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The Goldilocks economy of the United States in
- comparison with Europe: an analysis with EUROMON

 The economic development in the United States bas been very successful over the past decade, with
Zang economic growth being accompanied by relatively low inflation. This article explores this
development, comparing the economy of the Uniled States with that of the Emu. In addition, it
considers the contrasts between the large and small EMU countries as regards the correlation between
inflation and unemployment. Analyses based on simulations using the Bank’s multicountry
model EUROMON show how the economy in the United States would have developed in
circumstances more typical of a ‘standard economy’, to which the traditional Phillips curve
applies. Subsequently, also drawing on simulations, this article discusses several aspects of the new
economy in the United States and the Emu, i.e. spending impulses in combination with more scope
for market forces, and in combination with technological progress, for example, in the field of

computers and information.




The Goldtlocks cconny of the United States

Introduction

For some time now, attention has on all sides been
focussed on ‘the new paradigm’ of the ‘new economy’,
which applies to the United States in particular.' The
American economy is characterised by prolonged, high
economic growth concurrent with low inflation. This
practically ‘recession-less and inflation-less’ period
started in 1997 and has not come to a halt since.

One significant cause underlying these flourishing
developments is the high pace of developments in the
field of information and communication, which so far
have had a tremendous impact on the American econ-
omy. As Europe, too, is becoming acquainted with the
possibilities of the new technologies, it is not unlikely
that sooner or later ‘the new world” will also gain
ground in Europe.

The contrasts between small and large countries in
Europe are striking. Compared to Ireland, Denmark or
the Netherlands, for example, in recent years the great
powers Germany, France and Italy have registered a
markedly lower economic growth attended by high
unemployment as well as by a relatively low inflation.
As of old, this development may still be ascribed to
traditional economic patterns.

In some smaller European countries, including the
Netherlands, economic growth has exceeded the trend
growth for some years now, being accompanied by a
noticeable decrease in unemployment. Inflation, on the
other hand, has slightly risen to or above 2%. Con-
sequently, the term ‘new economy’, defined as a sus-
tained above-trend growth combined with a relatively
low inflation, does not (yet) apply to these countries.

Just like Japan, Europe trails behind the United
States when it comes to investment in research and
development. Figures show that in 1998 expenditure on
information technology as a percentage of Gpr in the
euro area amounted to just slightly over 5%, against 8%
in the United States, Compared to Furope, the use
made of the Internet in the United States is higher by a
factor of five. Together with ongoing integration,
continuing globalisation, more scope for market forces
and the positive economic growth anticipated for the
coming period, a further advance of information and
communication technology might be conducive to a
favourable economic development.

The following paragraphs discuss the development
in the United States in comparison with the Economic
and Monetary Union (Emu), on the basis of simulations
using the Bank’s multicountry model EUROMON as an
analysis instrument, The outcomes of these simulations
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give an impression of the effects produced in the event
of a traditional economy, and are compared with cases
assuming a freer play for market forces or a more
advanced technological progress. The simulations were
performed for the United States and the Emu.

The traditional economy as represented by the
Phillips curve

In the fifties, the economist A.W. Phillips (1958) studied
the trade-off between inflation and unemployment.
Phillips concluded that high-inflation periods were
attended by low unemployment and vice versa. This
trade-off is referred to as the ‘Phillips curve’.* Implicit
in the Phillips curve is the assumption that monetary
policy may influence unemployment. According to
this view, a broad monetary policy promotes domestic
spending in the short term, resulting in increased
production and employment, which, in turn, feeds
through into higher prices. If price stability is pursued,
this calls for a tighter monetary policy. The reverse
applies in the case of a tight monetary policy.

The effect of the Phillips curve is disputed. Milton
Friedman and Edmund Phelps were the first to query
openly the premise of a trade-off between unemploy-
ment and inflation, arguing that, all other things being
equal, higher prices would cause domestic spending
and, consequently, employment to decrease. In other
words: the economy will return to its baseline. In their
view, monetary policy cannot influence employment
in the long run, since it cannot produce real effects.
Some equilibrium theories assume that unemployment
reverts to an equilibrium level or the ‘Naru’ The
Phillips curve also got out of favour in periods of
stagflation, cf. the seventies, in which low economic
growth went hand in hand with relatively high infla-
tion.

Data for some countries clearly suggest a trade-off
between unemployment and inflation. This is illustrat-
ed by Chart 1, which reflects the unemployment and
inflation figures for the United States and the EMU on
the basis of the annual figures for the period 1980-1999.

