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The title for this very successful conference was 
“Productivity, competitiveness and globalisation”. 
In practice we focused on two topics: the fi rst was 
productivity, the subject of the fi rst session, led off 
by professor van Ark’s presentation of his paper;
and the second was global imbalances. But globalisation 
certainly belongs in the title, because every participant 
recognized that, like it or not, the environment in which 
we live is that of globalisation. In that context, part 
of the discussion centered on attempts to understand 
the implications of the economic rise of China, India
and other emerging market countries.

I will fi rst discuss what we learned about productivity 
growth in this conference, and then go on to discuss 
the unwinding of imbalances. The excellent paper 
on productivity growth by Bart van Ark set out the 
facts for us, focusing on the period since 1995 when
US productivity growth jumped relative to that 
elsewhere and certainly relative to that in Europe.

The change happened not only in ICT but more 
broadly in the rest of productivity growth, and in the 
short period since 2000 –in the fi rst few years of this 
era– there has been no non-ICT productivity growth 
in Europe. That was ascribed by some participants to 
cyclical factors but we should not forget that in the most 
recent US recession, in contrast to previous recessions, 
productivity growth continued at a very high level. 
So the cyclical effect does not explain all the relative 
weakening of European productivity performance.

Bart van Ark emphasized that the productive 
use of ICT is the key to productivity growth in 
the industrialized economies at the frontiers of 
productivity and he also emphasized that Europe is 
the outlier in this process, that productivity in the
two emerging market countries he looked at –China 
and India– has accelerated in the recent period, and 
that it was Europe that was lagging.

When we ask why, we turn fi rst to the familiar 
structural impediments story –and one believes 
that story, in part because we do not have a lot of 
other very good explanations. There was also some 
emphasis on the fact that the US gains were mainly in 
fi ve sectors, none of them you would have identifi ed 

in 1990 as places where you were going to expect 
productivity growth to take off or to be particularly 
critical to the growth of the economy. If you were 
told that WalMart would become a major source of 
productivity growth in the US economy, you would 
have found that surprising.

What about the policy conclusions? One very 
important policy conclusion was that we need to 
focus on the quality of the workforce as a basic 
source of productivity growth –that means mainly 
education, of different types perhaps. Related to 
this, we had the interesting example of the state 
of New York, mentioned by Christine Cumming, 
who noted that the restructuring of major 
companies, such as IBM in the New York case, can 
present tremendous opportunities for revival and 
technological progress in a fl exible economy –for 
inevitably in such circumstances highly competent 
people will want and need to fi nd new opportunities 
for themselves. This example emphasizes the need 
for fl exibility in the economic structure, which 
turns the focus back to structural reforms in Europe. 
Bart van Ark also emphasized that innovation should 
be encouraged but that it was very hard to encourage 
innovation in particular sectors, which meant that the 
encouragement needed to take the form of setting up 
the appropriate institutional structures and incentives 
through the tax system and elsewhere.

It was also signifi cant in terms of our having 
“globalisation” in the title of our conference that 
Chinese and Indian productivity growth rates both 
appear to be signifi cantly higher than those in the 
more developed countries. You will remember that, 
in the lead-up to the Asian crisis, Alwyn Young 
and Paul Krugman argued that there was then no 
productivity growth in some of the Asian economies 
and that, in their view, there was considerable 
overinvestment in those economies. That, according 
to the results presented by Professor van Ark is not 
the current situation in China and India. I thought 
it did apply to China, where according to the data 
nearly 50 percent of GDP is invested. It is very hard 
to believe that can be done effi ciently, so I wonder 
about the demonstration of very high productivity 
growth in China.
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I would like to make one more point about Europe 
before moving along. You may remember that for 
about a decade we all complained that Japan was 
doing nothing to deal with its structural problems. 
Now, ten years later, we notice that Japan has done 
a lot. The banking system is signifi cantly stronger 
than it was, and much of the corporate sector has also 
been restructured. I suspect that a few years from 
now much the same thing will be said about Europe, 
because reforms are taking place in Europe –though 
to be sure, too slowly relative to what one would like 
to see. This period of so far 10 or maybe 15 years of 
superior US productivity growth is not guaranteed 
to continue because productivity growth is not a 
constant of physics, it is a matter of incentives, it is a 
matter of education, it is a matter of the international 
transmission of knowledge and all those things can 
change and are likely to change.

In discussing the productivity issue, we also discussed 
the potential link between productivity growth and 
global imbalances, namely, the view that the global 
imbalances could refl ect the fact that the US economy 
is attractive to investors. None of the authors here 
found that argument persuasive. I was not as 
absolutely convinced as they were because we are 
looking at rates of return after the capital infl ow to 
the US. To know whether differences in anticipated 
rates of return had an impact, one has to ask “What 
would the relative rates of return have been if the 
capital infl ow had not happened at all?” It is possible 
that, for a signifi cant period of time, money went 
into the US because expected rates of return were 
higher, and that the infl ows went on at a suffi cient 
rate and for long enough to equalize these rates and, 
indeed, in the end went too far and reduced US rates 
of return below those available elsewhere. But even 
if this is so, nobody thought differences in expected 
returns were the main reason the US was in current 
account defi cit, and nobody thought there were no 
other signifi cant issues to deal with.

