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The two-track recovery: Europe versus the
United States

November 21, 2014 by stevenyoder Leave a Comment

Irish citizen Brendan Doris may
represent the face of the future
for many European countries. A
self-employed architect, his
business slowed after the Great
Recession as the Irish economy
struggled, and he and his wife ran
through their savings just to keep
up with bills. In September 2012,
he did something radical—he
moved to the United Arab
Emirates for work, The Guardian
reported last year.

He’s possibly one of a new breed—
economic refugees fleeing western Europe. The year Doris left, net out-migration in
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Ireland hit its highest level since 1989. While it’s dropped some since then, as of
September 2014 the country’s unemployment rate stands at 11.2 percent. That’s
actually better than the rate in the Eurozone as a whole, where it’s 11.5 percent.

The behavior of the world’s two biggest economies since the recession marks
something of a role reversal. The United States, known historically for less
government intervention, instead opted for an almost $5-trillion stimulus package and
loose monetary policy to keep the economy from continuing its slide. No similar EU-
wide stimulus happened. Some economists say those divergent approaches go some
way to explaining their disparate economic outcomes since then. 

The U.S. economy has rebounded to pre-recession levels–GDP growth stands at 3
percent a year, and the stock market has hit all-time highs. The country continues to
add jobs—at least 200,000 a month for 19 of the last 24 months. And the
unemployment rate stands at half that in Europe, 5.8 percent, only about 1
percentage point higher than it was immediately before the recession.

Meanwhile, the Eurozone economies are stuck. In addition to high unemployment,
the region has remarkably low inflation–only .4 percent—but also low growth. GDP
growth for the zone as a whole was only .5 percent in 2013.

Those are signs that Europe could tip toward an economic outcome that economists
dread–deflation, in which incomes and prices go down, not up. Deflationary spirals are
hard for governments and central banks to stop because consumers have an incentive
to delay purchases since goods will be cheaper the more time that passes—which only
drags prices down further. And investors don’t want to borrow since a loan taken out
now will be harder to repay in the future when income is lower.

There’s wide agreement that the chief danger to Eurozone economies is weak
consumer demand. In France, 47 percent of industry executives responded to a recent
survey that lack of demand was their main problem—only 16 percent said supply
issues were. As one salesperson in Spain told the Wall Street Journal: “We’re stuck in
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a rut, and I don’t think demand for products is going to increase that much until
wages rise.”

Perhaps most worrisome is that the zone’s biggest economies—Germany, France, and
Italy—are flat-lining. Germany has seen GDP growth of only about 1 percent during
the last 12 months, France just above zero, and Italy’s economy has contracted
slightly in that period.

Many economists see those outcomes as a direct result of Europe’s fiscal and
monetary policies. Mark Weisbrot of the U.S.-based Center for Economic and Policy
Research notes that the U.S. Fed lowered short-term interest rates to about zero in
2008 and has kept the foot on the gas ever since, even engaging in three rounds of
quantitative easing that increased the money supply by $2 trillion, which lowered
long-term interest rates.

Meanwhile, Eurozone governments did stimulate their own economies briefly but
then tightened their budgets. Weisbrot points to an International Monetary Fund
report last summer showing a nearly straight-line relationship between fiscal budget
tightening among Eurozone countries and declines in economic growth. Greece, for
example, which improved its budget balance through spending cuts and tax increases
by nearly 4 percent in 2013, had GDP growth that year of -4 percent. Meanwhile
Ireland, whose budget balance stayed nearly the same as the prior year, saw slight
GDP growth–a little over 1 percent.

Another report by the IMF’s independent evaluation office issued last month appears
to confirm those conclusions. The report notes that the IMF’s prescription of a “global
fiscal stimulus” in 2008−2009 was the right call. But it concludes that the fund was
wrong to advocate budget tightening before the time was right: “IMF advocacy of
fiscal consolidation proved to be premature for major advanced economies, as growth
projections turned out to be optimistic…. a large body of analysis, including from the
IMF itself, [pointed]… to the enhanced power relative to the pre-crisis environment of
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expansionary fiscal policy to stimulate demand.”

Key Eurozone leaders appear ready to listen to that message, nudging Europe toward
the U.S. path, at least on monetary policy. Mario Draghi, head of the European Central
Bank, said on November 6 that the bank’s governing council is “unanimous in its
commitment to using additional unconventional instruments within its mandate” to
stimulate the Eurozone economy. The ECB in an official statement earlier this month
said that it would spend $1 trillion euros buying bonds and issuing cheap loans to
commercial banks by 2016.

Failing that, Europe likely will continue to hover on the edge of recession or worse.
GDP forecasts for 2015 are for most Eurozone countries to have GDP growth under
1.9 percent. Two of the big three—France and Italy—are forecast to grow by less than
1 percent. The result could be even more unemployment. In a report last September,
Oxfam International estimated that austerity policies in Europe could put between 15
and 25 million more Europeans out of work by 2025 than would have been the case
without those policies.

If so, workers like Brendan Doris will be buying even more one-way tickets out of
Europe.
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