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Addressing Europe’s Brainpower Challenge

There’s no ‘magic bullet’ to raise dynamism
Speech given by Edmund Phelps, winner of the 2006 Nobel Prize in Economics

Therewill haveto be a sea-chang@ the attitudesof governmentworkersandbusinesses Europeif
the Continentis to make up the groundthat it is losing to its competitorsin the global economy
according to Edmund Phelps, winner of the 2006 Nobel Prize in Economics.

In a soberingkeynotespeechat The Futureof EuropeSummitin Andorraon Thursday Phelpslisted a
variety of factorsbfrom the macro-economito the attitudinalandsocietalbthatmustchangdf Europe
is to lift its productivity rates and compete successfully in increasingly competitive markets.

OlfEuropeis to becomean economyof leadershippf innovationanddynamisma lot of thingshaveto
change-- a lot of things havebeenholding Europeback,Gsaid Phelps,who is McVickar Professorof
Political EconomyColumbia UniversityNewYork.

Many of the problemsrun deep.He noted that the tradition of Osolidarism,@hich hasits roots in
ancient Rome and inspired the growth of unions, hampersentrepreneurshipLikewise, employer
confederationsOwork againstoutsidersGand Oinstill uncertaintyO bringing Oadesire for order and
consensus that leans to requiring virtual unanimity among stakeholders for change.O

This tradition has meantthat OEuropeanbave viewed speculationas worthlessand viewed rational
economicpolicy as a coordinatingrole with state companiesas an arm of the stateis inimical to
dynamism.O

He added:OThepowerof labourthanksto myriad labourlaws is suchasto potentially causelots of
difficulties to companies particularly fragile young companiesithere is too much job protection.O
Anotherareaof particularconcernPhelpssaid,is thefinancial sector which still Odoest@o a goodjob
of assistingandmentoringthe start- upentrepreneu@Thereare not enoughOangeInvestors @r active
venture capital firms, while banking is based on relationships and is OinhospitableO to outsiders.

Onthe micro level, Phelpscited asanexample the needfor a start-upenterpriseo attain21 licenseso
set up in ItalyMeanwhile, management in Europe is Onot up td bpwforld standards.O

OThereseemso be a habitin Europeto give the managersan easyride, theyC)Nreﬂot challengedby the
boardsof directors,companiesrevery clubbyformedby connectionssothere®not a hard-nosedpirit
of dynamism at the company level, working in the interest of the shareholders.O

Therearealsomacrofactorsthatwill dragon Europe©attemptsto pull itself up. Demographidrends
meanthat by the 2020sand 2030shighertaxeswill be neededo coverthe costs,which will havea
negativeimpacton profits andinvestment.The global environmenimight alsowork againstEuropeas
interest rates rise and credit markets re-price risk based on the current financial crisis.

To be sure,many Europeancountrieshaveembarkedupon a rangeof reforms,andthey aretrying to
easethe burdenon companies.But that alone, Phelpswarned, will not be enoughto propel the
economies.

Olténot that simple,Che warned.OTheretho «magicbullet«to raise dynamism,evenif you hada
sweeping change of the entire institutional structure.O
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Ol don® think reducing welfare entitlementswill generatea rebirth of economic dynamism for
spontaneousinovation.It@ a hugeleapfrom oneto the other there®a whole panoplyof changeghat
need to occur before the Continental economies acquire a high level of dynamism.O

Are thereany reasondor optimism?Phelpsnotedthat the Europeancorporatesectoris trying to lead
the way by reforming itself, without necessarilyhaving the supportof the government.Increased
foreign share ownership has helped this.

Europealso hasa chanceto benefitfrom the recentproductivity gainsin the U.S. Canada,reland,
South Korea and elsewhere in the past dozen years -- much as Europe did in the 1950s.

OTherea tremendou®pportunityfor Europeto,snatcrthetechnologythat@outthere.But it is naiveto
think this by itself will bring back dynamism.O

THE FUTURE OF EUROPE SUMMIT

The Futureof EuropeSummitwasinitiated in 2006 asa forum for offering policy makersandexecutives
solutionson how to make Europemore dynamicand competitiveandbring the Lisbon goalsof making

Europea leading-edgerowth centrea stepcloserto reality. The conferencebringsthe world to Andorra,

and showcases to the outside the innate vitality of this nation.
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