For the Emu, the relation between unemployment
and inflation is negative; high (low) unemployment did
not coincide with high (low) inflation. For the United
States, however, the nature of the relation between the
said factors is less evident, since several times inflation
was relatively low — i.e. approximately 1 to 3% — while at
the same time unemployment did not rise above 6%.

Chart 2 covers unemployment and inflation in the
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Chart 1 Unemployment and inflation
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United States in the shorter time span of 1992-1999.
From this chart it appears that, instead of being
negative, the trade-off between inflation and unem-
ployment is even positive. This suggests that during the
period under consideration, there was no trade-off as
assumed by Phillips.

Chart 2 Unemployment and inflation in the
United States, 1992-1999
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The new economic development in the United States

The unemployment and inflation developments in the
United States as reflected in Chart 3 for the period
1980-1999 show how during the eighties times of high
(low) inflation were attended by low (high) unemploy-
ment. From 1992, however, both unemployment and
inflation diminish. In 1995, unemployment dropped
below 5.5% — by some regarded as the NaIRU level — and
in 1999 to as little as 4% even. Despite this low unem-
ployment figure, inflation dropped to an average of
1.6% in 1908. Strikingly, the period in which both unem-
ployment and inflation dropped covers as many as
eight years, from 1992 up to and including 1999.

It is hard to account for the changing relation
between unemployment and inflation. Labour produc-
tivity growth is often adduced as the principal cause.
Between 1992 and 1999, this growth varied between 0.9
and 2.8% on an annual basis (for the entire economy).
This signifies that production per worker in the United
States continued to rise and, at the end of the nineties,
at a considerable pace. This is exceptional after a boom
of several years. Often, the increased production capac-
ity is mentioned in this connection. The potential pro-
duction, being the maximum production of goods that
can be realised given the available capital goods supply
and the labour potential, is said to have expanded
considerably. This explanation appears to be plausible.
A higher potential production may have absorbed the
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Chart 3 Unemployment and inflation in the United States
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increased demand and also resulted in a higher Gor or
employment growth.

However, this explanation fails to account for the
new paradigm. Usually, this phenomenon is attributed
to two factors', the first being the ongoing globalisation
and deregulation, and the second, the accelerated
advance of information and computer technology
(briefly: 1c1). Globalisation results in an increase in
international trade because borders and trade barriers
are lifted. Furthermore, deregulation and increased
competition lead to narrower profit margins and, pos-
sibly, also greater cost efficiency. In the case of the
United States, the second factor may well be considered
even more essential. The use of the Internet, mobile
phones and other means of communication has grown
at a super-fast pace. These means enable users to select,
at little cost, the least expensive products world-wide as
well as selling their products in the shortest possible
time. Making for greater efficiency, the said advantages
help cut the cost of inventory control. Both trends, i.e.
globalisation and 1T, promote electronic commerce,
facilitate production, reduce costs and reach the major-
ity of the sectors in the economy.

Consequently, the fact that inflation in the United
States has continued to be moderate despite continuing
high growth should be attributed to developments on
the production side and to price and cost competition
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having grown fiercer. On the other hand, neither higher
import prices, nor nominal wage claims or foreign or
domestic financial crises have exerted serious pressure
on inflation in the United States.

Macro-economically, the prolonged high economic
growth, the low unemployment and the moderate infla-
tion have led to fewer expenditure cuts and boosted
interest in equity investments. As a consequence, share
prices have jumped considerably. Profits on invest-
ments have meanwhile become a mainstay of the sus-
tained growth in spending. It may justly be wondered
how long a boom of this magnitude can be sustained.

Supporters of the ‘new economy’ more and more
often project that the American economy has turned
into a higher trend growth path. Formerly - it is
assumed — the trend growth fluctuated between 2 to
2.5%, whereas now it varies between 3 to 3.5%. On this
higher path, the cycle would be able to develop further
with alternating periods of slumps and booms, like
before. The question whether this high growth is here
to stay, or whether the past decade of a booming econ-
omy in the United States was nothing but an inciden-
tal, be it prolonged, interlude, will not be answerable
until after a great many years,
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Table 1 The United States and the EMU

