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  Table 1 reports growth and labor market patterns for several Oecd economies, including a group of European  countries (PIIGS = Portugal, Ireland, Italy, Greece, Spain) sharing  high government debts and/or other features potentially affecting common currency cohesion. 

  The relevant data before and during last recession (2008-9), show that in Europe:
· Recovery takes more time and is weaker than in the US. 
· Facing recessions is more difficult when goverment size is too big because temporary  spending must be limited by sovereing debt risks.

· Country differences can affect the Euro in its present form or even in itself.

  2009 real GDP  data show the following:
· Strong recessions in 2009 (Japan, Germany, Ireland, Italy)  ≥ 5% 
· Strong recession in  the UK (-4.2%) and in Spain (-3.6%).
· Milder recessions in the US, in France, Portugal and Greece.
Here, 2010 forecasts are the last available (European Commission, May 2010) ad are quite similar to those released in April by the IMF (WEO). Namely, they show:
· No recovery in Ireland, Greece and Spain and small recovery elsewhere (Italy, UK, France, Germany) in a situation where:
· Previous year recession was in general deeper in Europe (-4.2%) than in the US (-2.4%).
Basically, Table 1 shows the following:

· The Irish reversal with respect to previous decade ‘miracle’. 
· To a lesser extent, this reversal characterizes  also Spain. 

· Lower employment and participation rates in  all Med countries but Portugal.
· Productivity fall strongly affects GDP growth and also unit labor costs in the 2009 contraction.

Table 1 - Growth and Labor Markets
	
	Real GDP
	Labor Productivity
	Unit Labor Cost
	Employment Rate
	Participation Rate

	
	85-95
	09*
	10*
	82-92
	09
	02-06*
	09*
	98-00
	09
	98-00
	09

	US
	2.9
	-2.4
	2.8
	1.6
	1.4
	1.8
	-0.7
	72.7
	71.2*
	75.9
	75.6*

	UK
	2.5
	-4.2
	1.2
	1.9
	-3.4
	2.2
	4.9
	71.2
	70.4
	75.6
	76.5

	Japan
	3.2
	-5.2
	2.1
	2.9
	-3.6
	-2.5
	0.5
	77.6
	76.5
	78.2
	81.1

	Germany
	2.7
	-5.0
	1.2
	2.0
	-4.9
	-0.1
	5.2
	68.8
	73.4
	74.9
	80.5

	France
	2.2
	-2.2
	1.3
	2.0
	-1.0
	1.9
	2.8
	62.0
	62.6
	68.6
	69.5

	Ireland
	4.7
	-7.1
	-0.9
	3.4
	0.1
	3.2
	-2.7
	64.6
	63.0
	68.6
	71.5

	Greece
	1.2
	-2.0
	-3.0
	0.8
	1.2
	3.3
	6.3
	57.5
	61.6
	65.0
	68.8

	Spain
	3.0
	-3.6
	-0.4
	1.8
	3.3
	3.0
	0.4
	55.4
	60.0
	63.3
	74.6

	Portugal
	3.7
	-2.7
	0.5
	1.6
	-0.1
	2.5
	4.5
	71.0
	77.6
	74.3
	77.6

	Italy
	2.2
	-5.0
	0.8
	1.8
	-2.4
	3.0
	4.7
	52.9
	58.5
	59.4
	63.3

	Euro Area
	2.5
	-4.2
	1.0
	1.9
	-2.2
	1.7
	4.2
	62.3
	72.3
	73.0
	73.1


Source: Oecd, Economic Outlook # 86, November 2009. Average growth rates and averages;  Employment and participation rates are ratios to the working age population;. * =  European Commission (Spring 2010)  forecasts. 
Table 2 reports General Government data on spending, receipts and balances, comparing an initial year (2000) with the most recent situation (2008-10).  Major problems seem to be  the following:

· Government spending is increasing, especially because of  the 2008-9 recession. As in Reinhart and Rogoff (This Time Is Different, Princeton, 2009) sovereign debt crises follow bank crises.
· How can governments prove that extra-spending is transitory only?

· Spending increase is bigger in the Anglo-Saxon countries (US, UK, Ireland). Is this pattern related to reversible discretion only?  Does temporary spending refer to smaller government size? A related explanation could also be that government spending in the EU is not enough countercyclical or else that is not countercyclical at all.

