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WHAT IS THE IDEA FOUNDATION?

Fondation IDEA a.s.b.l.

www.fondation-idea.lu

Independent « think tank » (the most prominent in 
Luxembourg), created nearly 3 years ago by the Luxembourg 

« Chambre de Commerce ». Active especially (but not 
exclusively) in macroeconomics, public finances, labour 

markets, housing, demographics.
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1. Helicopter view of the macro 

situation (1/3) 
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The euro area is (quasi) continuously below the 

U.S., in terms of real GDP, population growth, GDP 

per head and labour productivity: 

robustness of these gaps. Causes?

DIFFERENCE: EURO AREA - USA Average yearly changes

'60 '70 '80 '90 2000-2014 2000-2007 2008-2015

(1) Real GDP 0,6 0,5 -0,8 -1,1 -0,8 -0,4 -1,2

(2) Population -0,4 -0,5 -0,7 -0,9 -0,5 -0,5 -0,5

(3) Real GDP per head 1,1 1,1 -0,2 -0,1 -0,3 0,0 -0,7

(4) Labour productivity 2,5 2,2 0,3 -0,6 -0,7 -0,6 -0,8



1. Helicopter view of the macro 

situation (2/3) 
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Yes, but: growing inequalities in the U.S. 
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1. Helicopter view of the macro 

situation (3/3) 
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…and below Europe in terms of « well-being »

Source: Inglehart, Foa, Perterson and Welzel (2008) 

Bad well-being / GDP 

combination in the U.S.? 

No, according to this

chart. 



2. A few « common sense » - but 

weak – explanations (1/6)
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“More investments in the U.S.”: not really. 

More efficient selection in the U.S., higher technological content?

Source: European 

Commission, IDEA 

calculations
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2. A few « common sense » - but 

weak – explanations (2/6)
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“Monetary policy bubles in the U.S.”: not really

Source: European Commission, IDEA calculations
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• No systematic differences 

in short and long term 

interest rates (except 

during sovereing debt 

crisis).

• Bubbles would not sustain a 

growth gap over a 35-year 

period...

• More accommodating ECB 

monetary policy stance at 

late.



2. A few « common sense » - but 

weak – explanations (3/6)
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“U.S.: our currency, your problem” overstated

Source: Bank for International Settlements.

No systematic deviations in 

real effective exchange 

rates. Nominal differences 

tend to be neutralised by 

price differentials over long 

periods.
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2. A few « common sense » - but 

weak – explanations (4/6)
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“Déficit sans larmes” (“Deficits without tears”): a paradox

Source: European Commission

• Before EMU: no systematic 

discrepancies.

• The case during EMU. But 

this is a paradox: EMU 

means that the euro area 

could potentially enjoy a 

“déficit sans larmes”. 

• Deflationary bias?
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1) From 2011-2014 (sovereign debt crisis): fiscal consolidation effort in the euro

area = 0.9% of GDP 2011, 1.5% 2012, 0.7% 2013 (0% 2014). Cumulated
impact on GDP growth with « common sense » fiscal multipliers: about 4%.

This accounts for most of the growth differential with the US over this period.

2) But: only a « one shot » explanation of the growth gap (short period).

3) Most importantly: fiscal effort as usually measured (changes in structural,

primary balances) are even higher in the U.S. over this period…

“Austerity...”

2. A few « common sense » - but 

weak – explanations (5/6)
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1) Production of energy including non conventional sources (shale gas and oil),

1980 to now: +0.5% in the USA, +0.4% in the EA (although very different levels: 3
to 4 times more in the U.S.). Could not account for growth differentials over a

long period of time.

2) Lesser relevance since the strong decline in oil prices, from mid-2014 onwards.

In spite of this, growth remained stronger in the U.S. in 2014 and 2015.

3) Studies: according to Huntington (2013) (Stanford), shale gas would have a

long term impact on the GDP level equal to 0.46%.

4) Lower energy prices in the U.S. But also the impact of lower taxes.

“Non conventional energies”

2. A few « common sense » - but 

weak – explanations (6/6)



3. The « real » causes(1/9)
Public expenditure, revenue, tax burden
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Source: European Commission.

Total expenditure in 2015: 48% 

of GDP in the EA, 38% in the U.S. 

As a result, 40 / 27% for the total 

tax burden.

Euro area 1995 2000 2005 2010 2015

Total expenditure 53 46 47 50 48

   Investments 3 3 3 3 3

   Interest 5 4 3 3 2

   Others 44 39 41 44 43

Total revenue 45 46 44 44 46

    Tax burden 39 40 38 38 40

Fiscal balance -7 0 -3 -6 -2

United States 1995 2000 2005 2010 2015

Total expenditure 37 34 36 43 38

   Investments 4 4 4 4 3

   Interest 5 4 3 4 3

   Others 28 26 29 35 31

Total revenue 33 34 32 31 33

    Tax burden 27 29 26 24 27

Fiscal balance -4 1 -4 -12 -4



2. The « real » causes (1/9)

Universities
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Ranking (Leyden): 19 U.S. 

universities in the TOP 20... 



3. The « real » causes (3/9)

Research and development
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Among the big EA countries,

only Germany manages to

outrank (slightly) the U.S. And

relative measures (high GDP

per head in the U.S.). Interesting

position of Israël (successful

start-up place).
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3. The « real » causes (4/9)

Innovation
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3. The « real » causes (5/9)

WEF « competitiveness » ranking
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With an “aggregate” euro area (computed by IDEA). Wide USA dominance: especially

legal rights, labour market and wage determination, talents, venture capital and

innovation, market size.

Source: WEF, IDEA calculations.



3. The « real » causes (6/9)

« Doing business » ranking
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Same overall messsage with

“Doing business”, World Bank: USA

rank 7, the “synthetic” euro zone

ranks 30. Only two dimensions are

better for the EA.

Source: WEF, IDEA calculations.



3. The « real » causes (7/9)

Labour markets?
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Source: OECD.



3. The « real » causes (8/9)

Product markets?
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Source: OECD.
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3. The « real » causes (9/9)

A deflationary bias?
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See the evolution of 

current account 

balances...

Could signal the 

asymmetric character of 

the European economic 

gouvernance framework 

(macroeconomic 

imbalance procedure, 

SGP?) and the need to 

“deepen” the euro area.

Source: European Commission.



4. Solutions? (1/1)
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10 areas to follow closely:
1) More coherent immigration policy, draw and retain talents.

2) Internal mobilty of European citizens

3) Well-targeted public expenditure

4) Labour markets

5) Easier access (e.g. SMEs, new companies) to finance (European NASDAQ?)

6) Innovation, better connections research – universities / business

7) Entrepreneurship in Europe

8) Product markets

9) Energy

10) Modernisation of economic gouvernance, esp. in the EA



Thank you for 

your attention

WWW.FONDATION-IDEA.LU


