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Still alive in the long run - growth is needed at the

European periphery

Miguel St. Aubyn

Source: AMECO database, online, oct. 2015.

Portugal, real GDP, 2010 prices, 109 euros
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John Maynard Keynes
(1883-1946)

“John Maynard Keynes &
Lydia Lopokova”,
Oil on canvas, William
Roberts (1895 – 1980),
National Portrait Gallery,
London
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Source: GDP per capita in constant 2005 US$, World Bank, http://data.worldbank.org/

Figure 1 – Greek, Portuguese and Spanish GDP per head as a percentage of the EU 

Nominal interest rates (long run)
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Real exchange rate (unit labour cost based)
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Budget surplus
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Public debt (% of GDP)
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#1. Adjustment programs did not take into account architectural failures
within the eurozone - (i) the exchange rate problem and the north/south
fracture

#2. Adjustment programs did not take into account architectural failures
within the eurozone - (i) the European Central Bank

#3. Adjustment programs were conceived with underestimated multipliers

#4. Adjustment programs did not take into account national institutions and
idiosyncrasies
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𝐷𝑡 = 𝐷𝑡−1 − 𝑆𝑡 + 𝐴𝑡

Debt dynamics:

Budget surplus/deficit under different scenarios
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Public debt under different scenarios
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#1. Reducing austerity has a price…

#2. … but the most important is long run growth
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Aggregate production function for Portugal (Pina and St. Auyn, 2005):

𝑌𝑡 = 𝐴. exp 0,0563𝐻𝑡 𝐾𝑃𝑡
0,557𝐾𝐺𝑡

0,148𝐿𝑡
0,295

where 𝑌𝑡 is GDP, 𝐾𝑃𝑡 is private capital, 𝐾𝐺𝑡 is public capital, 𝐿𝑡 is

employment.

H is “human capital”. Proxy: average years of schooling of working age

population.

- A one year sustained increase in H lead to a GDP increase of approximately

5.6 percent.

- Macroeconomic rate of return – about 16 percent.

Source: Pereira and St. Aubyn (2009)

GDP responds to education

Prvate investment
responds to 
education
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Innovation in EU

Patent registering

Source: Causa and Johansson (2010)
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The Global Competitiveness Report
2014–2015, World Economic Forum
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Fraud and corruption — the easy option
for growth? Europe, Middle East, India
and Africa Fraud Survey 2015, Ernst and Young


