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Economic convergence in the EU — 3 takeaways

1. Progress in upward convergence, yet likely disrupted by the crisis

2. Structural reforms can make economies more resilient and stimulate
convergence

3. There are ways to build political support for reforms
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Economic convergence in the EU - Outline

1. The importance of convergence in the EU
2. How has convergence performed in the EU?
3. What are the tools to support convergence?

4. The role of economic policies in boosting convergence
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Economic convergence in the EU - Outline

1. The importance of convergence in the EU
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Focus on convergence of outcomes

* A prerequisite for smooth functioning of the EMU is nominal convergence.

* Better functioning of the common monetary policy requires alignment of
economic cycles (direction, amplitude, duration).

* Benefits of economic integration to help countries catch up in terms of GDP per
capita, productivity — real convergence.

* Crisis brought attention to imbalances and painful economic adjustment —
structural reforms to bring in convergence to adjustable and resilient economic
structures.

* Convergence towards favourable social outcomes is a prerequisite for social
cohesion. Ultimate litmus test for the success of European integration.
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Importance of economic convergence in the EU

* Converging economic performance is the one that ensures:

Sustainable growth

Inclusive growth

Cohesion at national and regional level
Resilience
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Better functioning of common policies

* The importance of convergence for meeting the economic integration goals
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Economic convergence in the EU - Outline

2. How has convergence performed in the EU?
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‘ Nominal convergence — in place, but crisis-affected

Harmonised index of consumer prices, EA19,
1997-2018, annual % change

Nominal long-term interest rates, EA19 excl. EE,
2002-2018, %
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Convergence in GDP per capita — existence of middle-

Income trap
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GDP per capita, % change, 2002-2018
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‘ Dynamic industries drive convergence

Growth of dynamic sectors
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Notes: EU28 excl. IE, HR, MT, LT, LU and SE. Dynamic sectors are the top 25%
of sectors in the EU by average annual growth rate in 1996-2017.
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Share of dynamic sectors, 2016

30
countries that are below median by GDP per capita
28
average share
26
24
<
O
©
5 22
2
Y
[5)
N
20
18
16
14 1 1 1 1 1 1 1 1 1 1 1 1 1 J
T za 2838308552k cEgaiiEa

Notes: EU28 excl. IE, HR, MT, LT, LU and SE. Dynamic sectors are the top 25%
of sectors in the EU by average annual growth rate in 1996-2017.




Growth performance markers

Cross-country correlation between GDP growth and

o a selection of variables during the recovery, EU28
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Note: Productivity is measured by TFP, competitiveness is measured by real unit labour costs.
Average for 2014-2018.
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‘ Convergence in structural indicators

Convergence in structural growth elements, std. dev., EU28 excl. IE
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Productivity developments

Productivity growth, EU28
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‘ External rebalancing still uneven

Convergence in external rebalancing, std. dev., EU28 excl. IE
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Some convergence in labour and social conditions

Convergence in labour and social conditions, std. dev., EU28
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‘ Country differences in innovation spending and skills

Convergence in innovation and human capital, std. dev. EU28 Percent of PISA underachievers, 2015
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‘ Regional convergence

3.5 - 40
8 RO
N [
© 3.0 - y=-0.073x +1.3312 S 30
=1 R2=0.0329 Q
o S &
(\Il = BG S! PL
8 25 - s [ CE T
S . Q cz
N z -
g € Hu ™
a 2.0 = 10
£ o
< = DE
L DK
2 15 s o .
° c m Y
o0 o -0.25 -0.20 -0.15 -0.10 -0.05 ES@oo 0.05 0.10
= o Empt
0] [ SE FI
Qo 1.0 2 n _1'0 F: - BE
@ o UK -
o £ EL NL
o
a 0.5 Y %
(G} Cé ]
= I
0.0 § -30
6 7 8 9 10 11 12 13 g-
= Improvement in convergence at regional level, 2000-2016
-0.5

Note: Improvement in convergence at regional level is inverse change in the
coefficient of variation. Improvement in convergence at country level is MS
change in real GDP per capita in pp in relation to the EU average.

Ln GDP, 2000

European Commission

Economic and financial affairs




‘ Regional convergence
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Economic convergence in the EU - Outline

3. What are the tools to support convergence?
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What tools and how to use them?

o O e Structural reforms at the Member State

economic convergence?
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How the EU helps?

o Policy advice under the European Semester
o To stimulate discussion and generate ownership

o Benchmarking
o To identify reform needs and monitor progress

o Budgetary Instrument for Convergence and Competitiveness
o To encourage structural reforms

o National Productivity Boards

o To create more national ownership of reforms, and to feed evidence-
based policymaking

o Structural Reform Support Service
o To help in preparation, design and implementation of reforms
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Economic convergence in the EU - Outline

4. The role of economic policies in boosting convergence
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A comprehensive narrative on structural reforms

FAIRNESS EFFICIENCY
Empowering people Openness, Single Market
Inclusive productivity Technological progress

Intergenerational balance Competitiveness
Structural
reforms
SUSTAINABILITY

External and internal security
Macro-fiscal-monetary-financial
Environmental sustainability
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‘ Better business environment = better crisis recovery
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‘ Convergence in product market reforms
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Ten challenges for structural reforms

1. Benefits are widely spread, while costs are concentrated
2. Negative short-term effects

3.  Complexity

a.  Missing quantitative evidence

5.  Biased opposition to reforms

6. Lack of technical capacity to implement reforms

7. Incorrect sequencing of reforms

8. Procyclicality of reform impact

9. Reform complementarity is not used

10. Reforms ownership
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Ten challenges for structural reforms — best practices

1. Benefits are widely spread, while costs are concentrated - ways to
compensate losers

2. Negative short-term effects — social safety nets

3.  Complexity — better communication

2.  Missing quantitative evidence — invest in analysis of impacts

5. Biased opposition to reforms — provide well-founded arguments

6. Lack of technical capacity to implement reforms — technical assistance
7. Incorrect sequencing of reforms — implement the right sequencing

8. Procyclicality of reform impact — postpone some reforms until recovery, if
possible

9. Reform complementarity is not used — use appropriate complementarities
10. Reforms ownership — build up political support, including with stakeholders
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Challenges for the future

e Digitalisation could strengthen cross-border production and trade;
however, different rates of transition to the digital economy among the
euro area countries could prove a significant risk to convergence

e Globalisation: regions are differently placed in terms of their ability to
seize the opportunities and to adapt to increasing worldwide competition

e Ageing: increasing ageing-related costs (pensions, health care and long-
term care) in the long-term vary across member states and can exert
different pressures on public finances
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Questions?

Plamen Nikolov,
European Commission, DG ECFIN

plamen.nikolov@ec.europa.eu
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