· Spending increase is milder in continental Europe where debt constraints (e.g. Italy) are binding. 
· Debt constraints are  weaker in Spain and Portugal where, however,  other factors operate [see Table 3]. However, these two countries increase government spending more than others in the EU.
· Receipts shares change less, being everywhere more automatic than spending components are. 
· Current recession has been matched by large deficit increases: in 2009, US, UK and Ireland exceed the 10% threshold which is also reached by Greece: a country facing severe debt problems. 
· Primary deficits are also negative during the recession: in some cases they are very large (UK, US, Ireland, Greece, Spain, Portugal), being simply large elsewhere.

Table 2 – Total Government Spending, Receipts and Balances (GDP shares)
	
	Spending
	Receipts
	Balances
	Primary Balances

	
	2000
	2008
	2009
	2010
	2000
	2008
	2009
	2010
	2000
	2008
	2009
	2010
	2000
	2008
	2009
	2010

	US
	33.9
	38.8
	39.8
	39.3
	35.4
	32.3
	28.8
	29.3
	1.5
	-6.5
	-11.0
	-10.0
	3.2
	-4.3
	-8.4
	-7.2

	UK
	36.6
	47.5
	51.7
	52.6
	40.3
	42.2
	40.2
	40.6
	3.7
	-5.3
	-11.5
	-12.0
	3.0
	-3.4
	-9.5
	-9.3

	Japan
	39.0
	37.1
	42.6
	43.0
	31.4
	34.4
	35.7
	36.2
	-7.6
	-2.7
	-6.9
	-6.7
	-5.3
	-5.6
	-4.2
	-4.0

	Germany
	45.1
	43.8
	47.7
	48.0
	46.4
	43.8
	44.3
	43.1
	1.3
	0.0
	-3.3
	-5.0
	0.9
	1.3
	-0.7
	-2.3

	France
	51.6
	52.7
	55.6
	56.1
	50.1
	49.3
	48.1
	48.2
	-1.5
	-3.4
	-7.5
	-8.0
	0.4
	-1.2
	-5.2
	-5.4

	Ireland
	31.3
	42.0
	48.4
	47.1
	36.1
	34.9
	34.1
	35.4
	4.8
	-7.2
	-14.3
	-11.7
	4.8
	\-6.9
	-12.2
	-8.8

	Greece
	46.7
	48.3
	50.5
	48.4
	43.0
	40.6
	36.9
	39.0
	-3.7
	-7.8
	-13.6
	-9.3
	2.5
	-2.0
	-8.5
	-4.0

	Spain
	39.1
	41.1
	45.9
	45.7
	38.1
	37.0
	34.7
	35.9
	-1.0
	-4.1
	-11.2
	-9.8
	1.7
	-1.7
	-9.4
	-7.6

	Portugal
	43.1
	46.0
	51.0
	51.0
	40.2
	43.2
	41.6
	42.5
	-3.0
	-2.8
	-9.4
	-8.5
	-1.0
	0.5
	-6.6
	-5.5

	Italy
	46.1
	48.7
	50.7
	51.0
	45.3
	46.0
	46.6
	46.0
	-0.9
	-2.7
	-5.3
	-5.3
	4.1
	2.2
	-0.6
	-0.7

	Euro Area
	46.3
	46.9
	50.7
	51.0
	46.2
	44.9
	43.9
	43.8
	-0.1
	-2.0
	-6.8
	-7.2
	1.7
	0.5
	-4.2
	-4.3


Source: Oecd, op.cit.  and European Commission for 2009 data and 2010 forecasts.
  Comparing government debt ratios, Japan is at the very top. However, Japan’s situation has two distinctive features:
· The gross debt (Maastricht criterion) is indeed the largest one, being about twice of nominal GDP: however, Japan’s net debt ratio is still large but is about the same of Italy, it being around 100% of nominal GDP (Oecd, EO86).

· Overall, the government size [e.g., (Spending+Revenues)/2*GDP] in Japan – like in the US – is  less than 40% of GDP. The same number in Europe is close  to 50% and even more so in some case (France).

