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Não podemos iludir-nos quanto à dimensão dos nossos problemas.  

O défice e endividamento, sendo muito graves, são apenas uma parte do proble-

ma português. Quando encaramos de frente os outros défices – produtividade 

baixa, taxa de abandono escolar sem paralelo na UE, elevadas dependência ener-

gética e intensidade energética, grave dependência alimentar do exterior, baixo 

nível de investimento privado em investigação e desenvolvimento, competências 

reduzidas dos nossos jovens nas áreas da leitura, matemática e ciências, níveis 

intoleráveis de desigualdade social, de imobilidade social e de pobreza – facil-

mente se constata que o nosso problema é estrutural, que não resulta apenas da 

falta de financiamento externo e que não se resolverá sem uma alteração pro-

funda do nosso modelo de desenvolvimento, das nossas práticas e instituições.

Essa foi a razão pela qual, em Outubro de 2011, constituímos a Plataforma 

para o Crescimento Sustentável (PCS). A PCS é uma associação independente, sem 

filiação partidária e sem fins lucrativos. A PCS visa, num quadro de ampla par-

ticipação pública e de articulação com centros de I&D e think tanks nacionais 

internacionais, dar um contributo para a afirmação de um modelo de desenvolvi-

mento sustentável em torno de 10 desafios que integram a sua Carta Constitutiva:

 • Levar a democracia mais longe

 • Afirmar uma sociedade de valores e de consciências

 • Dar mais liberdade aos cidadãos, com menos influência do Estado

 • Promover adequadamente a flexibilidade e a segurança no trabalho

 • Valorizar o conhecimento e a cultura empreendedora

 • Escolher uma nova carteira de actividades económicas

 • Fomentar uma economia verde

 • Estabelecer um novo modelo territorial

 • Assegurar uma Justiça célere e eficaz

 • Tornar Portugal activo nos desafios globais.

Jorge moreira  da  s iLVa
Introdução
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A PCS estabeleceu uma relação de parceria com os seguintes think-tanks e 

fundações: BRUEGEL (Bélgica), Centre for European Policy Studies-CEPS (Bélgica), 

ASTRID (Itália), REFORM (Reino Unido), RESPUBLICA (Reino Unido), Centre for Eu-

ropean Studies-CES (Bélgica), ENTORNO (Espanha), Konrad Adenauer Foundation 

(Alemanha), FLAD (Portugal) e Fundação Millennium (Portugal). Os dirigentes 

destas instituições integram o Conselho Consultivo da PCS, presidido por Francis-

co Pinto Balsemão.

A PCS está organizada em 6 grupos de trabalho – Conhecimento, Bem-

-Estar, Sustentabilidade, Competitividade, Desafios Globais e Cidadania, Demo-

cracia e Liberdade – e em 27 subáreas, nas quais participam, de um modo muito 

ativo, cerca de 400 membros. 

Para além dos trabalhos relativos à elaboração do Relatório para o Cresci-

mento Sustentável, identificando orientações estratégicas e recomendações que 

contribuam para libertar o potencial de crescimento de Portugal, a PCS tem vindo 

a organizar conferências internacionais dedicadas aos dez desafios que integram 

a sua Carta Constitutiva.

Estas conferências servem de base à coleção Cadernos de Debates, cujo 

segundo número agora se publica. Este é relativo à conferência realizada no dia 

13 de Fevereiro de 2012 sob o tema “Como crescer em austeridade?”, contando 

com a presença dos seguintes oradores: Lucinda Creighton, Andrew Haldenby, 

Philippe Aghion, Vitor Bento e Jorge Vasconcelos.

Esta sessão permitiu evidenciar que, para além do indispensável exercí-

cio de consolidação orçamental, honrando os nossos compromissos e criando as 

condições para, o mais cedo possível, libertar recursos para o sector produtivo, 

é imprescindível concretizar uma agenda para o crescimento sustentável assente 

em transformações estruturais e investimentos seletivos e reprodutivos em três 

áreas: o conhecimento, a economia verde e a política industrial.



6

The Platfom for a Sustainable Growth – Plataforma para o Crescimento 

Sustentável (PCS) is a non-profit independent organization that aims at identify-

ing policy and measures to foster a sustainable growth. 

PCS was officially launched in October 2011 and its work has been focused 

on the debate on European new challenges and on the Report for a Sustainable 

Growth, identifying policies and measures to foster a sustainable growth in Por-

tugal going beyond the Memorandum of Understanding signed between Portu-

gal and IMF/EC/ECB. 

PCS has almost 400 members – recognized leaders and experts from pri-

vate sector, academia, government and NGOs – working, as volunteers, within 27 

working groups. At the Advisory Board chaired by Francisco Pinto Balsemão we 

are honored with the presence of leaders of several think-tanks and Foundations: 

BRUEGEL and CEPS, from Belgium; RESPUBLIC and REFORM, from UK; Konrad Adenauer 

Foundation, from Germany; ASTRID from Italy; TALLBERG Foundation, from Sweden; 

Club of Rome, Suisse; Luso-American Foundation and Millennium Foundation, 

from Portugal.   

In addition to our work on the Sustainable Growth Report, we have also or-

ganized several workshops and conferences. On the 13th February 2012, we organ-

ized a conference, attended by 300 people, addressing the question “How can 

we simultaneously foster growth and consolidate our public finance?”. Speakers 

included Lucinda Creighton (Minister on European Affairs, Ireland), Andrew Hal-

denby (Director of the think-tank REFORM, UK), Philippe Aghion (Harvard Univer-

sity, US) and Vitor Bento (President of SIBS). 

In addition to fiscal consolidation, Portugal must not only actively work 

on the fiscal consolidation but also focus on structural reforms and selective and 

reproductive investments on knowledge economy, green economy and industrial 

policy. This will foster an innovation-led economy.

Jorge moreira  da  s iLVa
Introduction
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LuCinda Creighton
Minister for European Affairs, Ireland
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I am delighted to join you here this evening. And I hope that I can make 

a constructive contribution to your discussion: how can we simultaneously foster 

growth and consolidate our public finances?

Because this – to one degree or another – is the key challenge that we 

face. In Ireland and Portugal, it is the exit route from our current programmes 

of financial assistance. But we should acknowledge that the challenge is much 

wider. It is one faced across the advanced economies, within Europe and without. 

And it is about laying the right foundations for future prosperity.

IreLand

I’ll begin with a few words about Ireland, where we are certainly under 

no illusions about the scale of our challenge. The Irish economy is slowly recover-

ing from a severe recession, complicated by both banking and fiscal crisis. The 

scale of this adjustment is without domestic precedent, and has few international 

parallels.

Real GDP expanded in Ireland by an average of 6% per annum from 1988 

to 2007. But we can distinguish two growth phases: an export-led expansion up 

to the early 2000th, followed by a damaging period of credit-fuelled construction 

and consumption bubbles; growth that was sustainable, and growth that was not.

 

Real GDP is down by around 15% from its 2007 peak. Over 320,000 job 

losses have seen a trebling of our unemployment to just under 15%. And around 

half of this is now long-term unemployment. Recovery will be from a base where 

output and employment have been pushed back to roughly 2004 levels.
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The cumulative size of the fiscal adjustment needed to restore balance to 

our public finances will be equivalent to more than 20% of GDP: adjustments of 

€24.8 billion since 2008, including a €3.8 billion adjustment in December; and a 

further €8.6 billion adjustment to be delivered over the 2013-2015 period.

These fiscal adjustments are keeping our EU/IMF programme on track, 

while supporting the rebalancing of economic activity that is necessary to sup-

port sustainable, export-led growth.

Our competitiveness is improving significantly. We arrested the decline in 

economic activity in 2011, recording a small improvement for the first time since 

2007. We have seen a double digit fall in unit labour costs, including an aver-

age 15% reduction in public sector wages. We have a current account surplus for 

the first time since 1999. And exports have recovered to their pre-recession peak, 

equivalent to over 100% of current GDP.

Our debt/GDP ratio is expected to peak below 120% of GDP. This includes 

bank recapitalisation costs of around €63 billion, or 40% of GDP.  

We are in ongoing discussion about agreeing the way to finance 

these costs that is most supportive of economic recovery and of 

the difficult fiscal adjustments that sill lie ahead. This must be 

an agreed solution with our European partners: the right solu-

tion for Ireland, for the Eurozone, and for the European project 

generally.

eUrozone

The key risk to the economic outlook for Ireland – and indeed for Europe 

– is of course prolonged resolution of the Eurozone crisis. But I don’t propose to 

dwell on the Eurozone crisis this evening. I see our emphasis more on the longer 

term context for its resolution.

?
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What I will say is this: I believe the agreement on the new treaty – the Fiscal 

Compact – reached at the informal European Council a fortnight ago is an impor-

tant milestone. It will certainly not solve the euro crisis. There are few who would 

claim otherwise. But it is, I believe, a necessary bridge to a set of policies that will.

The economist Willem Buiter has somewhat uncharitably com-

pared the crisis meetings of European leaders with the idea of 

a centipede trying to jump a hurdle. It is a somewhat harsh  

analogy, but not entirely without foundation.

Unfortunately the hurdle isn’t going to get any smaller. So that means the 

centipede must improve its performance: choreographing its movements more 

coherently in the right direction! We will make progress only by working more 

effectively together towards our shared objectives.

Growth aGenda

The other milestone from the recent European Council meeting – a sign of 

movement in the right direction – is the renewed attention to the growth agenda. 

Growth prospects and debt sustainability issues are essentially two sides of the 

same coin. A renewed emphasis on the growth agenda is therefore a necessary 

balance to the established focus on fiscal consolidation and budgetary discipline.

Growth is key to improving our fiscal balances and restoring market con-

fidence in debt sustainability. And it is key to supporting the job creation nec-

essary to address the unemployment crisis, particularly that facing our young 

people. This is true in Ireland and the rest of Europe alike.

Of course the growth agenda has been a focus of attention at European 

level since at least the 1980’s. Until the global financial crisis, the dominant  

consideration was arguably that of relative living standards, and closing the gap 
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in GDP per capita with the United States. There was an extent, too, to which it 

was plausible to see lower European incomes as a valid social choice in favour of 

longer holidays and earlier retirement.

