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Just how gLoomy is youR foRecast foR 2013?
Compared to some of the other major forecasts and projec-
tions out there, we are somewhat downbeat. We are looking 
at a slightly slower 2013 than 2012, mainly because we don’t 
see much recovery in the United States and certainly not in 
Europe or Japan. But where we differ from other forecasters 
most is that we do not see the emerging economies recovering 
the growth rate they had a couple of years ago.

Looking further out to the end of the decade and beyond, 
we see a slower growth rate in the global economy, related to 
factors like demographics and the maturation of the emerg-
ing economies. That is easily interpreted as bad news, but 
slower growth has its positive sides too. Rather than aiming 
for double-digit growth rates, there may be more room for 
the creation of value as middle classes mature and demand a 
wider variety of products and services. When we prepare for 
that, many companies will experience a positive side to this. 

in youR pubLished 2013 foRecast, you cite a wide Range of issues: 
the consumption deficit in china, the savings deficit in the united 
states, the gRowth deficit in euRope and Japan, the unfuLfiLLed 
gRowth potentiaL of india and bRaziL. aRe these pRimaRiLy pRob-
Lems that each Region needs to addRess independentLy, oR aRe 
theRe steps they shouLd be taking to woRk togetheR?
The world economy is completely connected, so there is defi-
nitely a need for global coordination. But that is a problem at 
the moment. The World Bank and the IMF are struggling to 
find a new model to be effective in a world in which emerging 
markets are making up 50 percent or more of global output, 
and the World Trade Organization needs to take on intellec-
tual-property issues in a bigger way than they do now. Simple 
trade rules don’t work anymore. With deeply integrated global 
value chains today, you are simply shooting yourself in the 
foot if you try to protect yourself at the cost of others. But 
often, in a down economy, political sentiment leans toward 
protectionism, so it is an uphill battle. 

Bart van ark, chief economist of the conference Board, 
would love to Be optimistic aBout the direction of the 
gloBal economy. But he’d rather Be right. when he looks 
at europe (recession-weary and facing potential shocks 
to come), china, india, and Brazil (dramatically slowing), 
and the united states (still in political stalemate), he 
sees a world having trouBle getting Back on track.

That’s not to say that van Ark is urging CEOs to remain cautious and con-
servative when it comes to investment and expansion—emerging economies’ 

maturation in particular provides real opportunities for companies looking to offer a wider range of 
goods and services. A slow-growth economy truly can have an upside.
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Having said all that, the world is not flat either. Individual governments need to 
do the hard work of structural reforms in key markets: financial, housing, energy, 
labor. In the run-up to a structural crisis, these markets become unstable as demand 
and supply grow out of sync. And so far, many of the reforms are not going very 
well. Reforms in financial markets don’t seem to be getting at the heart of the prob-
lem, which is to help capital flow to those areas of the economy where it can be most 
productively used. Too much capital is sitting on the balance sheets of large com-
panies that are not using it, while banks are putting up stringent conditions when 
lending to small and medium-sized businesses or to new entrants into the housing 
market. There should be a higher sense of urgency around these reforms.

so you now chaRacteRize the gLobaL economy as being in a stRuctuRaL cRisis? 
I think everyone agrees that the 2008-09 crisis was not a normal recession. The most 
visible structural issues resulted from the huge imbalances in some of these markets,  
especially the housing market and the financial market. But problems were also becom-
ing evident in other markets. In the labor market, our educational system is failing to 
churn out the human capital that companies need to invest to satisfy their demand for 
high skills. And in the energy market, in a global economy that’s still largely dependent 
on oil, our production and needs are unsustainable; even with more supply coming from 
recent discoveries like shale gas, as we are cutting nuclear and struggle to get more sup-
ply of renewable energy, we need to use energy more efficiently. 

All these structural problems came together in this crisis, and we need to work our-
selves through the needed reforms. And that takes time—five to ten years is very  
normal, meaning that we may be only halfway toward getting out of this hole. 

what stRikes me about the phRase structural cRisis is that foR the Last few yeaRs 
we’ve been heaRing about stRuctuRaL unempLoyment, a phRase often invoked in an 
effoRt to Redefine unempLoyment to be Less of an immediate conceRn.
Higher structural unemployment is absolutely not an excuse to do nothing—it offers 
all the more reason to act! Structural reforms are critical to bring the demand and 
supply for capital back in sync.

