
Secular polarization, not secular stagnation, is the real challenge 
 
Ominous predictions of secular stagnation have been issued virtually following every major 
recession starting with the great depression. They all turned out to be false, and there is every 
reason to believe that the appropriate response this time as well would be a paraphrase of 
Mark Twain’s famous denial of a late 19th century fake news: “The reports of my death are 
greatly exaggerated”. Indeed world GDP growth, overall and per capita, seems rather robust. 
 
Secular stagnation forecasters point this time to a declining productivity growth particularly 
of advanced economies. The observation reflects not so much a declining productivity growth 
of the single economic sectors, bur rather a changing mix. In the broadest sense we are seeing 
a declining share of the manufacturing sector and a growing share of the service sector. 
Averages often mislead, but on average the value add of an hour worked in services is worth 
70-80% of one worked in manufacturing.  
 
Should we worry about this? I think yes. To start with, the trend is structural. There are more 
limits on how many physical products we can buy relative to the amount of services we can 
consume. This is exasperated by the direct competition and substitution that advanced 
economy manufacturing suffers at the hands of emerging economy manufacturing. Second, 
the underling phenomenon represents a well-known problem. Advanced economies face a 
growing but an inevitably small share of very highly paid service jobs (IT, financial, advisory 
and a few others), a shrinking base of well paid manufacturing jobs, and a big and growing 
share of lower paid service jobs. More than secular stagnation the real conundrum is 
secular polarization, i.e. the growing inequality of income, wealth and job security between 
the lucky few and an economically and socially stressed majority. “The end of the middle 
class” is a provocative book title but it points to a real challenge. The recent rise of populism 
in its various varieties and flavours is a result of just that. 
 
What can governments do about this? Investments in education, technological infrastructure 
and country specific assets (for Italy cultural heritage assets is an example) would help. So 
would fiscal incentives to stimulate research and development and to attract high value add 
businesses. Nevertheless they will not provide a definitive solution. There will inevitably be a 
growing number of relatively low paid and precarious jobs.  
 
Governments will need to cater to the needs of those citizens. This means providing them 
with high quality and basically free essential public services: education, healthcare, social 
services and security. It would also mean ensuring them full or nearly full fiscal exemption. 
They should be able to keep as much as possible from their earned income. 
 
To make the above possible, particularly in the context of an aging society, government will 
have to become much more efficient. This is what the Italian government has done over the 
last three years through a thorough spending review effort. Here are some highlights (a short 
separate presentation is available as well): 
 
1. We've realized a 30 billion euro cost cutting on an annual basis, 1,8% of GDP, and 9% of 
addressable spend (Investments, interest payments and pensions were left out).  
 
2. Savings were achieved without firing anyone, and without touching pensions and social 
entitlements 
 



3. Even more importantly, we've re invested part of the savings in expanding government 
service levels particularly in education, security, migrant management and health care 
(example, we are now giving for free the hepatitis C drug. This is costing us over 
1 billion euro annually) 
4. Efficiency programs run across the entire public administration on multiple levels, with 
over 1000 people actively involved and benefitting from data availability no other 
government has 
5. International benchmark indicates our cost management over the last 3 years has been first 
among all 34 OECD counties with the exception go Greece. If you correct for service levels my 
guess is that we would beat Greece as well. Consequently, we've achieved a cost level for the 
public services (health care, education, defence, security, municipal end local services etc.) as 
% of GDP, which is below the UK and Germany, notwithstanding our slower growth rate.  
 
My guesstimate is that for the EU there is a cost saving potential of at least 2%, over 300 
billion euros annually. 
 
Secular polarization is the real challenge for advanced economies. There is a lot governments 
can do to meet it!  