So much of this discussion was inconclusive, and arguably to very little 

avail. But we can no longer afford to have inconclusive discussions. The question 

is not about whether we have a European social model. It is about the kind of 

European social model that is appropriate to the changing challenges and op-

portunities of the twenty-first century.

FroM LIsbon strateGy to eUroPe 2020

The debt crisis has arguably brought these issues to a head. 

The reality is that the public spending commitments associated with the 

European social model will become unsustainable in the absence of renewed con-

fidence our underlying economic performance. That is why an emphasis on the 

growth agenda is not at the expense of the European social model.

It is an emphasis that is fundamental to the future of the European social 

model.

The accelerated pace of change associated with the digital era is bring-

ing about an intensification in the transformation pressures facing all advanced 

economies. Long-standing levers of comparative are shifting, as production of 

goods and services becomes more deeply embedded in increasingly sophisti-

cated global supply networks.

This means an intensification of transformation pressures across advanced 

economies; bringing new demands on our capacity to innovate and adapt to 

change; and new challenges in distributing the costs and benefits of change.

That is why I believe we must increasingly see the development of human 

capabilities as the key foundation of long-term success, both socially and eco-

nomically, at national and EU levels.

?
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I need not remind tonight’s gathering that the Lisbon Strategy at the be-

ginning of the last decade set the goal of making Europe ‘the most competi-

tive and dynamic knowledge-based economy in the world’. The Lisbon Strategy 

pointed us in the right direction. 

But it was completely decoupled from public finances, and subject only 

to weak peer review.

I believe the Europe 2020 Strategy continues to set the right goals: sup-

porting growth that is smart, sustainable, and inclusive. And the European Se-

mester arguably addresses the key weakness of the Lisbon Agenda in aligning 

budget priorities with necessary structural reforms. We also have a strengthened 

peer review process supported by the new economic governance ‘six-pack’.

It is clear that we need to deliver better education outcomes; 

that we need to maintain our investments in knowledge-inten-

sive development; and that we need to improve participation 

and employment rates with sensible and job-friendly labour 

market policies.

A significant challenge in the current environment is to create a climate 

of confidence for new investment, and to steer this investment in a sustainable 

direction. As a recent McKinsey study (Resource Revolution) put it: “In the 20th 

century, governments and businesses didn’t have to worry about resource pro-

ductivity; they could focus on capital and labour. Over the next 20 years, re-

sources must be at the heart of public policy and business strategy.”

This includes, not least, making sure that we have the right framework 

conditions in place at EU level for next generation infrastructure investment.

The Centre for European Policy Studies (CEPS) in Brussels argued last week 

in a report on the EU Budget that the strongest generators of economic expansion 

are probably found in the regulatory sphere. It is an argument that probably 

doesn’t yet get the attention it deserves.
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One important development, on foot of the recent European Council, is 

that the Commission will report annually on progress made towards releasing 

the growth-creating potential of a fully integrated Single Market, including as 

regards network industries.

It is timely, on its twentieth anniversary, that we establish a clearer focus 

on the role of the Single Market as an engine of European recovery. And it is clear 

that the energy agenda will be a particularly strong focus of the current Danish 

Presidency.

That is why the essential value of the Europe 2020 Strategy – and the direc-

tion set by the Lisbon Strategy before it – probably lies in bringing a longer-term 

logic to our shorter-term political decisions, supporting greater policy coher-

ence, and supporting new understandings around difficult political trade-offs.

It is about adapting effectively to the key changes taking place around 

us in an increasingly knowledge-intensive and interconnected global economy.  

It remains likely that successful economies will be characterised first and 

foremost by successful firms. This means a cohort of firms that are competing 

successfully on international markets: participating in increasingly sophisticated 

global production and supply networks; or responding directly to changing pat-

terns of consumer demand, including in emerging markets. There is little doubt 

that such firms will remain the crucial building blocks of any sustainable growth 

strategy in the twenty-first century.

We must of course continue to create better conditions – both macro-

economic and regulatory – at the European level. But it would be misleading to 

suggest that we can ever replace the need for intelligent responses at the local, 

regional and national levels: from firms, and from public institutions. There is 

little to suggest that a dynamic, prosperous and sustainable city-region can be 

developed other than through its own efforts.
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ConCLUsIon

The Annual Growth Survey produced by the European Commission in No-

vember last marked the starting point of the second European Semester. I think it 

would be difficult to improve on their five suggested priorities:

• pursuing differentiated, growth-friendly fiscal consolidation;

• restoring normal lending to the economy;

•  promoting growth and competitiveness for today and tomor-

row;

•  tackling unemployment and the social consequences of the 

crisis;

• and modernising public administration.

It is an orientation that also reminds us – if we needed reminding – that 

the most difficult political trade-offs we face are still those that confront us at 

national level. It is the quality of our political and budgetary choices that will re-

main the ultimate test, appropriately tailored to existing national strengths and 

weaknesses.

The first European Semester was – perhaps unavoidably – overshadowed 

by the Eurozone debt crisis. The key challenge is now to ensure that the second 

European Semester secures deeper and wider engagement, at both national and 

European levels.

We are undoubtedly faced with difficult choices. But we must 

ensure that they are the right choices: closing the gap between 

what is necessary and what is politically possible. That, it seems 

to me, is how we will engage most constructively with a plat-

form for sustainable growth.

Thank you for your attention.
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andrew haLdenby
Director of think-tank REFORM, United Kingdom
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the LonG GaMe: InCreasInG eConoMIC Growth

The UK Government faces a twin challenge of reforming the public sector 

and encouraging growth. These aims are sometimes seen as contradictory. In fact 

they are self-supporting.

At present, the Government’s focus seems to be the correct structure of 

taxes for very rich people. But in the end, the level of taxation is determined by 

the level of spending that has to be financed. Of course the structure of taxa-

tion matters and the Government should be driving towards broad tax bases and 

lower rates. But the spending side of the equation is absolutely essential and 

deserves far more attention in the next three weeks that it has received hitherto, 

even if that discussion might be more challenging for Ministers.

The Government may feel that it has settled the spending debate with its 

major Spending Review, published in October 2010. But the world has changed 

since the Spending Review and policy should change with it. Two things have 

happened: the deficit challenge has become much harder, and the evidence for 

the positive impact of spending cuts has mounted. 

Sir Nicholas Macpherson, the Permanent Secretary to the Treasury, spoke at 

a recent Reform conference. He reminded the audience that the Treasury forecasts 

public spending to be even tighter in the first two years of the next Parliament 

than in this one (which was the key announcement in the Autumn Statement). 
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The Prime Minister and the Chancellor haven’t returned to this territory since the 

Autumn Statement, so Sir Nicholas’s words had a particular impact. They clearly 

showed that the Treasury thinks that the deficit reduction challenge has grown in 

intensity rather than eased. 

In her speech to the same conference, the Home Secretary spoke power-

fully on the theme that the challenge of achieving value for money can be a spur 

to the improvement of public services themselves. Last week, Reform published 

ten case studies of exactly the same idea in health care, largely drawn from out-

side of the UK. Spending cuts not have to harm services – far from it. Where they 

act as a driver to do things differently, they are improving the quality of services 

at the same time as reducing their costs. 

All of this means that the Government should look again at the 

protected budgets of health and schools. 

Experienced people in both services say that the expectation should be 

20 per cent reductions in spending, achieved over a number of years. It can’t 

be emphasised enough how much these services have grown in size and how re-

cently. The NHS budget has more than doubled in real terms in the last decade, 

from around £50 billion (in constant prices) to over £100 billion.  Its workforce has 

risen by 30 per cent (up to 1.3 million in England) in the same period. Equally the 

schools workforce has shot up. In 2001 there were around 70,000 teaching assis-

tants. In 2011 there were 214,000. 

On the wider growth agenda, the Government must avoid the temptations 

of quick fixes and inconsistency. An excessive emphasis on quick fixes (prior-

itising immediate wants while postponing hard decisions) is one reason the UK 

economy is in the mess it is in. Inconsistency increases uncertainty and greater 

uncertainty reduces confidence and firms’ incentives to invest and expand. 
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This does not mean that the UK necessarily faces a “lost decade”, in Chris-

tine Lagarde’s phrase. By playing its cards right, the UK could create a stronger 

and fairer economy. But this will require making tough decisions and being clear 

on where government can add value, and where it does not. After all, real growth 

will not come from government but from a dynamic, highly productive economy. 

The characteristics of a dynamic growth economy include the following 

ten elements:

1. Growth Is Good 

Growth has become a term, like fairness, that is often used but rarely un-

derstood. The “Occupy” movements are the latest groups to argue that the pur-

suit of growth is harmful because this means sacrificing social and environmental 

goals. But the opposite is true. Increasing economic growth plays an essential role 

in providing funds for spending on public goods and services, repaying govern-

ment debt and reducing tax burdens. 

For families growth helps puts food on the table. The practical importance 

of this can be shown by comparing different forecasts for GDP growth between 

2010 and 2015: 

•  If the economy grows in line with the March 2011 forecasts by the Office 

for Budget Responsibility (of around 2.6 per cent between 2010 and 2015) 

then GDP per person would increase by £1,922 (in real terms). 

•  If the economy was to grow in line with Centre for Economics and 

Business Research forecasts (of average growth of around 1.3 per cent  

between 2010 and 2015) then GDP per capita would grow by only £579 (in 

real terms). GDP would be lower by £1,343 per person or £3,108 per family 

per year. 
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2. aUsterIty Is the new norMaL

Growth has to be earned (it cannot be expected as a right) and the envi-

ronment for improving growth is set to become more challenging. There is a view 

that the recovery from the financial crisis should have been largely instantaneous 

and painless. But this is clearly unrealistic. High levels of public and private debt 

meant that the UK economy was vulnerable to any downturn. Fiscal crises that 

originate in financial sectors tend to be severe and prolonged. Even under the 

best economic scenario a programme of austerity should be at least a two-term 

project with the first term emphasising deficit reduction and the second consoli-

dating the gains. 

The UK Coalition must avoid the temptations of quick fixes and inconsist-

ency. An excessive emphasis on quick fixes (prioritising immediate wants while 

postponing hard decisions) is one reason the UK economy is in the mess it is in. 

Inconsistency increases uncertainty and greater uncertainty reduces confidence 

and firms’ incentives to invest and expand. 