We should also not fall into the trap of thinking that all the increase in unemploy-
ment is structural. Many argue—Paul Krugman is perhaps the most prominent 
voice—that this crisis is still foremost a demand problem: There was a deep recession  
in which consumption fell, business investment collapsed, and employers and espe-
cially governments massively shed jobs. They believe that above all else, we need to 
create an environment in which everybody starts to spend again. 

do you concuR?
Certainly, there is an element of truth 
to this argument: If you create a hole 
and produce less than the capacity of 
your economy, you want to fill the hole 
and get back to that capacity. I’m only 
skeptical about how much mileage you’ll 
get out of another stimulus beyond the 
trough of recession we were in in 2009. 
Once you’re out of the depths, as we 
are now, these demand-driven policies 
don’t pay off that quickly and easily dis-
place private investment that needs to 
get jump-started.

But the supply side of the economy 
is becoming a worry as well. Five years 
into a crisis, the capacity of the economy 
itself begins to erode; it’s harder to get 
people who were laid off back into the 
labor market if they’ve been out for too 
long. Companies are just not reinvesting 
anymore, and worse, they are not using 
their technology and innovation—at 
least, they’re not bringing products to 
market, and if you leave innovation too 
long on the shelf it becomes useless. 
The base from which the economy can 
begin to grow becomes weaker, and as a 
result the speed limit of the economy—
what in economics lingo is called the 
potential growth rate—is slowing.

i know you don’t Like the phRase  
“new noRmaL.” is that because it  
impLies compLacency?
Yes. “New normal” suggests we’re set-
tling into a new environment that we 
need to accept. With our 2013 outlook, 
we’re not intending to get people to 
see it as the unavoidable outcome. But 
without a change of course, this will be 
the emerging trend. When the speed 
limit is dropping, we need to strengthen 
the base so that we will be in a better 
spot going forward. We’re now looking 
at a global trend growth rate of maybe 
3 percent; with that we’re not falling off 
a cliff, so to speak. But the downside 
risk is that we drop to 2.5 percent global 

I think everyone agrees that  
the 2008-09 crisis was not  
a normal recession.
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growth. With world population growth 
of just over 1 percent, that would leave 
us only 1.5 percent for increased living 
standards, and that’s a little meager 
given the challenges of aging popula-
tions and higher demand for health care, 
education, and a clean and safe environ-
ment. For that, we need to get back to 
that 3 or 4 percent global growth rate.

So I don’t want to call this normal.  
In fact, we had an abnormal situation  
before we got into this crisis, with a 
global growth rate of 5 percent dur-
ing some years, which is impossible to 
sustain and mainly resulted from rapid 
catch-up in emerging economies. But I 
would not call 2.5 percent normal either. 

is any nationaL oR RegionaL economy 
handLing the RecoveRy so weLL that  
otheRs shouLd emuLate its exampLe?
The economies with prudently regulated 
banking sectors, like Canada, have had 
an easier time working through the cri-
sis. Germany did the right thing at the 
time of the recession by keeping employ-
ees on payrolls, which was expensive at 
the time but gave the economy a head 
start once the recovery began. Australia 
has been lucky because it’s a commodity 
exporter and has benefited from China’s 
rapid growth.

The key is to not get dogmatic about 
one instrument that works and another 
instrument that doesn’t. You have to 
pull all the tools out of your toolbox  
and begin to work with them. And  
what works in one place cannot be  
easily copied elsewhere; every country’s 
institutional and political settings are 
different. I doubt whether the United 
States could have easily emulated the 
worktime-shortening scheme that  
Germany implemented, but there might 
have been room for directly focused tax 
breaks for companies when protecting 
payrolls at least temporarily. 

There are many different ways to 
fight this crisis, and efforts have to be 

balanced and reasonable—without breaking the bank. And timing is important: 
Some measures need to be taken immediately to avoid things getting worse; others, 
focused on making things work better, can come later but should not be forgotten.

some euRopean countRies bet heaviLy on austeRity measuRes. what Lessons have 
they LeaRned?
That depends who you talk to. Some people—call it the German camp—argue 
that austerity has been necessary to begin to bring budgets back into balance and 
to create responsible, disciplined economic policy. On the other hand, in some of 
the most affected countries, like Spain, if there’s too much austerity you’re not 
tackling the problem of the slowing speed limit. You need to do long-term invest-
ments, in education and innovation, and do the reforms, to make sure that the 
economy is regaining some of its vitality. 