·  Japan’s debt is potentially (partially?) compensated by current account surpluses and large private savings. 
  These features are important also for other countries and can help to evaluate how sustainable the government debt is, especially in the EMU case where exchange rate adjustment cannot be pursued within the same area.
Table3: Gov.t Debt, Household Wealth and Current Account  Balances (% GDP Shares)
	
	(1) Govt Debt/GDP
2009-11
	(2) Household Wealth
	(3) Household 
Liabilities
	(4) Savings
	(5) 
Current Account
	(6)
Relative Unit 

Labor Cost Index  
	(7) 
Spread

	
	09
	10
	11
	00
	08
	00
	08
	08
	08
	09
	09
	June 1, 2010

	US
	83.9
	92.4
	99.5
	579.4
	489.7
	99.6
	131.6
	12.1
	-4.9
	-3.0
	95.5
	65

	UK
	66.1
	78.2
	89.2
	768.1
	759.6
	117.1
	181.4
	15.1
	-1.6
	-2.6
	85.0
	92

	Japan
	189.3
	197.2
	204.3
	747.7
	727.8*
	134.6
	127.7*
	27.0*
	3.2
	2.5
	91.9
	-138

	Germany
	74.4
	79.1
	82.5
	536.6
	628.0*
	174.5
	98.3
	25.8
	6.6
	4.0
	92.4
	-

	France
	76.2
	84.2
	90.8
	552.5
	750.1
	76.8
	100.2
	18.9
	-2.3
	-2.1
	101.0
	27

	Ireland
	61.3
	76.7
	87.9
	-
	-
	-
	-
	16.9
	-5.4
	-2.8
	94.8
	225

	Greece
	111.5
	119.9
	126.8
	-
	-
	-
	-
	7.1
	-14.6
	-11.1
	107.8
	523

	Spain
	52.0
	60.1
	66.9
	-
	-
	-
	-
	20.0
	-9.6
	-5.3
	111.1
	165

	Portugal
	74.9
	82.0
	88.2
	-
	-
	-
	-
	10.2
	-12.1
	-9.7
	97.1
	217

	Italy
	114.8
	118.3
	120.9
	762.7
	863.9*
	52.8
	72.1*
	18.2
	-3.4
	-2.7
	120.0
	150

	Euro Area
	78.7
	84.8
	89.7
	-
	-
	-
	-
	-
	-0.8
	-0.6
	106.6
	-


Source: Oecd, op.cit. Cols: (1) =  General Government Debt to GDP ratios (Maastricht Definitions, except for Japan and the US; 2010 and 2011 are Oecd forecasts); (2) =  Household Net Wealth (% of nominal disposable income; (3) =  Household Liabilities  (% of nominal disposable income; (4) = Gross National Saving (% of nominal GDP; (5) = Current Account Balances  (% of nominal GDP); (6) = Weighted relative unit labor costs in manufacturing (2005=100). The index (Oecd, EO86) is in dollars: its rise indicates that competitiveness deteriorates ; (7) = Spread between national and Germany 10-year government bonds yield basis points (Thompson Reuters); * =2007 data.
  Table 3 displays General Goverment debt data along with other variables (wealth, savings, current account), related to its sustainability or else to market indicators of the sovereign debt risk: Column (6) reports a competitiveness indicator based on relative unit labor costs in manufacturing. The index appreciates when relative unit labor costs rise and the exports become less competitive,  as it is found for Italy and to less extent for Spain and Greece.  Finally, Column (7) reports the spread between 10-year government bond and the corresponding Germany bond.

 Major indications seem to be the following:

· Because of the recession, government debt rises everywhere: however, in the US this corresponds to a large reduction in the household wealth ratio, whereas in other cases (France, Germany, Italy) household wealth increases with respect to the disposable income level.
· High-debt countries such as Japan and Italy have also a very large household wealth stock. Generally, in continental Europe and in Japan most of the wealth is made by real components (houses) while most of the household liabilities are made by mortgages. This holds in the US too.
· Domestic private savings ratios confirm well-known differences. Moreover, within the Euro area, savings constitute a small GDP share in Portugal and, especially, in Greece.

· Comparing the saving data with the current account data during the crisis (2008-9), it appears that Japan and Germany only have positive, permanent, surpluses.  
· In the other cases,  the worst results apply to Portugal and, especially, Greece: both countries are also characterized by insufficient private savings.   Some problems involve Spain too.
· The two spread variables refer to last data (June 1, 2010) and are, obviously, exacerbated by most recent patterns that include also short-run influences.

· The last column (7) shows the spread with Germany and indicates once more that major problems are in Greece. The spread is big for Ireland too. 