This does not mean that the UK necessarily faces a “lost decade”, in Chris-

tine Lagarde’s phrase. By playing its cards right, the UK could create a stronger 

and fairer economy. But this will require making tough decisions and being clear 

on where government can add value, and where it does not. After all, real growth 

will not come from government but from a dynamic, highly productive economy. 

3. a dynaMIC, hIGhLy ProdUCtIve eConoMy 

The characteristics of a dynamic growth economy include: 

•  Sound public finances, characterised by on-going fiscal discipline that elimi-

nates deficits and then reduces debt. “Plan A” is the start. 

•  More flexible labour markets, including a greater openness to immigration of 

skilled labour. 

•  Higher private sector and public sector productivity growth, driven by the  

“creative destruction” of organisational success and failure. 

• A more consistent and transparent tax policy. 
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•  A more consistent and transparent regulatory policy. The overall regulatory 

burden must fall. 

•  Infrastructure, including energy infrastructure, justified by returns in the market.

4. soUnd PUbLIC FInanCes

Some people argue that relatively slow growth since the financial crisis 

means that the Coalition should delay (or even abandon) their “Plan A,” i.e., 

the objective to eliminate the deficit in one Parliament. In fact the day-by-day  

unfolding of events, and not just in the Eurozone, show the importance of a cred-

ible fiscal plan. So far this year the ratings agencies have downgraded Greece, 

Portugal, Ireland, Italy, Spain, Japan and the United States among major coun-

tries. The speed of the increase in Italian government debt yields – up by 150 

basis points in just four weeks (10 year debt) – shows how vulnerable govern-

ments can be to a change in market sentiment. By failing to prudently manage 

its public finances a country can lose control of its destiny.

Critics also say that the UK consolidation is large compared to other 

countries. In fact, for the two years which allow comparison (2011 and 2012), the 

Eurozone countries will reduce spending by 2.4 per cent of GDP compared to a 

reduction of 2.2 per cent in the UK. Comparisons for later years are difficult as very 

few countries have published credible fiscal plans for beyond 2013. 

This does not mean, however, that implementing Plan A will be plain sail-

ing. In fact it will be a real challenge because not only will growth be lower than 

planned but also the public service reform program has been subject to delay. In 

the case of the biggest public sector budget, the NHS, reform has arguably gone 

into reverse, which is significant because the Chancellor’s figures include £10 bil-

lion in NHS efficiency gains by the end of this financial year. To keep Plan A on 

track, the Chancellor must look to reduce spending further in the less productive 

areas of government spending such as welfare and health.
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5. FLeXIbLe LaboUr Markets

The Government is right to recognize that the burden of employment 

regulation has to be reduced. The employment law review is a good step and its 

aim should be to make it easier to hire and fire staff. For this reason the Govern-

ment should be open to the ideas in the unpublished “Beecroft Review”, such 

as a weakening of unfair dismissal regulations. As the Department of Business, 

Science and Innovation has itself shown smaller firms are being deterred from 

making appropriate dismissals and fighting claims because of the costs of em-

ployment tribunals.

Equally, the Government has made such little progress on implementing 

Lord Young’s report, Common Sense Common Safety, published over a year ago. 

The result is a confused and inconsistent picture on health and safety.

The proposals for tougher visa restrictions on workers from outside the EU 

are likely to be an economic own goal. Immigration through the “Points Based 

System” can benefit the UK in a number of ways: 

• It increases the working age population. 

• It can offer skills not available in the native labour market. 

• In can increase business innovation via the exchange of ideas.

The idea that migrants “take British jobs” (displace local workers) is based 

on the lump of labour fallacy. The amount of work is not fixed but reflects the 

underlying growth potential of the economy and increasing the productivity in 

the labour market can improve growth and the jobs available. 

6. sUCCess based on ProdUCtIvIty not PoLItICs

The pursuit of growth does not mean that all job losses or business clo-

sures are (or indeed should) be avoided. Job losses and business closures are 

a feature of a healthy economy and reflect a process of “creative destruction”. 

Innovations that stimulate general economic growth simultaneously destroy spe-

cific jobs as emerging technologies replace older technologies. 



a n d r e w  h a L d e n b y 29

This potential for economic growth to create losers, as well as winners, 

can lead to resistance to change. “Active industrial strategies” typically seek to 

protect certain industries. But the cost of individual protection is a loss of income 

for society as a whole. Business policy should reflect the interests of the whole 

economy with resources being aimed at improving the business environment, for 

example through greater competition, before providing targeted support.

The importance of the business environment can be shown in the case of 

the Great Depression. Research has shown that, rather than purely being a failure 

in markets, policies that reduced competition and labour market flexibility made 

the Depression longer and more severe. For example, the “New Deal” included 

a National Industrial Recovery Act (NIRA), that weakened competition laws and 

allowed industries to increase prices collusively, and a National Labour Relations 

Act that gave unions collective-bargaining power.

The Government has committed to promoting the interests of the small 

and medium-sized enterprises (SME). But this is an unhelpful distraction. 

Improvements must be made to the business environment facing all firms 

and, indeed, larger firms are important for productivity, growth and taxation: 

•  OECD data shows that small firms account for 26.1 per cent of value added in 

the UK, compared to 28.0 for medium-sized firms and 45.9 for large companies. 

•  Very few small firms actually grow. The 2010 Small Business Survey found that 

just 17 per cent of small enterprises employed more people than a year previ-

ously, while 21 per cent employed fewer staff. 

•  Despite making up 99 per cent of businesses, SMEs contribute just 14 per cent of 

tax revenue. Large companies, who made up less than 1 per cent of companies, 

contributed 86 per cent of tax revenue.

7. a ConsIstent and transParent taX envIronMent

The 50p rate is damaging to growth and should be abolished. This should 

not, however, be an immediate priority. The smarter thing to do would be to 

combine the elimination of the 50p rate with the integration of National Insurance 
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and Income Taxes, reform of the system of personal allowances, and reform of the 

taxation of pension tax relief into a once-in-a-generation reform of the personal 

income tax system. The goal should be a system with lower marginal rates and 

that treats different types of income in a more consistent and transparent way.

In fact there may be a need for further tax rises to help address the deficit. 

Any tax changes must be done in the least economically damaging way pos-

sible. Revenue should be increased through broadening bases, in particular by 

eliminating the zero rates of VAT, and not increasing rates. With sufficient base 

broadening it may be possible to increase revenue and lower rates. (That said, it 

is wrong to assume that tax cuts will always and everywhere expand the tax base 

and be, at least partially, self-financing, as Professor Arthur Laffer has himself 

argued). 

The Government has introduced some temporary tax incentives (to re-

duce employment taxes for certain types of workers) and the Opposition and the 

CBI would like these to go much further. Yet international evidence shows that 

temporary reductions in payroll taxes do not encourage firms to hire more as 

they “look through” the policy change (they know the tax reduction is temporary 

while the hiring decision is permanent). Temporary reductions in consumption 

taxes such as VAT can be complicated for retailers to introduce and have very little 

effect on the prices paid at retail level. In truths firms are already improving their 

financial positions, having doubled their lending to the rest of the economy from 

£33 billion in 2008 to £63 billion in 2010. They don’t need temporary cash injec-

tions which in truth bring little if any growth benefit.

The Government is absolutely right to commit to a more transparent and 

consistent tax system. The Office of Tax Simplification is a good start. Nevertheless 

its work has barely begun. 43 tax reliefs may have been abolished but over 1,000 

remain in effect. Equally, it is self-defeating to aim to have the most competitive 

tax system in the G20 but then have surprise tax raids on certain sectors, such as 

the supplementary charge on North Sea oil revenue and the tinkering with the 

rate of the levy on banks’ balance sheets.
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8. a ConsIstent and transParent reGULatory PoLICy

Reducing the overall regulatory burden will increase economic growth for 

the following reasons: 

•  In the UK, 62 per cent of businesses believe that the overall level of regulation is 

an obstacle to their success. Businesses report that compliance with regulation is 

the third most challenging aspect of running a business (behind attracting and 

retaining customers, and the level of taxes imposed). 

•  It will increase the stability of the business environment. 72 per cent of busi-

nesses report that the most burdensome aspect of regulation is keeping up to 

date with new regulations.

The Government is seeking to reduce both the stock of regulation (through 

the Red Tape Challenge) and the flow of new regulation (through the One-In-

One-Out process, or OIOO). These are the right objectives but, as the National 

Audit Office has shown, the OIOO reforms are unlikely to reduce regulation in the 

near future. The framework depends on being able to measure the cost of new 

regulation, which is not yet possible.

9. reaLIsM on the ContrIbUtIon oF InFrastrUCtUre

The Government has committed to a greater number of infrastructure pro-

jects. Spending on infrastructure generally generates a higher economic multi-

plier than spending on less productive areas such as welfare and health. Yet the 

decision to begin or expand an infrastructure project is often a financially large 

decision and difficult to reverse once made. Decisions should be made within 

markets with strong competitive pressures and be based on clear cost benefit 

grounds. 

Increased capital spending is unlikely to significantly and rapidly in-

crease employment as modern infrastructure projects are less labour intensive 

and the labour that they employ is often skilled (the employment created may 

not match the areas where unemployment is currently highest). 
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There is a need to bring private funds into infrastructure but recent criti-

cisms of PFI have damaged investor confidence. 

Energy is an especially important part of infrastructure. Although there 

is little use of renewables the UK energy system is relatively strong. The need for 

change is largely driven by environmental targets that have gone much further 

than many other countries. This approach risks locking the UK into a high-cost 

energy system and will provide no discernible economic benefit. An alternative 

approach (a fast follower strategy) should be followed.

10. an adULt debate on bankInG reGULatIon

The challenge facing the euro area and the fiscal consolidation taking 

place in the USA and Europe will place pressure on demand in the UK (especial-

ly through trade channels). Yet empirical evidence shows that the effect of the 

money supply is more important than the effect of changes in fiscal policy. The 

major constraint on further quantitative easing is the effect of inflation. A weaker 

currency will increase tradable inflation and risk harming domestic demand and 

also exporters (given the import composition of exports).

The effectiveness of quantitative easing will be undermined if the govern-

ment simultaneously pursues other policies that reduce banks’ preferences for 

holding non-cash assets. It is inconsistent to increase the money supply through 

quantitative easing while simultaneously introducing regulations that discour-

age banks from holding non-cash assets. This risks expanding the liabilities held 

by the Bank of England while doing little to expand the money supply.
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Good afternoon!

