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I. FACTS ARE OUR FRIENDS
This book focus on the European economy. Not on its political aspects. And it states facts, shying away from judgments
and opinions.
Sure, that the European project is
not only economic, but also political.
And Europe is politically a success, as
it brought peace. After all, what were
the two world wars initially, if not
European civil wars? As Jean Monnet
noted, “there would be no peace in Europe if the states were to rebuild themselves
on the basis of national sovereignty”.

Jean Monnet

But as chapter five analyzes, a weak economy (33% below
the USA GDP 1 per capita and 22% in productivity per per1 - Gross domestic product.
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son), has strong negative impacts which extends far beyond
the economic arena.
First, it precludes the social model as there are some virtues
that only the rich can have; second, it makes far more difficult
the promotion of European values across the world, since
people tend to listen more to the wealthy; and third and most
of all, it harmens liberty: with high productivity, Europeans
have a choice between (more) leisure, or (working longer for
more) money. They can opt. They are free to choose. But if
productivity is low they are condemned to work harder and
harder only to make ends meet.
So, economy is paramount. And the best way to address it
is with official statistics and facts.

Franklin D. Roosevelt (1882-1945)

Please don´t bring
opinions; bring facts...
(label on top of his desk)

1 - Andy Grove, former Intel CEO.

As Aldous Huxley pointed
out, facts are obstinated: they
don’t disappear just for being
ignored. On the contrary: they
become even more dangerous,
since denial doesn’t change
reality but can make it deadly 1.
And so, as the former Chinese
leader Deng Xiaoping insisted:
we must seek truth in the facts,
since facts are our friends.

I. Facts are our friends

But what are those facts 1?

Where did we start?
As a peace project among
adversaries.
What is our greatest
accomplishment?
The spread of stability and
democracy across the continent.
Javier Solana

And what is our task for the
future?
To make Europe a global power,
a force for good in the world.

1 - In the analysis which follows we will compare the USA and EU15; not the EU28, Eurozone or even exclude the UK from the analysis, because of the Brexit.
The reasons are straightforward. The EU15 is the core of Europe and so its members have
had far more time to experience the benefits from the absence of trade barriers, scale
and experience effects.
So, if we were to compare EU28 instead of EU15 against the USA, the results would be
still worse for Europe.
On the other hand to use the Eurozone would exclude the UK from the analysis which,
(regardless of the Brexit) has been both an important EU member (its GDP represents
16% of the EU15 total GDP) and a long staying member (since its entry in 1973). And the
results which are presented next would not differ significantly.
Thus again, it is preferable to include the UK in the analysis to erase any doubts that the
EU non competitiveness is a problem neither of the euro, nor of today.
In short, henceforth, whenever one writes Europe and unless otherwise explicitly mentioned, it is meant EU15.
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There is first the GDP per hour ( 1 in figure four) which is
the productivity per hour, the amount of value that each hour
of labor produces. That multiplied by the number of hours 2
that those employed work, gives the productivity per person
(see that the variable hour crosses out both in 1 and 2 ).
Then if we multiply the productivity per employee by the %
in total population of those who are in age of working, the so
called active population 1 ( 3 in figure four) and by the employment rate (1 – unemployment rate) and which corresponds to
those in the active population who have indeed a job, we end
up with the GDP per capita (the variables employed population
and active population crosses out in the formula of figure four).
So, to understand why the US GDP per capita is 33% above
Europe’s one must focus on the four parcels of figure four:
1. Productivity per hour;
2. Number of hours worked;
3. % of active population; and
4. Rate of (un)employment.
As it happens, Europe is worse than the US in all variables,
except in the activity rate, which is similar (around 50% in the
right end top of figure five) being highest in Japan (53,6%).
1 - The active population are those within a country’s total population which are either
employed or unemployed. In the first case be it full time or part time and in the second
case including both short term or long term unemployment. The inactive population (that
is, the total population less the active population) is the sum of five components: 1) those
who do not wish to work (housewives, etc.), 2) pensioners (people with serious and long
term illnesses, etc.), 3) students, 4) those who for some reason are not immediately
available and 5) all who have given up seeking a job.