That brings us to the second major topic of this 
conference, global imbalances, which is a polite 
way of talking about the US current account defi cit. 
They are here –and they are unsustainable. Why 
unsustainable? Kristin Forbes just explained: if 
you do the debt dynamics, the US goes deeper and 
deeper and deeper into debt relative to GDP. That 
situation cannot continue forever, and Stein’s law 
says that accordingly the situation will change –one 
day. We just don’t know when, and so far we have 

been consistently surprised that the US defi cit has 
continued to grow rather than begin to decline.

In the discussion of imbalances, everyone noted 
that the current account and the capital account are 
twins except for reserve accumulation. But it is very 
hard to keep all aspects of a general equilibrium 
model in one’s head at the same time, so different 
people tend to emphasize one aspect or another of 
these problems. One way of thinking through the 
problem is to ask “What would the ideal rebalancing 
look like?” In the US, saving has to rise relative to 
investment and so something is likely to decline on 
the aggregate demand side in that process –either 
investment will go down or consumption will go 
down, or both. Absent further fi scal expansion, the 
only way of maintaining aggregate demand for the 
US in that case would be to have net exports go up 
at the same rate that domestic demand goes down. 
But if that has to be done, then the rest of the world 
has to absorb the net exports. How does this happen? 
In part through changes in exchange rates, meaning 
that the dollar has to weaken during the rebalancing. 
That will imply a need for domestic demand in the 
rest of the world to increase, if global demand is not 
to be reduced.

This is largely but not entirely consistent with the 
solutions presented by many participants in this 
conference, as well as in offi cial communiqués 
following the IMF and G8 meetings: the US fi scal 
defi cit should decline, and US private savings should 
increase; European and Japanese structural reforms 
should continue and intensify; and Asian exchange 
rates should appreciate, accompanied by efforts to 
increase domestic demand. One diffi culty with this 
combination is that it is possible that structural 
reforms, while increasing growth, may act more on 
aggregate supply than on aggregate demand.

In each case, these changes cannot be engineered 
without market prices changing and unless policies are 
consistent with the required rebalancing of demand. 
In the Asian case, the standard prescription has 
begun to include a recommendation that investment 
should increase in the countries of South East Asia, 
where investment has still not recovered to pre-1997 
levels. But investment rates in these economies 
were very high then, and there was considerable 
evidence that investment was not productive at the 
margin. It is quite likely that the current investment 
situation is the more desirable one. With regard to 
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China, as already mentioned, it is hard to believe 
that any country can invest 50%, or even 45%, of 
GDP effi ciently on a sustained basis. So in China 
the rebalancing towards domestic demand should 
be directed towards increasing consumption, a point 
that is well-known to the Chinese authorities.

Beyond Asia, participants in the conference pointed 
out that the surpluses of oil producers are now a very 
signifi cant part of the current imbalances. But it was 
also pointed out that all over the globe, countries are 
determined to avoid making the mistakes of the past, 
and that the oil producers do not want to embark 
on an unsustainable increase in spending. And 
one should always worry when trying to persuade 
people to do things they do not want to do –a point to 
which we will return in a moment when discussing 
international policy coordination.

The story so far is well known, and has been known 
for many years. The question is why, if all these 
adjustments are needed, they have not happened. 
Why have the markets not made the exchange rate 
adjustment? Part of the answer is that the markets 
have made a major adjustment, which we barely 
notice now. The euro was at USD 0.80 four years 
ago and now it is around USD 1.20, having risen 
above USD 1.30. Indeed, the markets have done a 
lot, when the exchange rate has been permitted to 
move. The Canadian dollar has strengthened, the 
Australian dollar has strengthened, South American 
currencies have strengthened, the South African rand 
has strengthened, East European currencies have 
strengthened, a lot of currencies that can move have 
moved. Markets were trying to get the renminbi to 
appreciate, and for a while they were also trying to get 
the yen to appreciate. So the answer to the question 
of why the markets have not made the necessary 
exchange rate changes is:

• where they could make the changes, they have 
done so,
• and for the rest, there was massive reserve 
accumulation, especially in Asia and among oil 
producers.

It is signifi cant for how we think about the unwinding 
of the current imbalances that the dollar/euro 
adjustment was not especially disruptive. No fi nancial 
crisis was associated with that sharp change in the 
exchange rate. The appreciation of the euro was 

undoubtedly not good for European growth, but it is 
signifi cant that we tend to forget about such a large 
change in the most important exchange rate in the 
international fi nancial system.

When will markets react further? That is very hard to 
know because the main places they can react are in 
the dollar/euro and yen exchange rates. We are partly 
back in an era when the key question becomes when 
will those who intervene in exchange rates permit the 
rates to adjust further.