The overall lesson is not to overdo austerity, but even with investment there 
needs to be a credible perspective to lower the deficit so as to not lose the finan-
cial markets’ confidence. We continue to work on models and scenarios that show 
that productivity growth and innovation, together with moderate and focused 
increases in government expenditures—and cuts elsewhere—can help to get back 
on track. It will take a long time, though—up to a decade.

there are many dIfferent ways to fIght thIs 
CrIsIs, and efforts have to be balanCed and 
reasonable—wIthout breakIng the bank.
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what about the shoRt teRm? aRe you foRecasting any gRowth foR euRope in 2013?
If we’re lucky, we’ll have some growth, mainly from recovery effects. Right now, finan-
cial stability has been created by the actions of the European Central Bank—at 
least their willingness to take action. But it is conditional on a banking union and 
on the need for countries in trouble to apply for support from the European Stabil-
ity Mechanism, which is jointly run by the governments, first. Progress is slow, as 
there is no sense of direction in Europe. If policymakers don’t figure out how to 
raise the speed limit in Europe—it’s much lower than in the United States—and 
whether they want to do that together as a European Union or everybody on their 
own, we’ll be back in trouble soon enough.

especiaLLy if theRe’s an immediate cRisis with spain oR gReece, Right?
A Grexit, as they call the Greek exit option, is pretty much factored in, I think. But 
the uncertainty of that event is the contagion risk that it would bring back finan-
cial instability. A collapse of the Spanish economy could very easily contaminate 
financial markets around the world.

how much wiLL the continuing euRopean sLowdown hoLd back gLobaL gRowth?
It’s a very large part of the global economy, between 20 and 25 percent, and the reces-
sion has definitely hurt emerging markets as well as the United States, which exports 
a lot to Europe. I’d be more worried, though, about lower profits from operations—and 
especially more instability in global financial markets.

is economic unRest in euRope affecting woRkeR migRation between countRies?
Well, labor markets are pretty open, so you already see quite a bit of immigration 
within Europe—big flows of people out of southern Europe and into Germany and 

the United Kingdom. Unemployment 
rates in Greece and Spain are over  
25 percent; every other young person 
is out of work. These people move. In 
fact, these are golden days for foreign-
language institutes—demand has been 
higher than ever. Migration is an impor-
tant adjustment mechanism—people 
move where there are the highest  
returns on their labor.

and what about immigRation fRom out-
side euRope? is that undeR thReat as 
peopLe Lose theiR Jobs?
When it comes to knowledge workers 
from the rest of the world, there’s a 
certain openness: Most countries rec-
ognize that they can use—that they 
need—knowledge and high-skilled 
workers. The problem is that there’s 
also a big inflow of people who are not 
bringing the skills that are needed in 
an already slow environment. Countries 
need more selective immigration poli-
cies that are really being enforced. Look 
at Canada and Australia, two countries 

A collapse of the 
Spanish economy 
could very easily 
contaminate  
financial markets 
around the world.
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that have sophisticated immigration 
systems that make sure that they’re 
getting who they need and keep out 
who they don’t need, and also maintain 
a policy for refugees that have a humani-
tarian need. 

In Europe, it’s much harder to reach 
agreement around these policies, since 
countries have different views about 
what they need and from which parts 
of the world new influx might come. 
Moreover, as internal borders are gone, 
one leak in the system affects everybody. 
I’m afraid that immigration policy is not 
going to change very quickly in Europe, 
and that’s a drag, because the demo-
graphic problems are even bigger there 
than in the United States. Dealing with 
it would require real political courage.

what about potentiaL immigRants who 
aRen’t high-skiLLed knowLedge woRk-
eRs? doesn’t bRinging in new, youngeR 
peopLe bRing vitaLity to an economy?
That is true, but it requires a change in 
mindset on how to get those immigrants 
going in their new country. Letting them 
in is the easy part—there’s education, 
housing, social welfare, and health care, 
and all that needs to be organized and 
paid for. Plus, you need to have an econ-
omy that’s less regulated so people can 
easily start new businesses. Even if you 
can, as is more or less the case between 
European countries, these small busi-
nesses need to get a chance to grow.  
The business environment in Europe 
isn’t all that friendly to new start-ups.

Good immigration policies are dif-
ficult and require real commitment 
and wide political support. Even in the 
United States, a country built on immi-
gration, there is concern about destabi-
lizing effects from immigrants on labor 
markets, even though there isn’t much 
evidence for that claim. In a world where 
fortunes are so different between coun-
tries, it quickly becomes unmanageable, 
so very clear and transparent policies are 

needed to allow low-skill people to come in. Effective immigration policies raise tough 
choices that require a lot of political support—who we let in, who we don’t let in, and 
how many. 

Let’s Look at emeRging economies. up untiL the financiaL cRisis, economists Regu-
LaRLy mentioned conceRn about the chinese and indian economies oveRheating. in 
some ways, is it betteR that gRowth theRe is sLowing?
Yes—there was a real risk of overheating and inflation. India was probably going 
faster than its speed limit for many years—as was Brazil, which grew 7 or 8 percent 
in 2010, whereas its speed limit was probably around 4 percent. And the Chinese 
economy certainly was overheating, with inflationary pressures emerging last year. 
That needed to be tackled, because inflation is particularly harmful to emerging 
economies, where it can lead to social unrest among the poor and slow down the 
emergence of a middle class.