IV. THE INITIAL CAUSES (AND SOLUTIONS)
We can divide the original causes of why the USA is so
much more productive (per hour and employee) and enjoy
such a better standard of living into five categories (see figure
eight): 1) the body; 2) the heart; 3) the mind; 4) what goes on
in the productive units (the organizations); and finally 5) the
system where everything is immersed. Let’s briefly see one
by one.
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Figure 12: Correlation between the % of population (25-64 years) with higher
education and the GDP per capita PPP
GDP per capita PPP, 2016 dollars2
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Sources: 1OECD, 2016; 2World Economic Outlook, IMF,
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April 2017
Note: Correlation calculated with the 44 countries for which there is
available data for the % of population (25-64 years) with higher
education.
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Much has been said about differences in work ethics, not
only between the US and Europe, but also between the “two
Europes”: North and South. And there are (among others)
three indicators, frequently used.
The first is the number of hours worked, which as per figure six before is about 11% more in the USA than in Europe.
A second indicator is the number of paid vacations per
year. In the USA? 9 days. In Japan? 15. EU15 average? 26. 1

1 - Source: Eiro, Working time developments, June 2014. Latest data available.

IV. The initial causes (and solutions)

Then, the highest the degree of
competition in the private sector,
the greatest the stimulii for all organizations to give their best in order
to survive and continually improve.
Making of every competitor a helper.
E. Burke

As a consequence there is a strong
correlation between the economic
freedom and GDP per capita in figure
sixteen.

A competitor
is a helper.

Figure 16: 2017 Curve of economic freedom
A comparison of Economic Freedom and Wealth

Correlation coefficient = 0,63

Hong Kong
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New Zealand
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Venezuela

Source: Heritage Foundation, 2017
Note:

The richest countries in the world (Singapore, Ireland,
United Arab Emirates, Switzerland), are also the economic
freest (2nd, 9th, 8th, 4th), respectively.
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Figure 20
In Conclusion: Original Causes

+ Younger population
+ Proud/motivation
(American exceptionalism)
+ Instruction
+ Work ethics
Greater innovation
+ Economic freedom
+ Transparency
Greater political cohesion

± Management quality
~ % women in
workforce (+ diversity)

+ Ethical behavior of firms
Greater economic
cohesion

Europe is superior in the two variables (in blue) of ethical
behavior of firms and greater economic cohesion. And both
the US and Europe are similar in the variables in green: management quality (although the US is here still somewhat
better) and participation of women in the work force.
Then as systematized by figure twenty one, these twelve variables impact upon the five others of the system, companies,
head, heart and body 1; which by its turn imply the four others
of productivity per hour, number of hours worked, activity
rate and unemployment rate, which finally (as by figure four
before) explain the GDP per capita difference of 33%.
1 - Of figure eight before.

IV. The initial causes (and solutions)

So, there are exceptions. Recalling Margaret Fuller’s saying
that nature provides exceptions to every rule.
However, there are no exceptions to the rule that the rule rules
over the exceptions.
Thus, let’s see in the next chapter why the rule (of Europe’s
low productivity) matters.
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The final reason why we need a strong European economy
respects the promotion of European values: freedom, trust,
civility, solidarity.
Promoting these values worldwide requires diplomacy and
the willingness of the people to listen. Both require wealth
since people listen more to the rich than to the poor.
And there is no one which can promote these values as
Europe can. Not the emerging powers as illustrated by the
left side of figure twenty six which ranks several countries
in terms of democracy: freedom of speech, of the media, in
politics, independence of the judicial system, government
accountability and gender equality in education and work.
Figure 26
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Democracy index: world ranking, 2016
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