Firstly, I would like to thank the Platform for a Sustainable Growth for in-

viting me and say that it is with great pleasure that I have accepted it, hoping not 

to disappoint your expectations.  

I will mainly discuss the Portuguese case and, as is my custom, I will start 

by the enunciation of the problem. If we do not understand the nature of the 

problem, we will only be too lucky to find the necessary way out. This meth-

odological precision is very much needed, given that there are some widespread 

ideas defending that our problem is due to an international crisis.  

It resembles the case of someone having built a house in a flood bed, see-

ing his house being destroyed by a flood and consequently, blaming the flood for 

the disaster. The flood may have been the apparent cause, but the real cause has 

been the recklessness of someone who has built a house where it was well known 

that, sooner or later, a flood would happen.

the PortUGUese Case

Returning to the Portuguese case and before answering the question of 

this session, it is necessary to identify the nature of the economic problem Portu-

gal is facing and, on a second moment, consider the possible solutions.

Let us start by the first graph, which is maybe too technical to be easily 

understood. However, the box on the right enhances the relevant points (Figure 1).
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Portugal is being confronted with a problem which combines lack of com-

petitiveness to create the necessary income to meet its expectations of well being, 

excessive domestic expenditure – in view of its income generating capabilities – 

and a prolonged period of external deficits – to cover the excessive expenditure 

– giving rise to excessive external indebtedness.

However, despite the boost of the internal demand, Portugal cannot use 

all the available resources. So, in addition to all the previous circumstances, there 

is also high unemployment.

Making use of technical terminology and focusing on the previous chart 

(Figure 1), the above described phenomena can be enounced, in economics’ jar-

gon, as a situation where the economy faces two imbalances: domestic, with the 

economy operating below full employment, despite having a domestic expendi-

ture above the amount compatible with a balanced scenario; and the external 

imbalance, where the economy is in a deficit position, indicating (together with 

the excessive domestic expenditure) that its real exchange rate is overvalued (i.e. 

our production is too expensive in international terms). 

Besides this problem, requiring a more immediate action, Portugal has 

another problem, of a more structural nature, and thus, more difficult and time-

consuming: an efficiency problem (Figure 2). 

Figure 1: The Portuguese Case
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It is known that Portugal has a GDP (Gross Domestic Product) per capita 

much smaller – in more than 30% – than the European average (using as refer-

ence the average GDP of the 15 Member States of the European Union at the time 

of euro creation, EU-15).  

This happens despite the fact that the average Portuguese labour force 

works 20% more than the European average and its working population is higher, 

in terms of percentage to the total population, when compared with the European 

average. The reason behind the GDP gap lies in the efficiency, i.e., in its hourly 

productivity, which is approximately half the European average. Recently, it can 

also be explained by the inability to employ the available workforce. 

Therefore, and to sum up, Portugal is poorer than the European average, 

because, despite its greater efforts, its economy is less efficient. 

Looking at the historical evolution of our economy in the last decades – 

one should consider these issues under an historical perspective –  in the fol-

lowing  graph (Figure 3) the variables are represented in reference to the GDP. 

All variables are measured in GDP percentages (or the percentage difference in 

relation to the GDP). The GDP is not present in this graph, so it does not show the 

evolution of this variable with time. The rationale is, taking the GDP as a reference 

for annual income, analyse our expenses and our disposable income to pay them 

latter.      

Figure 2: Problem of Economic Efficiency
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The Disposable income (DI) represented in the graph corresponds to the al-

gebraic sum of the GDP with the (net) transfers received from Abroad (remittanc-

es, Community transfers, etc.) and the (net) income also received from Abroad 

(interests, profits, etc.). The graph only represents the difference between the DI 

and the GDP, in GDP percentage. 

The Internal Demand (ID) is the sum of the consumption and the Invest-

ment (Public and Private) of the residents in Portugal. It is also represented by the 

difference in relation to the GDP. Lastly, the difference between the ID and the DI 

corresponds to the External Savings (ES) – represented in GDP percentage – which 

had to be mobilised to cover a possible gap between the ID and the DI. 

As the graph shows, throughout the last 50 years, we have always spent 

considerably more than we have produced. The gap between the ID and the GDP 

has naturally fluctuated, with a considerable peak between 1981/84, which cor-

responded to the last big crisis (before the current crisis), which required the 

assistance of the International Monetary Fund.

However, during most of the time represented in the graph, the amount 

we could spend – i.e. the DI – was always greater than the GDP, thanks to emi-

grant remittances and, later, to Community transfers. The biggest lag, until the 

start of the new century, occurred precisely in the critical period mentioned 

above, hence the crisis. 

Figure 3: Gap between Expenditure and Income
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From the mid-nineties there is a significant change in the DI performance, 

which not only gradually erodes the positive difference between this variable and 

the GDP, as makes it a negative difference. From above 7% of the  GDP, in 1995, it 

reached -2% of the GDP in 2008, meaning that, for our annual income level, we 

lost, during that period of 13 years, the possibility of spending without incurring 

debt, at the equivalent of 9% of the annual income. It is a considerable impov-

erishment.

However, and despite the erosion of its purchasing power, Portugal kept 

its spending habits, thus the ID was still 7 to 10% above the GDP. So as to keep the 

same spending levels with less own resources, it was necessary to borrow money 

abroad, thus the growing annual ED (external demand) that increased external 

debt (reaching the net amount of around 115% of the GDP). Given that this debt 

pays interest, and interests paid abroad are subtracted from the income pro-

duced, this became an additional factor – on top of the fall of remittances and 

other transfers – for the erosion of the DI, as the following graph shows (Figure 4).

Such a situation was, therefore, unsustainable and that very same sce-

nario had to be realised sooner or later. Unfortunately, it was later rather than 

Figure 4: From Remittances (+) to Debt Burden (b)
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sooner – when the international financial crisis dried up the external financing 

– rendering the adjustment more painful in social terms.

This drop of the DI, caused by a decrease in transfers and an increase in 

interests paid abroad, have an important macroeconomic consequence, that I 

believe has not yet been realised – at least I have not heard anyone referring to it. 

In economic jargon, it means that the economic Equilibrium Real Exchange Rate 

(ERER) has depreciated. 

It means that having lost its “financial cushion”, that allowed to attain 

the balance of the external current account, keeping trade exchanges (exports 

minus imports) in deficit, the external balance is now requiring a more even trade 

balance. Portugal will have to export more and/or import less to keep its external 

current account balanced. Thus, the relative price of its products (compared with 

international prices) will have to decrease. With our own currency, it would mean 

that the exchange rate would devaluate, but without a national currency the ad-

justment becomes more difficult, although inevitable. 

Anyway, it means that we have to be more competitive than we were in 

1995 to simply achieve the same outcome.  

Figure 5: Equilibrium Real Exchange Rate of the Economy depreciated
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adJUsteMent ProCess: needs and rIsks

Let us move into the inevitable adjustment process we must follow, start-

ing with a technical explanation and then moving to simple explanations. As 

seen in previous graphs, Portugal has an excessive ID level, bearing in mind its 

income production capabilities and that level will have to be cut in 8/9% of the 

GDP.  We are basically talking about private and public consumption, given that 

the investment will have to be maintained if we don’t want to undermine our 

growth potential.

This is the great adjustment we have ahead and the main reason for the 

austerity. It is something we really have to do, no matter what, although we may 

try less difficult roads. So as to understand the options let us see how the economy 

works (Figure 6). 

Private consumption is basically a function of household disposable in-

come, both the current yield (Yd), and future yields (Ye). The disposable income 

of families is, in its turn, the sum of the gross yield (Y) with subsidies received 

(S), after tax (T), State Expenditure (G) is an exogenous variable defined by the 

state through its budget execution. Investment (I) is a function of the expecta-

tions of economic growth and the interest rate (i); the greater the interest rate 

Figure 6: Economic circuit
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the smaller the investment, the bigger the economic expectations, the bigger the 

investment. The trade balance (exports minus imports) is a (negative) function of 

the yield – the bigger the yield, the more you spend and so, the more you import 

– and a positive function of the real exchange (R) – the more devalued it is, the 

more competitive the economy is and, thus, the more it exports and the more it 

imports (all the rest remains the same). Lastly, the budgetary balance (B) is the 

result of taxes minus public expenditure, minus paid subsidies. All these vari-

ables – or most of them – interact between themselves, so the austerity process 

creates a cycle which feeds itself (Figure 7). 

When the state needs to increase taxes and reduce expenditure, is reduc-

ing the disposable income of families and thus making less income available for 

households to spend. Therefore, it does not only lower public consumption, but 

private consumption as well, as this cycle will be feeding itself, unless you can 

somehow influence the expectations for future growth. 

It is hoped – and this is what some consider to be the growth component 

in austerity – that when an unbalanced situation is adjusted, there is the expec-

tation that the situation will improve in the future. 

Figure 7: The Austerity Process
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Therefore, it might have a positive effect in the expectations for future 

growth that might favourably influence other variables, such as the case of in-

vestment, for instance.   

However, besides the difficulties that somehow were predictable in such a 

process, there is a new difficulty, which was, somehow, unpredictable, because it 

was not supposed to exist in a Monetary Union (MU). By belonging to a Monetary 

Union, it was to be expected that, despite the individual difficulties of a given 

country, the monetary conditions should be the same throughout the whole union.       

This was not the case. With this crisis, the MU was fragmented and the 

monetary conditions – liquidity, interest rates, credit conditions, etc – are sig-

nificantly different between the Member States and, namely, between the centre 

and the periphery.  

Therefore, and despite interest rates maintain low levels in the centre, 

they have been increasing in the periphery, making it difficult for companies in 

the peripheral countries to access credit (Figure 8).

The reasonable expectation that being a member of a MU, even in a pro-

cess of budgetary austerity, would give rise to stable monetary conditions and 

that the only constraint facing the economy would be on the budget side, was not 

Figure 8: Monetary Constraint
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true. The MU became dysfunctional and the transmission mechanisms blocked. 

We have simultaneously been witnessing a budgetary constraint and a monetary 

constraint (that should not exist).  