But the global crisis and weaker markets for exports have pushed the largest 
emerging economies below their speed limit, and these countries have tried to jump-
start growth in different ways. China has been throwing more capital at the economy, 
especially to state-owned enterprises, and there is a lot of churning of capital in a 
growing unofficial gray market, which usually raises the cost of capital. Of course, 
the return on capital is already so low that adding more capital is not going to create 
significant returns. 

In the case of India, the problem is actually more political than economic. The  
slowdown is complicated by the fact that the markets are not working very well—the 
government’s structural-reform agenda is in ruins, with no political support. India  
really needs to pursue that agenda, because at least two-thirds of that economy is  
still not integrated into the national economy, let alone into the global economy. 

In Brazil, growth has slowed well below 2 percent this year. The government has 
announced a lot of infrastructure investment, but that takes time to get approved 
and get built, so I think Brazil will improve only gradually. The country needs to 
become more productive and more competitive, and it needs to revamp its tax system, 
which is very complicated. Those are challenges that go way beyond quick money for 
more infrastructure. 

aRe the emeRging economies stiLL gRowing in the same way as in the past decade?
No, that’s the biggest and very important change. Once these countries get to 40 or 
50 percent of the development level of the mature economies, the growth model 
has to change. You need more skilled people, you need to do R&D yourself, you need 
companies to be able to integrate into their own value chains, and you need to give 
a larger role to the markets and other institutions, because things get too complex 
for governments to directly control. And growth naturally slows during that transi-
tion. If you have to innovate yourself, it’s much harder than borrowing technology 
from somebody else. In a mature economy, services are more important, and ser-
vices by definition have slower productivity growth; they don’t add as rapidly to 
economic growth.

what does that mean foR big companies in the west?
I think it can be very good news for companies in advanced economies. The markets in 
emerging economies will be more mature and more diverse, needing more and different 
products and services. There will be more demand for sophisticated technology. Going 
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forward, economic growth will be better growth—or at least it could be if countries 
don’t mess it up, policy-wise. 

The most important thing for Western business is to not expect that the same 
type of old growth can continue. It is worrying when I hear business leaders of 
Western companies in China saying that their head offices continue to expect dou-
ble-digit growth. But these will remain strong markets with high-margin markets 
and great opportunities for the best companies to not only survive but thrive.

wiLL we aLL have to shift ouR attitude about futuRe gRowth, foR both economies 
and companies?
Never expect that you can go back to an old normal. We can’t go back to the econ-
omy of the late ’90s and early 2000s—that was a period of extraordinarily rapid 
growth on the back of an IT boom, a huge amount of additional globalization, pro-
liferation in the financial sector, and a lot of deregulation. Some of that growth was 
just not sustainable, and that’s why the whole thing crashed. We have to accept that 
that cannot come back. 

However, some of the gains of those times will ultimately set us up for more inno-
vation and value creation. It might very well be better for people’s quality of life, for 
the environment, for education and health care—again, provided we don’t mess it up. 

when it comes to expectations, what about foR citizens of emeRging countRies,  
who have Long been pRomised westeRn LeveLs of consumption? 
The most frightening scenario is that if we are not able to fulfill the demands of the 
emerging middle classes, and that we are creating a really bad environment, socially 
and economically. 

speaking of middLe cLasses in both emeRging and industRiaLized countRies: i keep 
seeing aRticLes about how u.s. manufactuRing output is Rising but that, at Least in 
that sectoR, it’s a JobLess RecoveRy; manufactuReRs now need onLy highLy tRained 
woRkeRs, and not many of them. is that tRend happening eLsewheRe in the woRLd?
Yes, but we shouldn’t think short-term here, although I acknowledge you have  
no interest in the long term if it’s your job that’s on the line. It is true that a lot  
of the current technology is creating higher productivity growth and fewer jobs,  
replacing existing jobs. That’s existing jobs—there will be new jobs coming around, 
and the question is, “What are these jobs going to be?” Of course, we don’t know, 
but every past technology innovation has unexpectedly opened up new sectors  
that create jobs. One great example comes from our own Help Wanted OnLine  
data, which showed that the number of app jobs—the number of American workers 
spending time creating apps for tablets and smartphones—is now around 500,000, 
none of them existing a few years ago. 