Growth rates in percentages, unless indicated otherwise

The Goldilocks ccopouey of the Tntted States

1992 1993 1994 1995 1996 1997 1998 1999
United States
Real cop 3.3 2.4 4.0 2.7 3.7 4.5 4.3 4.0
Real private consumption 3.2 3.0 3.8 31 3.3 37 4.9 5.3
Real investment 3.4 8.4 8.9 9.8 10.0 10.7 127 8.3
Consumer prices 3.0 3.0 2.6 2.8 2.9 2.3 1.6 2.2
Unemployment (in percentages) 75 6.9 6.1 5.6 5.4 4.9 4.5 4.2
Labour productivity for the overall economy 2.7 0.9 16 12 2.2 2.2 28 2.5
Unit labour wage bill for the overall economy 2.1 2.2 1.2 1.9 0.9 18 2.8 25
EMU
Real cor 1.4 -0.9 2.4 2.2 1.4 23 2.8 21!
Real private consumption 1.8 0.9 1.4 1.9 1.4 16 2.9 247
Real investment 0.5 -6.3 2.6 2.5 0.9 2.1 4.3 4.9
Consumer prices 4.4 37 3.0 2.9 2.3 17 1.2 1.2
Unemployment (in percentages) 9.2 10.9 17 1.4 1.6 11.6 10.9 10.0
Labour productivity for the overall economy 2.3 1.0 3.3 17 1.6 24 19 07°
Unit labour wage bill for the overall economy 5.0 4.3 0.2 2.2 14 0.3 0.2 1.7

1 Provisional B projection figures,
Source: De Nederlandsche Bank and oEco.

Some key figures for the United States and the EMU

The economic situation in most European countries
differs from that in the United States in many respects.
The American capital market, for example, is much
better developed than its European counterpart and the
American labour market typically has a higher mobil-
ity, also because of the relatively simple hiring policies
and dismissal procedures. In most European countries,
Jabour mability is lower, even during periods of an
economic boom. These differences have existed for a
long time already. The other important differences are
related to investment in software and computers and,
more generally, expenditure on research and develop-
ment, which are all higher in the United States.
Furthermore, while in Europe the Internet and other
means of communication are yet to be introduced on a
large scale, the United States has a network economy in
which these tools play a prominent role.#

Within Europe, the advent of the EMu made for new
dynamics. Interest rates and inflation in the euro area
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have meanwhile converged appreciably. Besides, in the
run-up to the Emu, inflation has dropped to a much
lower level. The common European market has
brought a rise in mergers and take-overs, both national
and international. Also, many sectors have made head-
way in the field of deregulation and liberalisation.

To afford more insight into the differences, several
macro-economic figures applying to the United States
and the Emu for the period 1992-99 are presented in
Table 1. The most striking difference is in economic
growth. The tremendous increase of domestic con-
sumption and investment in the United States has
resulted in Gpp growth of at least 4% for each of the past
three years. In addition, in 1998 inflation in the United
States declined to 1.6%. Economic growth for the Emu
as a whole was evidently lower and inflation in the
period prior to EMu, which started in 1999, dropped to
a very low level. One aspect to strike the eye is that
unemployment dropped despite inflation in 1998 and
1999 staying low. A comparison of labour productivity
figures in itself does not show exorbitant differences
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Chart 4 Unemployment and inflation in eight Emu countries
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between the United States and the EmMu’ Another
difference standing out is that the growth of the
American labour productivity in 1996-1999 accelerated
to approximately 2.5%, even after several years of a
booming economy.

Germany, France and Italy carry much weight in the
emu. These countries largely account for, e.g., the rela-
tively moderate rise in consumer prices in the period
1997-1999. While having dropped these past three years,
the level of unemployment is still relatively high (1o-
11.6%). Again, this is primarily attributable to the large
three countries.

The differences between the EMU countries are large,
as is illustrated by Chart 4, which shows the individual
unemployment and infladon figures for Germany,
France, Italy, Spain, the Netherlands, Belgium, Finland
and Austria, also for the period 1980-99. In the large
three countries, unemployment is high and persistent -
approximately 11% in 1997, but diminishes appreciably
in Germany and France as of 1997. Inflation declined
sharply across the entire period. In Italy it even reached
its lowest level in 1999. The smaller countries, but also
Spain, on the other hand, present a different picture.
Besides a stable or sometimes slightly rising inflation at
the end of the period, these countries are marked by a
sharp decline of unemployment. This is the result of
higher Gpp growth. Because of, among others, interest
rates being low in the run-up to the Emu, these econ-
omies have profited in terms of economic growth,
whereas Germany, France and Italy were experiencing
more difficulty stimulating economic growth. In ex-
change for growth, these smaller countries have had to
pay a price in terms of slightly rising inflation. Spain 1s
the most remarkable EMu member, since this country
clearly profited by the new developments, with unem-
ployment dropping by almost 8 percentage points in
the period 1996-1999.