This is a failure in the MU operations, because, as can be seen in the graph 

above (Figure 8), the credit rate measured by the spread compared with the Eu-

ribor has been going up. Therefore, and although the monetary conditions in 

the MU core (defined by the Euribor) are stabilised, the gap between this refer-

ence rate and the financing rate that the Portuguese companies can have ac-

cess to, has been growing. This shows a segmentation on the MU operations, as 

mentioned before, which creates distinct conditions between the members of the 

Union. Therefore, the MU is currently a dysfunctional union, basically because 

the monetary markets are blocked, because of the national banking crisis and the 

sovereign debt crisis.   

The relevant fact is that it causes a double constraint in the adjustment 

process, as the following graph shows (Figure 9).  

In this graphic, the red line measures the interest rate increase, the blue 

bars measure the budgetary constraint occurring in 2011 and 2012 and the green 

line measures the real growth (year-on-year) of the GDP. 

Figure 9: Double Austerity Constraint
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Basically, the essential variable to create growth in an adjustment process 

of this nature is the Real Exchange Rate (R). It means that the Real Exchange Rate 

will have to be adjusted downwards, so that we can create a growth lever on the 

short term from the external side.

Therefore, if we want to promote growth there are only two levers: 

FIRST the devaluation of the real exchange rate with short term effects and 

SECOND the structural reforms with medium and long term effects.   

Figure 10: Growth Process

The first lever, given that we do not have the nominal exchange rate be-

cause we are in the euro zone, can only be attained through what has been called 

“internal devaluation”: cut on labour taxes, possibly followed by an increase of 

taxes on consumption or wage cuts.   

The second growth lever – with structural reforms related to the labour 

market, the products market, the competition, less bureaucracy, etc. –may influ-

ence the expectations for future growth and release the potential of the economy.

What is the problem with the structural reforms? Their timeline. We know 

they will work, but we do not know when, or how, because, although the struc-

tural reforms are targeted at productivity gains – and productivity has to be the 
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key variable, which will make us converge in real terms – one never knows when 

and how the measures taken will produce the expected outcomes. 

Why? Because the economy is very complex and it has many inter rela-

tions and the variables that can be controlled are few. Within the multiple, hun-

dreds, million interactions being processed, which are not controlled, there may 

be extensions and blockages that take time to unravel.    

To conclude and to sum up: we have a problem of excessive expenditure, 

which has to be solved through austerity and savings increase; there is a problem 

of external deficit which has to be solved through the real exchange rate and 

which will contribute towards growth; and a problem of lack of structural growth, 

that can only be solved with structural reforms of greater flexibility and greater 

competition, that release the potential of the economy. 

Thank you very much. 

 The way the nominal or real exchange rate is represented here – units of 

national currency per foreign currency – implies that when the value increases 

there is an exchange devaluation (when one Deutsch Mark is worth 100 Portu-

guese Escudos, it means that the escudo is weaker than when the Deutsch Mark is 

worth 90 Portuguese Escudos, for instance)

Figure 11: The Macroeconomic Problem
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The importance of investing in R&D and knowledge for innovation and 

growth is now commonly acknowledged. So is the role for structural reforms 

aimed at making product and labour markets more flexible. More controversial 

however is the role that the state should play in the growth process. The debate on 

the role of the state has been revived by the financial crisis to the extent that this 

crisis has turned into a public debt crisis, thereby forcing governments to make 

difficult choices between the need to quickly reduce public debt and deficits on 

the one hand, and the need to support growth on the other hand.

One response to the public debt crisis is the neoconservative approach of 

a minimal state: namely, to reduce public deficits while stimulating growth and 

employment, governments should focus attention on the so-called “regalian” 

functions of the state, namely to maintain law and order. Public spending and 

taxes should be minimized, so that private firms would face low interest rates and 

low tax rates which in turn would encourage them to hire and expand, thereby 

generating prosperity on the whole economy.

However, this recipe is not working too well in the UK, whereas in Scandi-

navian countries, where governments remain big, innovation and productivity 

growth rates remain high. 

In this paper we argue that it is not so much the size of the State 

which is at stake, but rather its governance. 
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In other words, it is not so much a reduced state that we need to foster 

economic growth in our countries, but a strategic state. This idea of a strategic 

state that targets its investments to maximize growth in the face of hard budget 

constraints, departs both, from the Keynesian view of a state sustaining growth 

through demand-driven policies, and from the neo-liberal view of a minimal 

state confined to its “regalian” functions. We spell out our view of the “smart 

state” and apply it to European growth policy.

the sChUMPeterIan Growth ParadIGM

A useful framework to think about the role of the state in the growth process, 

is the so-called Schumpeterian paradigm [Aghion and Howitt (1992, 1998)] which 

grew out of modern industrial organization theory and put firms and entrepreneurs 

at the heart of the growth process. The paradigm relies on two main ideas.

•  First idea: long-run growth relies on innovations. These can be pro-

cess innovations, namely to increase the productivity of production fac-

tors (e.g. labour or capital); or product innovations (introducing new 

products); or organisational innovations (to make the combination of 

production factors more efficient). These innovations result from in-

vestments like research and development (R&D), firms’ investments in 

skills, search for new markets… that are motivated by the prospect of 

monopoly rents for successful innovators. An important consideration 

for thinking about the role for public intervention in the growth process, 

is that innovations generate positive knowledge spillovers (on future 

research and innovation activity) which private firms do not fully in-

ternalize. Thus private firms under laissez-faire tend to underinvest in 

R&D, training. This propensity to underinvest is reinforced by the exist-

ence of credit market imperfections which become particularly tight in 

recessions. Hence an important role for the state as a co-investor in the 

knowledge economy.
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•  second idea: creative destruction. Namely, new innovations tend to 

make old innovations, old technologies, old skills, become obsolete. 

Thus growth involves a conflict between the old and the new: the in-

novators of yesterday resist new innovations that render their activities 

obsolete. This also explains why innovation-led growth in OECD coun-

tries is associated with a higher rate of firm and labour turnover. And 

it suggests a second role for the state, namely as an insurer against the 

turnover risk and to help workers move from one job to another. More 

fundamentally, governments need to strike the right balance between 

preserving innovation rents and at the same time not deterring future 

entry and innovation.

This approach offers a natural framework for thinking about growth poli-

cy. For example, new patent laws (like the Bayh-Dole Act in the US), the introduc-

tion of a single market for goods and services in Europe (which affects the degree 

of product market competition), trade liberalization (which also affects competi-

tion), macroeconomic policy (which affects interest rates and firms’ access to 

credit over the business cycle), education policy (which affects the cost of R&D 

and training), all these policies have a potential effect on innovation incentives 

and therefore on long-run growth. 

a reMark on Growth PoLICy and a CoUntry’s staGe oF deveLoPMent

Note that innovations may be either “frontier innovations” which push the 

frontier technology forward in a particular sector, or “imitations” which allow the 

firm or sector to catch up with the existing technological frontier. 

The more technologically advanced a country is, the higher the fraction 

of sectors that are already close to the existing technology frontier, and therefore 

require frontier innovation to develop further. On the other hand, growth in less 

advanced countries where most sectors lie farther behind the current frontier, will 

rely more on imitation. 
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This dichotomy first explains why countries like China grow faster than all 

OECD countries: growth in China is driven by technological imitation, and when 

one starts far below the frontier, catching up with the frontier means a big leap 

forward. Second, it explains why growth policy design should not be exactly the 

same in developed and in less developed economies. In particular, an imitative 

economy does not require labour and product market flexibility as much as a 

country where growth relies more on frontier innovation. Also, bank finance is 

well adapted to the needs of imitative firms, whereas equity financing (venture 

capital,…) are better suited to the needs of an innovative firm at the frontier. 

Similarly, good primary, secondary, and undergraduate education is well suited 

to the needs of a catching-up economy whereas graduate schools focusing on 

research education are more indispensable in a country where growth relies more 

on frontier innovations. This in turn suggests that beyond universal growth-en-

hancing policies such as good property right protection (and more generally the 

avoidance of expropriating institutions) and stabilizing macroeconomic policy 

(to reduce interest rates and inflation), the design of growth policy should be 

tailored to the stage of development of each individual country or region.

Growth-enhanCInG (sUPPLy sIde) PoLICy In deveLoPed eConoMIes 

The above discussion suggests supply side policies aimed at increas-

ing growth potential in developed economies where growth is primarily driven 

by frontier innovation. A first lever of growth in developed economies is that 

of investing in the knowledge economy: in particular in higher education and 

research: innovation-driven growth requires the development of performing uni-

versities, particularly at the graduate school level (university performance is in 

turn measured both in terms of the volume and quality of publications, and in 

terms of students’ subsequent labour market success); it also requires firms to 

invest more in R&D. A second lever is that of increasing product market compe-

tition and labour market flexibility: the idea is that innovation-based growth 
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goes along with a higher degree of firm and job turnover. This in turn results di-

rectly from creative destruction as discussed above. Product market competition 

ensures that entry by new innovators will not be deterred by incumbent firms. 

Whereas labour market flexibility reduces the hiring and firing costs faced on the 

labour market by new entrants, and it also helps existing firms to start new activi-

ties while closing some old activities. 

Some among these policies, for example the enhancement of higher edu-

cation or the provision of subsidies and other inducements to R&D investment by 

private firms, appear to require public support on a long term basis: the excel-

lence initiatives for universities in Germany or France, the small business acts 

in the US and other OECD countries, sectorial policies aimed at fostering inno-

vation in selected sectors....Other policies, such as the liberalization of product 

and labour markets, seem to require more targeted and transitional support from 

governments (e.g the setting up of flexsecurity systems or partial employment 

schemes, the transition to new labour or product market rules,...)

InvestInG In Growth whILe redUCInG PUbLIC deFICIts: 

the strateGIC state

A main issue facing countries in the euro area, particularly in its Southern 

part, is how to reconcile the need to invest in the above long run growth levers 

with that of reducing public debt and deficits. To address the challenge of rec-

onciling growth with greater budgetary discipline, governments and states must 

become strategic. This first means to adopt a new approach to public spending: 

in particular, they must depart from the Keynesian policies aimed at fostering 

growth though indiscriminate public spending, and instead become selective as 

to where public funds should be invested. They must look for all possible ar-

eas where public spending can be reduced without damaging effects on growth 

and social cohesion: a good example are the potential savings on administrative 

costs: technical progress in information and communication makes it possible to 
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decentralize and thereby reduce the number of government layers, for similar 

reasons as those that allowed large firms to reduce the number of hierarchical 

layers over the past decades. Decentralization makes it also easier to operate a 

high quality health system at lower cost, as shown by the Swedish example. 

