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Dream 
 

 Myth or Reality?  The 
European Dream will 
become a nightmare of 
collapse 
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Two Economic  
Ideologies 

 Hayek’s View: The 
Business Cycle 

 ↓ employment  ↓ Demand 
 ↓ Prices  ↓Currency 
value ↑ Demand  ↑ 
Employment  

 
 

Keynesian Model 
 ↓ employment -> ↓ Demand 

- Govt. intervention 
(fiscal/monetary policy)  
↑ Employment 
 

Government 
Intervention 

Gov. Intervention 

Free Market: No Govt. Intervention 



Two Responses to the Great Depression 
 US Adopts Keynes’ Model  Europe Flounders 



The Great Depression suggested that Hayek’s view 
was too risky for governments 



Different Post-War Realities: 
Switching Ideologies 

 The United States 
 Economic Dominance 
 Restoring Free Trade 
 The Demands of Free 

Trade 
 The Limits of Government 

Intervention 

 Europe 
 Economic Defeat 
 The Need for Social 

Solidarity 
 U.S. Aid 
 Restoring the Welfare 

State 
 
 
 



Different Dreams 

The American Dream 
Economic Prosperity  
 

•Economic Growth 
•Equal opportunity 
•personal wealth and 
independence 
•Free Markets 
•consumption  
•work ethic 
•“live to work” 

 

The European Dream 
Economic and Social 
Prosperity  
 

•Economic Growth 
•Income equity 
andsocial protections 
•primary education,  
•higher taxes  
•Regulation 
•Shorter working hours,  
•longer vacations 
•“work to live” 

 



Different Strategies to realize 
Different Dreams 

 The United States 
• Low benefits: 

 
• Unequal benefits: 
 
• Private sector priority: 

• Flexible labor markets 
 
 
 

• Bottom Line: More 
inequality 

 

 Europe 
• High Benefits  

• Social insurance: 
• Health insurance: 
• Education: 
• Child care: 

• Equal Benefits 
 

• Public sector 
administration and 
regulation: 

• Protected labor markets 
 

• Bottom Line: More equality 
 
 



Myth or Reality?  
 

• The European Economy is more sustainable 
than the US Economy 

•  The European Dream will eclipse the 
American Dream 
 



Comparing Two Dreams: Equality 
and Quality of Life 























How Europeans See the U.S. 

 



Different Worlds 
 

 The United States 
 Inequality 

 High unemployment 
 Decreased social 

mobility and 
opportunity 

 Shorter life span 
 

 Europe 
 Relative Income equality 
 Social solidarity 

 Low unemployment 
 Increased social mobility 

and opportunity 
 Longer Life Spans 





Is the European Economy more sustainable?  
 

Compare EU economies with those of 
American states 

Compare trade rankings 
Where are the world’s most competitive 

economies? 
Compare companies/industries 
Who has more direct foreign investment 
Look at where European economies are 

moving  
 

 



Myth or Reality:  The European 
Dream is turning into a Nightmare 
 Declining economic 

growth rates 
 Rising Unemployment 

rates 
 Declining productivity  
 Unsustainable public 

debt 

 



Declining Growth Rates…. 



Decline in economic growth 



Uneven EU member 
unemployment rates 



Declining Productivity Growth 



Productivity Decline 



Dangerous Debt 



Explanations for the European 
Nightmare….start with globalization 

Growth of “networks” and 
factor mobility 

Rising global economic 
competition 

Be efficient or die! 

Develop technologies of efficiency + 
pressure governments to lower 
wages, taxes, regulation, welfare 
benefits 



 
The Welfare State is uncompetitive in 

the global economy 
 Labor market inflexibility 
 Comfort levels too high for competitive innovation 
 High taxes discourage investment 
 Aging European Population 
 The burden of low-skilled immigrants 
 The Welfare state causes Chronic deficits and long 

term debt that may be unsustainable….. 
 
 
 
 



Countries of the world sized according to 
the amount of Government spending 

But is it really the welfare state that is  
unsustainable? 



So is the Euro the culprit? 
• The Eurozone is like the Gold 

Standard of the 1930s 
– Promoted trade and investment 

across borders 
– But took away econ. sovereignty 

• Interest rate adjustment to deal 
with trade deficits 
– Not possible with the Euro 
– Low Eurozone interest rates 

encouraged borrowing 
• No exit from the Eurozone! 
• Trade /budget deficits must be 

paid by borrowing 
• And NO BAILOUTS if lending dries 

up! 
• Only choice was more borrowing 

 

 



 So…. rising Public Debt:  Only a problem if a 
country can’t pay……. 



 

Greece 

Italy 

Portugal 
Ireland 
 
 
Germany 
 
Spain 

Germany 
 
Spain 
Portugal 
Italy 
 
Greece 

Change in GDP c 
Compared with  
2007 

Debt as % of GDP 
Quarterly 

Ireland 

100% 

0 

-15 

+10 



Austerity is the only remedy! 
 Cut wages and other costs 
 “liquidate labor, liquidate 

stocks, liquidate the farmers, 
liquidate real estate … purge 
the rottenness out of the 
system.” 

 Germany wants tough 
austerity measures for 
countries with dangerous 
debts…. 

 And they hurt workers, retired 
people, citizens… 
 Example of Portugal—a vicious 

circle 
 Democracies aren’t good at 

this…… 



 
 social stress and fall of governments 

 



Solutions to the Greek Crisis (as of 
Monday) 

 No Greek Default on the debt 
 Write down the debt 
 A Bailout – New for the Eurozone! 
 Creation of A lender of last resort and discounting in 

crisis 
 All in exchange for austerity measures and more loss of 

Greek sovereignty 
 Fiscal union 



Will the EU Survive this Crisis? 

• No 
– Free markets create inequality among countries 
– In a community, the rich must help the poor 
– They will only if there is a common identity 
– No common identity, no real help, so Greece will default 

• Yes, if….. 
– The Rich countries bail out the poor 
– Can a common identity be created to make this happen? 
– There is fiscal union 

 
• The Crisis could lead to a more closely united Europe 
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