The other EMU countries, Ireland, Luxembourg and
Portugal show economic pictures that resemble those of
small countries rather than those of the large countries,
owing to a combination of decreasing unemployment
and slightly rising inflation (save for Luxembourg).

An analyses with EUROMON

To gain more insight into aspects of the ‘new economy’,
a number of simulations were performed using the
Bank’s macro-economic model, EUROMON.® EUROMON is
a multicountry model for eleven European countries,
the United States and Japan. Aspects of the ‘new econ-
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omy’ are analysed on the basis of a number of impulses
that cach influence wage and price developments,
assuming that the pursued monetary policy is not
changed. The simulations were first performed for the
United States, showing the effects of the American
inflation, unemployment and labour productivity.
Similar simulations followed for the eMu.7 Of these, the
effects of inflation, unemployment and labour produc-
tivity in the EMU are presented.

The first simulation shows the consequences of a
spending impulse that increases cor growth by one
percentage point during five years. Assuming that GP
growth in the baseline projection is 2.5%, this simula-
tion represents the additional epp growth, ie. econ-
omic growth of 3.5%. This simulation may be inter-
preted as a prolonged period in which epr growth
exceeds trend growth. The United States have known
such a period of prosperity in the past few years. The
simulation will first be performed for the United States.
After that, however, it will also be performed for the
EMU, to enable an analysis of the possible differences
between the United States and the Emu. The second
simulation shows the effect of higher cpr growth in
combination with a freer market mechanism. This is
simulated by means of a spending impulse that, just like
in the previous simulation, leads to a Gpp growth
increase by one percentage point during five years,
together with a once-only decrease of consumer prices
by one percentage point. The consumer price cut may
be interpreted as a reduction of profit margins. Many
supporters of the ‘new economy’ consider globalisa-
tion, with effects like lower profit margins, one of the
causes of the recent economic development in the
United States. This simulation may therefore be re-
garded as one aspect of the ‘new economy’.

In the third simulation, higher economic growth is
attended by an equally high rise in production capacity.
This time, a spending impulse which, just like in the
first simulation, leads to GDP growth by one percentage
point in five years, is combined with a production
capacity increase by one percentage point. This increase
may be regarded as a rapidly implemented new devel-
opment in the field of 1c1, which makes for a higher
output at the same labour force. So, just like the
previous simulation, this one sheds light on one aspect
of the ‘new economy’.
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Table 2z Effects of a gpp growth increase by one
percentage point during five years

Effects in percentages, unless indicated otherwise

United States EMU
Year 1 2 5 1 2 5
Inflation 0.0 03 19 01 02 11
Unemployment 04 -10 -35 01 05 -17

Labour productivity
market sector
(in percentages) 05 08 07 09 16 30

The effects of higher economic growth in combination
with a spending impulse: simulation one

Table 2 presents the simulation results for the United
States and the EMu in the event of a domestic spending
impulse leading to a cpp growth exactly 1 percentage
point above trend growth for five years. Assuming that
the monetary policy is not changed, it may be expected
that during such a period employment and inflation
increase significantly.

And that is what Table 2 shows. In the United States,
inflation has been gradually rising by 1.9 of a percentage
point in five years’ time. The rise in domestic spending
is boosting employment. Assuming that labour supply
does not change, unemployment in the United States
will fall relative to the basis by 0.4 of a percentage point
in the first year and 3.5 of a percentage point in the fifth
year.

These employment effects may appear considerable,
even for a prolonged period of boom. From Table 1, for
example, it follows that during the period of boom in
the United States, actual unemployment declined by
1.9% in 1992-1997, i.e. from 7.5% to 4.9%. One of the
principal factors contributing to the effects on unem-
ployment in the simulations is the constant level of
labour supply. In reality, though, an economic boost
and rise in employment have an impact on labour
supply. This phenomenon was also perceived in the
United States in the past decade. In addition, the
United States has seen an increase in mergers and
labour productivity, which, during the period of boom,
also led to labour shakeouts, Labour-saving new tech-
nologies have rendered jobs redundant and created new
jobs alike. On the labour market, the shed labour
potential was largely absorbed by new jobs.*

62

According to the simulation results listed in Table 2,
which are not based yet on the ‘new economy’, unem-
ployment and inflation interact. The spending impulse
directly results in extra employment. The rise in labour
productivity and the fall in unemployment exert an
upward pressure on wages. As a consequence, unit
labour costs increase, if slowly, in the longer term, caus-
ing consumer prices to rise. Besides, the output gap,
representing the tension on the commodity market,
exerts an upward pressure on consumer prices.