 Second, governments must focus public investments on a limited num-

ber of growth-enhancing areas and sectors: education, universities, innovative 

SMEs, labour market policies and support to labor and product market flexibility;  

industrial sectors with high growth potential and externalities.

Third, governments must link public financing to changes in the govern-

ance of sectors they invest in: how can one make sure that government funds will 

be appropriately used? For example, public investments in education must be 

conditional upon schools taking concrete steps to improve pedagogical methods 

and to provide individual support to students. Similarly, the necessary increases 

in higher education investments must be conditional upon universities going for 

excellence and adopting the required governance rules. For example Aghion et 

al. (2010) show that investments in higher education are more effective the more 

autonomous universities are and the more competitive the overall university sys-

tem is (in particular, the more funding relies on competitive grants).

Another area where governance matters is that of sectorial investments 

(“industrial policy”). must preserve if not improve competition within the tar-

geted sectors, not reduce it (Aghion et al, 2012). We come back to this industrial 

policy issue in more details below.

IndUstrIaL PoLICy

Since the early 1980s industrial policy has come under disrepute among 

academics and policy advisers, in particular for preventing competition and for 

allowing governments to pick winners and losers in a discretionary fashion and 

consequently for increasing the scope for capture of governments by local vested 

interests.
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However, three new considerations have gained importance over the re-

cent period, which invite to rethink the issue. First, climate change and the in-

creasing awareness of the fact that without government intervention aimed at 

encouraging clean production and clean innovation, global warming will inten-

sify and generate all kind of negative externalities (droughts, deforestations, mi-

grations, conflicts) worldwide. second, the recent financial crisis, which revealed 

the extent to which laissez-faire policies has led several countries, in particular in 

Southern Europe, to allow the uncontrolled development of non-tradable sectors 

(in particular real estate) at the expense of tradable sectors that are more condu-

cive to long term convergence and innovation. third, China, which has become 

so prominent on the world economic stage in large part thanks to its constant 

pursuit of industrial policy. 

A main theoretical argument supporting growth-enhancing sectorial pol-

icies, is the existence of knowledge spillovers. For example, firms that choose to 

innovate in dirty technologies do not internalize the fact that current advances 

in such technologies tend to make future innovations in dirty technologies also 

more profitable. More generally, when choosing where to produce and innovate, 

firms do not internalize the positive or negative externalities this might have on 

other firms and sectors. A reinforcing factor is the existence of credit constraints 

which may further limit or slow down the reallocation of firms towards new (more 

growth-enhancing) sectors. Now, one can argue that the existence of market 

failures on its own is not sufficient to justify sectorial intervention. On the other 

hand, there are activities – typically high-tech sectors – which generate knowl-

edge spillovers on the rest of the economy, and where assets are highly intangible 

which in turn makes it more difficult for firms to borrow from private capital mar-

kets to finance their growth. Then there might indeed be a case for subsidizing 

entry and innovation in the corresponding sectors, and to do so in a way that 

guarantees fair competition within the sector. Note that the sectors that always 

come to mind are always the same four or five sectors, namely energy, biotech, 

ICT, transportation,…
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On the empirical front, to our knowledge the most convincing study in 

support for properly designed industrial policy, is by Nunn and Trefler (2009). 

These authors use micro data on a set of countries, to analyze whether, as sug-

gested by the argument of “infant industry”, the growth of productivity in a 

country is positively affected by the measure in which tariff protection is biased 

in favour of activities and sectors that are “skill-intensive”, that is to say, use 

more intensely skilled workers. They find a significant positive correlation be-

tween productivity growth and the “skill bias” due to tariff protection. Of course, 

such a correlation does not necessarily mean there is causality between skill-bias 

due to protection and productivity growth: the two variables may themselves 

be the result of a third factor, such as the quality of institutions in countries 

considered. However, Nunn and Trefler show that at least 25% of the correlation 

corresponds to a causal effect. Overall, their analysis suggests that adequately 

designed (here, skill-intensive) targeting may actually enhance growth, not only 

in the sector which is being subsidized, but also the country as a whole. In Sec-

tion 2 below we will stress the importance of sectorial policies that are not only 

adequately targeted but also properly governed.

Thus, using Chinese firm-level panel data, Aghion, Dewatripont, Du, Har-

rison and Legros (2012) show that sectorial subsidies tend to enhance TFP, TFP 

growth and new product creation, more if they are both, implemented in sectors 

that are already more competitive and also distributed in each sector over a more 

dispersed set of firms. In particular sectorial investments should target sectors, 

not particular firms (or “national champions”).

taXatIon

Targeting investments may not be enough to square the circle of reconcil-

ing growth investments with budgetary discipline and additional funding may 

have to be found. Some countries can use the fiscal capacity they already have to 

raise additional taxes to finance growth investments. Other countries may have to 
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try and increase their fiscal capacity (although in this case the effects on growth 

will be more long-term). There is a whole theoretical literature on how capital and 

labour income should be optimally taxed. However, somewhat surprisingly, very 

little has been done on taxation and growth, and almost nothing in the context of 

an economy where growth is driven by innovation. Absent growth considerations, 

the traditional argument against taxing capital is that this discourages savings 

and capital accumulation, and amounts to taxing individuals twice: once when 

they receive their labour income, and a second time when they collect revenues 

from saving their net labour income. Introducing endogenous growth may either 

reinforce this result (when the flow of innovation is mainly driven by the capital 

stock) or dampen it (when innovation is mainly driven by market size which it-

self revolves around employees’ net labour income). Excessive redistribution may 

deter innovation and thus growth, however some redistribution can help enhance 

competition by preventing the emergence of an income-based fractionalization 

of society with exclusion of individuals at the bottom and the top of the wealth-

income distribution. This in turn relates to the notion of “inclusive growth”.

deMand versUs sUPPLy sIde

While governments should focus primarily on the supply side when decid-

ing how to target their investments in the growth process, they should not com-

pletely disregard the demand side: indeed firms’ innovation incentives depend 

upon the size of the market they serve. And the large fraction of the market is 

European, even for Germany where more than half of its exports are to other EU 

countries. Thus, if all EU countries were to embark in austerity policies, the result-

ing effect on aggregate demand within the EU might end up deterring innovative 

activities by firms across member states. Hence the role of automatic stabilizers 

aimed at sustaining consumption demand across EU countries over the business 

cycle. The implementation of such stabilizers is in turn is facilitated by EU coun-

tries pursuing countercyclical fiscal policies. The ability to pursue such policies 
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is itself facilitated if the country manages to reduce its public debt. Hence also 

the importance of subsidizing credit access for households wishing to purchase 

innovative manufactured products: recent work by Mian (2012) shows that the 

tightening of US credit markets affected economic activity mainly through re-

ducing households’ access to credit, which in turn impacted negatively on firms’ 

market size.

MaCroeConoMIC PoLICy

Recent studies (Aghion, Hemous and Kharroubi, 2009; Aghion, Farhi and 

Kharroubi, 2012) performed at cross-country/cross-industry level, show that 

more countercyclical fiscal and monetary policies enhance growth. 

Fiscal policy countercyclicality refers to countries increasing their public 

deficits and debt in recessions but reducing them in upturns. Monetary policy 

countercyclicality refers to central banks letting real short term interest rates go 

down in recessions while having them increase again during upturns. Such poli-

cies can help credit-constrained or liquidity-constrained firms to pursue inno-

vative investments (R&D, skills and training,...) over the cycle in spite of credit 

tightening during recessions, and it also helps maintain aggregate consumption 

and therefore firms’ market size over the cycle as argued in the previous section 

(Aghion and Howitt, 2009, ch. 13). Both contribute to encouraging firms to invest 

more in R&D and innovation. Once again, this view of the role and design of 

macroeconomic policy departs both, from the Keynesian approach of advocating 

untargeted public spending to foster demand in recessions, and from the neo-

liberal policy of just minimizing tax and public spending in recessions. 

CLIMate

A laissez-faire economy may tend to innovate in “the wrong direction”. 

Thus Aghion et al. (2010) explore a cross-country panel data set of patents in 
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the automotive industry. They distinguish between “dirty innovations” which af-

fect combustion engines, and clean innovations such as those on electric cars. 

Then they show that the larger the stock of past “dirty” innovations by a given 

entrepreneur, the “dirtier” current innovations by the same entrepreneur. This, 

together with the fact that innovations have been mostly dirty so far, implies that 

in the absence of government intervention our economies would generate too 

many dirty innovations. Hence a role for government intervention to “redirect 

technical change” towards clean innovations.

Delaying such directed intervention not only leads to further deteriora-

tion of the environment. In addition, the dirty innovation machine continues to 

strengthen its lead, making the dirty technologies more productive and widen-

ing the productivity gap between dirty and clean technologies even further. This 

widened gap in turn requires a longer period for clean technologies to catch up 

and replace the dirty ones. As this catching-up period is characterized by slower 

growth, the cost of delaying intervention, in terms of foregone growth, will be 

higher. In other words, delaying action is costly. 

Not surprisingly, the shorter the delay and the higher the discount rate 

(i.e. the lower the value put on the future), the lower the cost will be. This is be-

cause the gains from delaying intervention are realized at the start in the form 

of higher consumption, while the loss occurs in the future through more envi-

ronmental degradation and lower future consumption. Moreover, because there 

are basically two problems to deal with, namely the environmental one and the 

innovation one, using two instruments proves to be better than using one. The 

optimal policy involves using (i) a carbon price to deal with the environmental 

externality and, at the same time, (ii) direct subsidies to clean R&D (or a profit tax 

on dirty technologies) to deal with the knowledge externality.

Of course, one could always argue that a carbon price on its own could 

deal with both the environmental and the knowledge externalities at the same 

time (discouraging the use of dirty technologies also discourages innovation in 

dirty technologies). 
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However, relying on the carbon price alone leads to excessive reduction 

in consumption in the short run. And because the two-instrument policy reduces 

the short-run cost in terms of foregone short-run consumption, it reinforces the 

case for immediate implementation, even for values of the discount rate under 

which standard models would suggest delaying implementation.

state and the soCIaL ContraCt

One of the main role of the State is the one of guarantor of the social con-

tract, i.e. of an economical and social pact on which all the citizens – and their 

government – agree. This pact has to allow the State to control public deficit in 

a post-crisis context while maintaining social peace, avoiding strikes and social 

protests. Indeed, the current economic context can be characterized by a weak-

ening of public finances, a tightening of credit constraints, and a need to cor-

rect global imbalances. While government debts increase a lot during and after 

the crisis, it appears now necessary to reduce public deficits while investing in 

growth at the same time.