Turning next to policies, we need to ask why countries 
have not carried out the necessary policy changes. As 
was said repeatedly in this conference and elsewhere, 
it is politically diffi cult. In the US, raising taxes is 
counter to government policy preferences and is also 
recessionary. In Europe, the structural reforms are 
painful but they are, to some extent, happening and 
in Asia, the current situation is quite comfortable. 
That is the element of truth in the Dooley,
Folkerts-Landau, Garber Bretton Woods II view of
the world. I do not think their view is correct because 
I do not think the continued accumulation of reserves 
at current rates is viable, but the present situation
is not terribly uncomfortable for the policy-makers.

Hence the hope for coordinated action. Policymakers 
say they fi nd the current situation problematic, 
except perhaps in Asia, so maybe that will make them 
undertake the necessary policy changes. There is 
certainly a lot of rhetoric to that effect. The main efforts 
will have to be between Asia and the United States, 
but Europe should also be included in the picture, 
because the euro will likely strengthen in this process 
and so there is likely to be a need to increase domestic 
demand in Europe as the rebalancing occurs.

In considering whether we are going to have policy 
coordination, we could look back at two previous 
episodes. We had the Bonn summit of 1978, which at 
the time was touted as the fi rst outstanding example 
of international policy coordination. Two years after 
that, Germany promised never again to commit 
to doing something that it did not want to do and 
that it did not see as being in its own interest. Then 
there were the Louvre and the Plaza Accords, which 
looked like a relatively successful episode of policy 
coordination –but it is quite possible that after that 
episode of policy coordination, Japan might say 
never again.
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The present global situation is a bit better from 
the viewpoint of coordination than it was in those
two cases, because then some countries were persuaded 
to do something that was not obviously in their own 
interests. In this case, I think it is in the interests of 
China to let the currency appreciate, but maybe China 
does not see that. In the case of the United States,
I do not think any serious economist has any doubt that 
those adjustments should take place –but I may have 
just ruled out some of my good friends as being serious 
economists. And, in the European case, no policy-maker
disagrees with the need for structural reforms, it is just 
that they cannot get to implement them. So, despite 
the better conditions for coordination, I do not think 
we are going to see it happen.

There are two views of what will happen then. One 
is Pollyanna’s and the other is Jeremiah’s. What does 
Pollyanna say? Pollyanna says fi nancial markets are 
much more sophisticated than they used to be, much 
more fl exible, much more able to deal with risk, she says 
the dollar/euro adjustment was reasonably smooth, the 
US economy, East Asia, South East Asian economies are 
all much more fl exible than they used to be. Adjustment 
can start in the exchange markets for the dollar, US long 
rates and the stock market will be negatively affected but 
markets will understand the process and will limit the 
extent of the fall and, at the same time, asset prices in the 
current surplus countries will rise as a move out of the 
dollar takes place, helping aggregate demand along. With 
the defl ationary impact of the exchange rate appreciation 
in mind, central banks could reduce interest rates in the 
current surplus countries. Could all that happen? Yes, it 
could happen. But it is not the most likely outcome.

Jeremiah’s views are ably represented by people 
who say the adjustment will be bad news: it will 
start with a major move of the dollar that will force 
US long rates up, it will probably force a tightening 
of US policy, the dollar will overshoot, and we will 
not see much impact of the exchange rate on the 
net demand for US exports, so the US economy will 
go into recession. That will impact the rest of the 
world as it always does.

These are the two scenarios. We do not know 
which one is right, but we have to ask the question 
that Jacob Frenkel asked, whether the Pollyannas 
here are like the people falling from the Eiffel 
tower, saying everything is great so far, or are we 
possibly simply barking up the wrong tree? We 
have identifi ed this problem for years and have 
said: “It cannot go on”. In practice it has become 
worse every year.

Well, the situation cannot go on forever, but 
maybe the US defi cit can turn around and go back 
to a defi cit of 3% or 4% of GDP, somehow or the 
other, with falling oil prices, with the Japanese 
economy growing. So maybe we have misidentifi ed
the problem.

And that takes us to the second question that the 
title of this conference requires us to ask: “Are we 
underestimating or misunderstanding the impact on 
the international system of the dramatic and historical 
developments that are taking place now in Asia, 
where growth is taking place at an unprecedented 
rate, on an unprecedented scale”?

We may be misunderstanding the impacts of those remarkable changes, and that could mean we are barking up the wrong 
tree at the moment, and misunderstanding the impacts of this transitional period, which could go on for a decade or two. As the 
process works itself out, it could reverse, and in so doing reverse the current imbalances in the global economy. I do not know 
if that is the case, and I do not at the moment understand the mechanisms that would bring about such a reversal –but when 
you have been predicting something for a long time and it has not happened, you do have to start thinking again about whether 
maybe the reality is different than your analysis tells you.

I would like to conclude by thanking, on behalf of all of us, Christian Noyer and Marc-Olivier Strauss-Kahn and everyone else 
who has contributed so much to the success of this outstanding event.
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