The results for the MU show a similar development,
be it that the effects are more modest. While, driven by
the spending impulse, employment picks up, labour
demand within the Emu responds less quickly to the rise
in domestic demand. This is to be attributed to rigidi-
ties in the labour market, which in EUROMON translate
into a more persistent demand for labour. Compared to
the American labour market, staffing adjustments in
Europe are more expensive and time-consuming due to
dismissal and hiring procedures being more complex.
This not only accounts for the comparatively slow pace
at which unemployment in the EMU declines, but also
explains why in the Emu inflation rises more gradually
than in the United States. After all, the nominal wage
bill increases at a later stage due to the slower decline of
unemployment. As the employment recovery pace in
the emu is slower than in the United States, labour pro-
ductivity in the Emu is higher. After five years, inflation
in the MU has risen by 1.1 of a percentage point. In the
fifth year, unemployment in the EMU has dropped by 1.7
of a percentage point, against 3.5 of a percentage point
in the United States.

Table 3 Effects of a consumer price decline by one
percentage point in the first year and a Gpr growth
increase by one percentage point during five years

Effects in percentages, unless indicated otherwise

United States EMU
Year 1 2 5 1 2 5
Inflation -0 07 08 0.9 -0.8 -0.0
Unemployment 00 0.6 -37 0.0 -0 -18
Labour productivity
market sector
(in percentages) 08 16 06 11 21 31
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The effects of a freer market mechanism and higher
economic growth: simulation two

Globalisation and more deregulation enhance compe-
tition. It is generally held that the United States has
succeeded in benefiting a great deal from this ‘new
economy’. To show the effects of a freer market mech-
anism, Table 3 presents the effects of a positive domes-
tic spending impulse in combination with falling con-
sumer prices. The decline of consumer prices may be
interpreted as narrowed profit margins for the domestic
producers. It remains confined to the first year,
amounting to 1% precisely. The domestic spending
impulse does not differ from that of the previous simu-
lation in terms of extent and duration: a 1 percentage
point higher cpr growth in five years.

In the United States, the decline of consumer prices
reduces inflation by 1% in the first year. The increase of
domestic spending has a positive effect on employ-
ment. In the first year, however, this increase is offset
by the effect of real wages, which rise as a result of the
sharp drop in consumer prices. As a result, unemploy-
ment does not change. After the first year, however,
unemployment starts to decline, since GDP continues to
grow and consumer prices have ceased their decline,
causing labour demand to pick up.

A similar simulation performed for the Emu yields
the same pattern. Employment develops favourably as
of the second year, but - just like in the previous simu-
lation — at a slower pace than in the United States.
Initially declining sharply, inflation rises in the long
term, while unemployment decreases uninterruptedly
in the first year.

So, unlike the previous simulation, in which only
spending impulses were given, in this simulation, which
proceeds from a freer market mechanism, both infla-
tion and unemployment decline in the short term.

Effects of a technological shock and higher economic
growth: simulation three

Besides the effect of globalisation, the term ‘informa-
tion and communication technology is also frequently
being heard in discussions about the ‘new economic
paradigm’. It is said to increase the production capacity,
since the new form of networking it has brought facili-
tates the production process by reducing the costs of
inventories, enhancing the transparency on labour and
comimodity markets, etc. To afford insight into the con-
sequences of such a positive shock on the supply side,
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Table 4 Effects of a potential production increase
by one percentage point and a Gor growth increase
by one percentage point during five years

Effects in percentages, unless indicated otherwise

United States EMU
Year 1 2 5 1 2 5
Inflation 0.0 00 0. 0.0 01 0.1
Unemployment 04 09 -26 01 -04 -13

Labour productivity
market sector
(in percentages) 06 09 19 1.0 17 34

an increase of the potential production capacity is
simulated. This may be interpreted as a positive
technology shock. This impulse, too, is combined with
a positive shock on the demand side. Both impulses
being equated, the simulation gap does not change.
This implies that pp growth is precisely equal to the
growth of the potential production. Furthermore, it
being assumed that the shocks last five years, the out-
put gap will not change during that period.” Again, the
simulation is first performed for the United States and,
subsequently, for the Emu.