But such a reduction effort won’t be easy, and for it to be accepted by 

everybody, it will have to be fairly shared in order to maintain a peaceful social 

climate. This supposes that the State chooses (i) first to invest in trust; (ii) second, 

to promote redistributive policies while reducing deficits; and (iii) third, too fight 

against corruption.

To understand why it seems so necessary that the State invests in trust, 

one could remember the following statement made by the Nobel Prize Kenneth 

Arrow in 1972: “Virtually every commercial transaction has within itself an ele-

ment of trust, certainly any transaction conducted over a period of time. It can 

be plausibly argued that much of the economic backwardness in the world can 

be explained by the lack of mutual confidence.”

This has given rise to a recent literature that studies the links between 

trust and various economic outcomes: financial development (Guiso et al., 2004), 
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entrepreneurship (Guiso et al., 2006), economic exchanges (Guiso et al., 2009). 

Trust appears positively correlated with all these outcomes. Moreover, trust is also 

closely linked to institutions, as shown by Bloom et al. (2007), Algan and Cahuc 

(2009), Tabellini (2010), Aghion et al. (2010a, 2010b). We want to underline here 

the fact that trust is particularly important for economic growth and innovation.

Closely linked to the trust question,we want to underline that the social 

contract has to rely on redistribution. Reducing public deficits involves increas-

ing taxes and reducing public spending in various sectors as we discussed above. 

However, if we want it to be accepted (and not to give rise to violent social move-

ments of protestation), the effort will have to be shared equally. This in turn calls 

for increasing taxes in a fair (i.e. progressive) way. And also not to cut too much in 

social expenditures targeted towards the poorest. Moreover, citizens will be more 

willing to accept tax increases if they know that the fiscal resources will be used in 

an efficient way by the government (hence the importance of democracy). 

Consider the relevant example of Sweden. This country, in the 1990S, in 

only four years, has been able to reduce its public deficit from 16% to less than 3% 

of its GDP. And did so without reducing the level of public services provided to 

the Swedish population as to education and health (indeed, these services are still 

higher today in Sweden than in a lot of other European countries). If it has been 

the case, it is mainly because of its efficient and progressive tax system.

deMoCraCy

Our view of the state as a strategic growth investor, with priority sectors 

and a concern about governance of those sectors, calls for a reexamination of 

how states organize their own governance. In particular, once subsidies become 

targeted to particular sectors or activities, checks and balances on governments 

become even more indispensable: first, to make sure that the selection of sectors 

or activities is not driven by interest groups activism and lobbying; second, to 

make sure than sectorial state investments that turn out to be unsuccessful will 
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not be pursued; third, to guarantee that state intervention does not deter com-

petition and entry of new firms. Hence the importance of having media producers 

and the judiciary system remain truly independent from the government. Equally 

important it is to have good and well-funded institutions to evaluate the effects 

of government policies and legislations. In this respect, a country like France still 

lies too far behind its counterparts in Northern Europe (Aghion and Roulet, 2011).

Free media minimize the scope for corruption as shown by recent studies. 

This in turn reduces entry barriers for new businesses, and increases trust in soci-

ety, both of which enhance innovation and growth in modern societies

IMPLICatIons For the desIGn oF a eUroPean Growth PaCkaGe

The above discussion suggests at least three complementary directions for 

a new growth package for EU and in particular Eurozone countries: (i) structural 

reforms starting with the liberalization of product and labour markets: here we 

will argue that an important role can be played by structural funds provided 

the targeting and governance of these funds is suitably modified; (ii) industrial 

investments along the lines suggested by our above discussion on the role and 

design of industrial policy: here, a recapitalized European Investment Bank to-

gether with the project bonds suggested by the European Commission should 

play a leading role; (iii) a more countercyclical macroeconomic policy within the 

Eurozone, in particular by always relying on structural (i.e corrected for cyclical 

variations) measures of public debts and deficits. 

1. structural reforms and the role of structural funds

There is a broad consensus among European leaders regarding the im-

portance of structural reforms, in particular product and labour market liber-

alization and higher education reform, to foster long run growth Europe. In this 

section we first assess the potential increase in growth potential from having all 

eurozone countries converge fully or partly to the best standards with regard to 
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product or labour market liberalization, and also with regard to higher educa-

tion. In the second part of the section we discuss the role that structural funds 

might play in encouraging such reforms. 

•  assessing the growth effects of structural reforms

As in Aghion et al. (2009) one can look at the effect of structural policies using 

cross-country panel regressions across 21 European countries. Our structural in-

dicators are the following: 

 For higher education system: the share of the 25-64 years old population 

having completed tertiary education (SUP). 

 For product market: an OECD index assessing product market regulation 

(PMR)

 For labour market: an OECD index assessing the strictness of employment 

protection (LPE). In fact we focus on the interaction between these two ri-

gidities, namely the variable PMR*LPE, in the analysis of labour and prod-

uct market reforms.

We can look at the short and long-run growth effects of converging to-

wards the performance levels of “target countries”.The target groups include 

those countries which are found to be the ‘best performers’ in terms of education, 

product and labour market regulations. In order to determine these groups, we 

rank countries according to the variables SUP and PMR*LPE and we come up with 

two target groups: 

non-European target group: USA and Canada;

European target group: UK, Ireland and Denmark. 

The advantage of these two target groups is that they allow comparisons 

between countries within the European Union as well as with non-European coun-

terparties. Interestingly, we found the same target groups both for the higher 

education and the labour and product market regulation. 
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Then we can assess the average effect of converging towards best practice 

for the eurozone (EMU) as a whole. Our results are that converging towards the best 

practice in terms of product and labour market liberalization generates a growth 

gain of between 0.3 and 0.4 already in the short run. Converging towards the best 

practice in terms of higher education enrolment generates a growth gain which is 

initially smaller (if we take the UK, Ireland and Denmark as the reference countries), 

but grows up to 0.6 by 2050. Altogether, a full percentage point in growth can be 

gained through structural convergence towards those three countries.

• rethinking the role and design of structural Funds

Here we argue that structural funds can be partly reoriented towards facilitat-

ing the implementation of structural reforms. So far, these funds have been used 

mainly to finance medium-term investment projects and to fostering socio-eco-

nomic cohesion within the EU. Moreover, these funds are allocated ex ante based 

on recipient countries’ GDP relative to the EU average, population and surface.

We argue in favour of an alternative approach both to the goals, targeting 

and governance of Structural Funds. On the goals of Structural Funds: These funds 

should become transformative, in other words they should help achieve structural 

reforms in the sectors they are targeted to. In our above discussion, we identified 

some main areas (areas or sectors) where structural reforms are needed: labour 

markets, product markets and education. Structural funds should aim at facilitat-

ing changes in the functioning of these sectors in the various countries. The allo-

cation of funds should generally be made on an individual basis: in other words, 

they should mainly target schools, employment agencies, individual workers, not 

so much countries. The funds would help finance transition costs. The allocation 

of funds should be to well-specified deliverables (provision of better tutorship in 

education, improvements in the organization of employment agencies, transition 

to portable pensions rights across two or more countries, setting up of diploma 

equivalence for service jobs,…) and should be also conditional upon the country 
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or region not having put in place a general policy that contradicts the purpose 

of the fund allocation. 

Now regarding the governance of Structural Funds, the allocation of funds 

should be made by European agencies on the model of the European Research 

Council: bottom up approach with peer evaluation ex ante and ex post.

2. a new european Investment Policy

Growth also requires more European investments in growth-enhancing 

activities. In Aghion-Boulanger-Cohen (2011) we survey recent studies suggest-

ing that sectorial aid are more likely to be growth-enhancing if: (a) they target 

sectors with higher growth potential, one measure of it being the extent to which 

various industries are skill-biased; (b) they target more competitive sector and 

enhance competition within the sector.

Here, we first compare between various sectors/activities in terms of their 

degree of skill-biasness and also according to the relative importance of SMEs in 

these sectors (a larger fraction of SMEs can in turn be interpreted as reflecting 

the scope for increasing competition in the sector). A main finding is that the en-

ergy sector is particularly skill-biased. Then, we look at the European Investment 

Bank’s investment portfolio, and conclude that growth-maximization considera-

tions should lead the EIB to invest more in the energy sector compared to the less 

skill-intensive construction/infrastructure sectors. Finally we look in more details 

at the energy sector.

The argument for which one should leave the markets operate seems now-

adays less convincing than it might have been in the 1980s and this for a number 

of reasons. First, the European single market has been associated with a re-allo-

cation of production from the tradable to the non-tradable sector, depressing 

growth prospects. Whilst this may not be related to laissez faire as such but to 

the fact that the Single Market is in fact incomplete and other important rigidi-

ties remain on both product and labour markets, it is still necessary to support 

adjustment in the transition and until the single market will be truly complete. 
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Second, climate change will come with important negative externalities if the 

costs of the transition are not at least partly supported from outside.

As we argued above, the new investment policy should not pick individ-

ual winners but target sectors, in particular those that are more skill-intensive 

(Nunn and Trefler, 2011) and/or those that are more competitive.As it turns out, 

within the EU skill intensity is particularly low in the infrastructure,  transporta-

tion, wholesale and retail sectors. On the basis of what argued by Nunn and Tre-

fler (2010), an effective industrial policy should focus instead on more high-tech 

sectors such as IT or the energy sector, in particular the “electricity” sector of the 

ISIC industrial classification.

However, if we look at the composition of the EIB’s investment portfolio 

within the European Union, we find that the EIB invests about twice as much in 

the Transport sector as it does in the Energy sector. This suggests that EU countries 

should not only increase the scope of EIB activities, both by recapitalizing it and by 

using the European budget as a leveraging device mobilize additional co-financ-

ing, but also they should make sure that the EIB and the EU agencies in charge of 

investment policy, target sectors like energy with higher growth potential.

