behind. The 

causes are partly crisis-related.  A combination of factors explains the higher impact of the crisis in 

Europe. These include the large macroeconomic imbalances in some countries, the intensification of 

financial turbulence due to the sovereign debt crisis, and the high public debt ratios that limit fiscal 

leeway.  

But second, the euro area is also lagging behind for structural reasons. Productivity growth in the 

euro area was already low before the crisis, due to rigidities in many countries. At the start of EMU it 

was very clear that countries would have to reduce these rigidities in order to function in the mone-

tary union. This is why the Lisbon-strategy was launched in 2000. But while structural convergence 

                                                 
1 Pritchett and Summers (2014), Asiaphoria meets regression to the mean, NBER working paper 20573. 



was needed, what actually happened was structural divergence. Differences in overall competitive-

ness  have in fact increased significantly in the first decade of EMU.2  

These causes show that policymakers cannot rely on one single instrument to raise growth. We need 

a mix of instruments to tackle the underlying problems.  So far, the ECB has taken many measures, 

including full allotment of liquidity and purchases of private and public assets. But as the OECD men-

tions, monetary policy accommodation is reaching its limits and – if maintained for an extended peri-

od of time – comes with risks of negative side-effects like financial imbalances.  DNB-research sug-

gests that low rates may eventually even reduce potential growth, as they lead to evergreening of bad 

loans and misallocation of scarce resources.3 
 

Therefore, additional measures are necessary in other policy areas. Unfortunately, budgetary leeway 

is limited, due to still high public debt ratios and the need to preserve the credibility of the fiscal 

rules. Countries could make optimal use of leeway, by changing the composition of expenditures to-

wards public investment.  In addition, public investment induced by the Juncker-plan is also very 

welcome.  

Yet by far the most important policy measures to increase growth are structural reforms. Reforms 

would have important benefits. First, they would facilitate the resilience and flexibility of EMU mem-

ber states. For example, unemployment in the more resilient Irish economy fell below 10% this year, 

while unemployment in the more rigid Spanish economy still is well above 20%. Second, structural 

reforms have a  very positive impact on growth potential. The OECD has estimated that moving to-

wards best performers via reforms could increase GDP by 4-7%. Europe’s internal market also offers 

a large untapped potential. A further reduction in differences in product market regulation would 

increase trade flows by 10%, while a more complete implementation of the Service Directive would 

increase GDP by 1.5%.  

Let me conclude. Both the European Union and EMU offer enormous potential benefits, in terms of  

trade integration and financial integration. They can help to facilitate income convergence, as they 

have done in the new European member states. Yet EMU member states have not fully reaped these 

potential benefits. This is not only due to the euro crisis, but also due to more structural rigidities in 

member states. Although important reforms have been implemented, additional structural and real 

convergence is very important. It would raise growth, it would improve the functioning of EMU and it 

would also increase the legitimacy of the European project. 

Thank you. 

                                                 
2 As measured by the global competitiveness index of the World Economic Forum.  
3 Van den End and Hoeberichts (2014), Low rates as a driver of secular stagnation: empirical assessment, DNB working paper 444.  