Also, many jobs now originate in a nontraditional labor environment. Labor 
markets are beginning to look very different, with fewer full-time jobs with one 
employer. Many jobs will be more flexible; people will work more independently and 
more ready to switch jobs. This has huge policy implications: Where are you going 
to get your insurance? Who is going to pay for your pension? We need to think hard 
about these issues, because again no policy change can really mess this up.

All in all, I’m reasonably optimistic that we will be able to continue to keep par-
ticipation rates in the economy at a decent level. And with slowing demographics, 
we ultimately need more people relative to the population to do the job.

but who is going to cReate those Jobs? 
it’s been a few yeaRs since peopLe began 
uRging companies to invest the biLLions 
in cash on which they’Re sitting, and 
we stiLL haven’t seen any ReaL invest-
ment. if gRowth wiLL be sLoweR foR the 
foReseeabLe futuRe, wiLL ceos eveR see 
a Reason to invest and hiRe? 
Yes, because it is confidence that needs 
to lead the recovery. Consumer con-
fidence is actually doing reasonably 
well, coming out of a very deep hole. 
It may not yet be strong every month, 
but I think we’re gaining traction with 
the consumer as housing markets im-
prove and the labor market very slowly 
strengthens. Business confidence, by 
contrast, is really low, partly because 
CEOs are worried about the fiscal cliff 
and other policy changes that may or 
may not happen. Companies are hold-
ing back because they’re just not certain 
whether investing now isn’t creating 
a bigger problem for them down the 
road. Confidence is necessary for people 
to extend their perspective again and 
begin to look at investment cycles of 
five years.

is the u.s. poLiticaL staLemate ReaLLy 
pLaying that much of a RoLe in ceos’ 
decisions?
Absolutely, rightly or wrongly.

so if LawmakeRs soLve the fiscaL-cLiff 
pRobLem—oR at Least put it off con-
vincingLy—shouLd we expect a wave of 
investment?
If we get to a “grand bargain” anytime 
soon, so that we have a broadly sup-
ported deficit-reduction strategy, then 
we’ll get more economic growth, the 
most important way to reduce the 
deficit. But we’ll probably look more at 
a fiscal slope than a cliff, and the uncer-
tainty is how fast we’ll go down the slide 
before getting back on our feet. We give 
it half a year, making early 2013 weaker 
in growth than the second half of the 
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year. The underlying dynamics of the 
economy seem to be strengthening.

does it matteR that u.s. coRpoRate 
pRofits Just hit a RecoRd high?
Well, profits are nice, but if you don’t 
see an opportunity to reinvest and to 
grow, your business is under a long-
term threat. You can hold out longer if 
you have a lot of capital on the balance 
sheet, but it doesn’t make you grow. 

if we’Re Resetting ouR expectations  
and Looking at sLoweR gRowth fRom 
now on, how wiLL we know when we’ve 
RecoveRed, so to speak?
For the U.S. economy, we would see  
unemployment below 7 percent and 
perhaps below 6 percent. And people 
need to see rising living standards 
again. Americans are seeing an ongoing 
decline in income growth, and that’s  
really, really bad for the chances of  
recovery. On a philosophical note,  

I don’t think you can speak of recovery if people feel that their kids will be worse off 
than they are. Incomes need to rise for people to sustain their lives and to increase 
the quality of their lives and that of the new generations.

aRe countRies focusing enough, gLobaLLy, on the issue of unempLoyment?
Politicians very well understand that unemployment is a time bomb for their own 
future and that of their constituents. In emerging economies, if many people can-
not make a living or are too close to poverty level, it creates huge social unrest. In 
more mature economies, the bigger concern is to make sure that the participation 
rate in the economy remains relatively high and that people see opportunity for 
building their own lives, whether that is through a formal job, an informal job or a 
volunteer job or staying engaged with society in other ways—something important 
or valuable to do. That’s more important than the absolute rate of unemployment. 
But we should be able to sustain a high participation rate in the economy. 

so the numbeRs Look moRe gLoomy than the ReaLity?
The numbers point at the challenge ahead of us. The reality is that things will get bet-
ter. They always do. The question is where and when and how. We need to make sure 
that it happens sooner rather than later and that it happens in a way that is benefit-
ing a broad section of our economy and population.

Some say we are at a tipping point. Maybe. I’d argue for some reflection, too. This 
crisis has been with us for a couple of years, and it may be with us for a few more, 
and we have to organize our societies, politics, and businesses in such a way that we 
come out of it in a better place. ■

thIs CrIsIs has been wIth us for a Couple of years, and It may be wIth  
us for a few more, and we have to organIze our soCIetIes, polItICs, and 
busInesses In suCh a way that we Come out of It In a better plaCe. 