3. More countercyclical macroeconomic policies

In previous sections we have argued that more countercyclical macroeco-

nomic policies can help (credit-constrained) firms maintain R&D and other types 

of innovation-enhancing investments over the business cycle. One implication 

of this for European growth policy design, is that all the debt and deficit targets 

(both in the short and in the long term) should be corrected for cyclical variations, 

in other words they should always be stated in structural terms. Thus, for example 

if a country’s current growth rate is significantly below trend, then the short run 

budgetary targets should be relaxed so as to allow this country to maintain its 

growth enhancing investments. However, while the fiscal compact specifies long-

term objectives that are stated in structural terms, the short and medium term 

targets agreed between the European Commission and member states last year, 

are in nominal terms. This inconsistency is damageable to growth.
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ConCLUsIon

A successful innovation-led economy requires, not only the investment 

in the knowledge economy, not only to liberalize markets, but also to reform the 

governance of the state to make it more strategic. While the old welfare states are 

not well-suited to the needs of an economy where growth is driven by frontier 

innovation, the minimal state advocated by neo-liberals may not be the solu-

tion either. Between these two extreme solutions, there is what we refer to as the 

strategic state: the state that acts primarily on the supply side of the economy 

and which targets its investments on the sectors or activities with higher expected 

growth potential. It is a state that tries to reconcile the need to invest in growth 

with the need to achieve budget balance. And it is a state that looks carefully at 

governance, both of the sectors it invests in and of itself as investor. 

In this respect the example of Germany or Scandinavian coun-

tries, which have reacted to past crises by implementing struc-

tural reforms, both in labour and product markets and in the 

organization of the state, and now show an unemployment rate 

lower than in many other OECD countries and growth rates close 

to 3%, is worth meditating.
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O tema desta conferência “Como crescer em austeridade?” polariza eco-

nomistas, políticos e opinião pública. É normal que assim aconteça e foi também 

o que aconteceu nesta conferência.  De um lado, os defensores do controlo orça-

mental e da redução da despesa pública. Do outro, os defensores do estímulo ao 

crescimento económico e do aumento do investimento público. 

Onde uns vêem higiene e moralidade, outros diagnosticam patologia e 

irresponsabilidade. 

Será que os dois conceitos, crescimento e austeridade, são realmente as-

sim tão antagónicos? Creio que o debate a que assistimos nesta conferência for-

neceu uma resposta clara a esta questão: 

Crescimento e austeridade não só não são antagónicos, nem se-

quer independentes, mas são, na realidade, interdependentes. 

Alguma ortodoxia económico-financeira assume-se por vezes como uma 

visão muito formal que pretende ignorar, e que por vezes ignora mesmo, a reali-

dade da vida social. Por outro lado, no outro extremo do espectro, assistimos por 

vezes a apelos ao investimento público, independentemente da sua eficiência e 

equidade. Estes apelos soam muitas vezes como cobertura para benefícios priva-

dos, como excepções suspeitas. 

Stendhal dizia, há cerca de dois séculos atrás, a propósito de um outro 

país que não o nosso, que a maioria dos actos do governo são a derrogação de 

uma regra. Creio que isso também se aplica bastante a estes dois últimos séculos 

aqui nas margens do rio Tejo. 

O respeito de regras é absolutamente essencial à estabilidade política e, 

por isso, todos os oradores sublinharam a necessidade de reformas:
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A reforma da administração pública, sobretudo na vertente da 

prestação de serviços e a reforma do sistema político, adaptan-

do-o às realidades e às necessidades contemporâneas.

Aliás, num documento recente e muito interessante subscrito pela Senho-

ra Ministra Lucinda Creighton, aqui presente, escrevia-se que a principal razão 

do colapso económico da Irlanda foi a Broken Political System.

Uma economia social de mercado, mesmo nas suas vestes mais actualiza-

das de uma economia social, ecológica e global de mercado, exige o respeito das 

regras constitutivas e regulativas do mercado. 

É possível e desejável que haja uma intervenção política na economia 

social, ecológica e global de mercado, mas essa intervenção deve ser sempre 

compatível com as regras do mercado. Estas regras não podem, no entanto, ser o 

resultado de uma imposição constitucional abstracta. 

Penso também que foi claro do debate que tivemos, que estas regras e a 

sua aceitação devem ser a expressão concreta de uma vontade colectiva da so-

ciedade e das sociedades europeias. 

Talvez esta seja a chave do sucesso para a reconciliação entre 

crescimento e austeridade: o empowerment dos cidadãos, a revi-

talização da sociedade e a reforma consequente das instituições.

Mas este esforço, para o qual a Plataforma para o Crescimento Susten-

tável deseja dar uma contribuição, mesmo que modesta, no espaço nacional e 

transnacional, não é suficiente. É indispensável e isso foi aqui repetido, que as 

políticas públicas europeias sejam mais eficazes, mais coerentes, mais rápidas na 

adaptação às alterações dos mercados e das sociedades. E por isso, como disse 

na abertura o Presidente da PCS, Jorge Moreira da Silva, as respostas à pergunta 

inicial “Como crescer em austeridade?” têm que ser dadas aqui e em Bruxelas, na 

sociedade e nas instituições. Se não fizermos isso, pode acabar por acontecer o 
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que dizia um personagem de Enzensberger no seu último livro sobre a Europa, 

que era mais ou menos isto: “Bruxelas está na Europa, mas a Europa não está 

em Bruxelas”. 

Crescer em austeridade é possível. Essa é, creio eu, a conclusão 

a que chegamos maioritariamente. É preciso, no entanto, re-

sistir à tentação de fazer rimar austeridade com autoridade. É 

necessário que a austeridade passe pela transparência e pela 

participação. É preciso, por isso, conjugar austeridade com ver-

dade e com criatividade.

Há lições que podem ser aprendidas, há erros que podem ser evitados, há 

caminhos sustentáveis que podem ser seguidos.

Muito obrigado a todos os oradores e participantes por nos terem ajudado 

a compreender melhor esta mensagem.
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The theme of this conference “How to foster growth in austerity?” appears 

to divide economists, politicians and public opinion. It is a common reaction and 

this conference is no exception.  

On one side, the supporters of budgetary control and cuts in public ex-

penditure. On the other side, the supporters of the promotion of economic growth 

and increase in public investment. What some consider pristine and moral, others 

call pathology and irresponsibility.  

Are these two concepts, growth and austerity, really on opposite ends? I 

believe the discussion in this conference gave us a clear response to this question:  

Growth and austerity are not antagonistic, nor independent, but 

are in fact, interdependent.  

A certain economic and financial orthodoxy promotes, at times, a very 

formal view, aiming to ignore, and it does indeed ignore, the reality of social life.   

However, on the other side of the spectrum, we sometimes hear calls for 

public investment, regardless of its efficiency and equity. These appeals often 

sound like they are covering private interests and suspicious exceptions.  

Stendhal stated, around two centuries ago, making reference to a country 

which was not Portugal, that most of the government actions are derogation to a 

rule. I believe, this also applies to these last two centuries here, on the margins of 

the Tagus River. The compliance to rules is absolutely crucial for political stability 

and, thus, all speakers enhanced the need for reforms: 

The reform of public administration, mainly in the delivery of 

public services; and the reform of the political system, adapting 

it to current realities and needs.\

In a recent and very interesting paper subscribed by Minister Lucinda 

Creighton, it was stated that the main reason for the economic collapse of Ireland 

was a Broken Political System.
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A social market economy, even in its modern robes as a social, ecological 

and global market economy, requires the compliance to market rules and regu-

lations. It is both possible and desirable that there is a political intervention in 

social, ecological and global market economy, but this action should always be 

compatible with market rules. However, these rules cannot be the outcome of an 

abstract constitutional mandate. Our discussion showed that these rules and their 

acceptance should be the material expression of the collective will of society and 

European societies.   

Maybe this is the key for the successful reconciliation between growth and 

austerity: empowering citizens, revitalizing civil society and consequently achie-

ving institutional reform.  

However these efforts, in the national and transnational arena, for which 

the Platform for a Sustainable Growth (PCS) wishes to modestly contribute, albeit 

modestly, are not enough.  

It is essential, and this much has been repeated here, that the European 

public policies become more effective, more coherent and swifter in adapting 

to changes in markets and societies. Therefore, as Mr. Jorge Moreira da Silva, 

Chairman of PCS, stated in reaction to the initial query “How to foster growth in 

austerity?” the answers have to be found here, as well as in Brussels, in society, 

as well as in the institutions. If this is not the case, we may find ourselves in the 

shoes of a character in Enzensberger last book on Europe, which said: “Brussels is 

in Europe, but Europe is not in Brussels”. 

It is possible to grow in austerity. This is, I believe, the main conclusion 

of this debate. However, one should resist the temptation to rhyme austerity with 

authority. Austerity should go hand in hand with transparency and participation. 

Austerity should go along with truth and creativity.   

There are lessons that can be learned, errors that can be avoided and sus-

tainable roads that can be followed.   

I am deeply thankful to all speakers and participants for having helped us 

reach this understanding.
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A PCS estabeleceu uma relação de parceria com os seguintes think-tanks e fundações: BRUEGEL 

(Bélgica), Centre for European Policy Studies-CEPS (Bélgica), ASTRID (Itália), REFORM (Reino Unido), 

RESPUBLICA (Reino Unido), Centre for European Studies - CES (Bélgica), ENTORNO (Espanha), 

Konrad Adenauer Foundation (Alemanha), FLAD (Portugal) e Fundação Millennium (Portugal).  

Os dirigentes destas instituições integram o Conselho Consultivo da PCS, presidido por Francisco  

Pinto Balsemão.

Esta é uma publicação conjunta do Centre for European Studies e da PCS. Esta publicação recebeu

financiamento do Parlamento Europeu. O Centre for European Studies, a PCS e o Parlamento

Europeu não assumem responsabilidade por factos ou opiniões expressos nesta publicação

ou em qualquer outra utilização posterior da informação nela contida. A responsabilidade

recai exclusivamente sobre os autores da publicação.

This is a joint publication of the Centre for European Studies and PCS. This publication receives

funding from the European Parliament. The Centre for European Studies, PCS and the European

Parliament assume no responsibility for facts or opinions expressed in this publication or any

subsequent use of the information contained therein. Sole responsibility lies on the author of

the publication.
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