The positive impulse on the demand side directly
boosts labour demand. In the United States, unem-
ployment declines by as much as 0.4 of a percentage
point in the first year, in the EMU by 0.1 of a percentage
point. This does not have a depressing effect on prices
on the commodity market, though, since the new
demand can be met immediately, owing to the produc-
tion capacity expansion. As the output gap does not
change, inflation does not rise through this channel.
And since production growth rate outpaces that of
employment, labour productivity increases.

This does not fail to exert pressure on wages, though.
However, unit labour costs rise only gradually. This is
the corollary of the relatively slow growth of employ-
ment. On the one hand, employment picks up because
of extra expenditure; on the other hand, the pace of this
process is stunted by the rise of real wages. As a conse-
quence, the total wage bill relative to Gpr does not
increase rapidly. Unit labour costs may have a modest
inflationary effect in the long run. Just like in the pre-
vious simulation with more scope for market forces,
here, too, it holds that unemployment declines without
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inflation increasing in the short term. It follows that
there is no clear interaction between inflation and
unemployment.

Summary and conclusions

o It is assumed that globalisation and deregulation have
contributed to the positive economic development in the
United States these past few years, without raw material
prices and crises elsewbere in the world baving bad any sig-
nificantly adverse effects on economic growth. Naturally,
an adequate monetary policy plays an important role in
this context.

« According to traditional economic theories, an above-
trend growth rate by one percentage point irrevocably
causes high inflation for a number of years. The relatively
modest rise of prices in the United States this past decade
is bound to be related to major changes in production
methods and price development. However, it will not be
possible until after a greal many years lo defermine
whether these changes have raised economic growth fo a
higher growth path.

s The level of inflation within the smu bas dropped con-
siderably. In the process, especially the smaller countries,
but also Spain, have managed to benefit from bigher
economic growth as well as from recovering employment.
The large EMU countries — Germany, France and lialy -
appear to continue to follow the traditional patierns the
most, having registered persistently bigh levels of unem-
ployment for a long time. Unemployment in these countries
does not start to decline until early 1997.

o Simulations with the macro-econontic model EUROMON
provide insight into the effects on inflation and unemploy-
ment if during a prolonged period spending impulses are
combined with more scope for market forces and stepped-
up investment in technology. The simulation outcomes
show that unemployment declines without inflation rising
appreciably, if at all. They confirm that the developments
in the United States in the past decade may be ascribed to
a combination of spending impulses, a free play for market
Sorces and investment in potential production capacity
expansion, leaving aside all other factors, such as import
prices and the dollar exchange rate.

o The EurROMON simulations are performed for both the
United States and the emu to show the difference between
both economics. It follows that comparable impulses
would in particular have a stronger effect on unemploy-
ment in the United States than in the eMu.

«  For Goldilocks to visit Europe, more drastic investment
in information technology will be required. After all, com-
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pared to the United States, Europe is at a serious disad-
wantage in this field. In addition, it appears that markels
in Enrope will need to become more flexible. An acceler-
ation in compuler and information technology may yield
cost reductions, a fnowledge’ economy and a higher pro-
duction capacity in Burope. However, without more radi-
cal deregulation and privatisation these new technologies
will most likely not be able to bring about a reproduction
of the golden development in the United Siaies.

1 See R.J. Gordon, 1998, ‘Foundations of the Goldilocks Economy:
Supply Shacks and the Time-Varying NAIRU, Braokings Papers on
Econamic Acttuity, pp. 279346 and the address by Mr. H.J. Brouwer,
the Nederlandsche Bank, 1999, entitled ‘2010: De OQude, de Nieuwe
en een Betere Economie’, delivered at the 1oth erv Congress at
Groningen.

3 The Phillips curve is in fact a simplified wage equation in which
unemployment is the explaining factor and wage inflation is
interpreted as the only source of inflation. Also see the Journal of
Monetary Eoncomics, 1999, ‘Special Issue: The Return of the Phillips
Curve’, which comprises a number of studies of the Phillips curve.
3 The ‘Non-Accelarating Inflation Rate of Unemployment” is the
rate of unemployment at which inflation neither increases nor
decreases.

4 See ‘Wa ist Goldilocks?', The Economist, February s, 2000,
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