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IMF:  Real GDP (2005 = 100) 
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Worries 

• U.S. recovery and the “fiscal cliff” 

• China economic slowdown and structural 
imbalances 

• EU austerity economics and recession 

• Euro issues 

– Short-run stabilization 

– Long-run fiscal harmonization 
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U.S. recovery and the “fiscal cliff” 
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USA:  Actual & Potential Real GDP 
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The “Fiscal Cliff” in the U.S. 
• The U.S. since the beginning of the financial crisis in 

2007 has been running large government deficits due to 
lower revenues, higher short-term social support, 
spending to stimulate recovery:  8.2% of GDP in 2012.  

• The country also faces serious long-run structural deficits 
due to an inadequate tax base for growing health and 
social security programs 

• The “Fiscal Cliff” is the result of a political impasse that 
on 1 January 2013 raises income tax rates to 1990’s 
levels and lowers government spending 
– Bad short-run impact on recovery 

– Reasonable magnitude for needed long-run structural 
adjustment, but with arbitrary unbalanced fiscal impacts 
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U.S. Government Deficit 
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Slowdown and Structural Imbalance in China 
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China 
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China 
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EU Austerity and Recession 

• A number of member states have chosen fiscal 
austerity as a response to declining revenues and 
rising costs of rolling over government and 
government-guaranteed debt  
– Iceland, Ireland, UK, Spain, Greece (involuntarily), 

Portugal and Italy (reluctantly) 

• The EU, led by Germany, has resisted monetary 
loosening that could become inflationary, 
accepting slow growth and shrinking peripheral 
countries 

• Can austerity work?  Is recession worth it?  
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Real GDP Growth Rates 
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The Euro Crisis 
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Stabilization  
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Long-Term Interest Rates 
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Structural and Survival Issues 
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Nominal Unit Labor Costs 
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Unit Labor Costs Relative to Germany 
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Manufacturing Capacity Utilization 
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Balance by Inflation or by Wage Cuts? 
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Prudent Asset Management 
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Asset Management Objectives 

• Move a person’s real income from work to 
retirement years without risk relative to the 
economy in which the person lives 

• As an alternative to defined benefit (risk on 
fund) and defined contribution (risk on 
person) systems, consider a defined SES 
system that guarantees a pensioner the same 
social status as in his working days 
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Implications 

• Do not expect or seek real rates of return 
higher than the Italian real rate of growth per 
capita 

• No unhedged diversification outside the local 
economy  
– stay in the Italian boat:  even if not the fastest, it is 

going to take you home 

• Beware of bankers and hedge funds selling 
derivatives 
– Fully insured long-run returns higher than the rate 

of growth per capita are too good to be true 
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