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up in the main European countries (with the exception of the United Kingdom 

due to the marked depreciation of the pound). 

Lagged effects of austerity alongside reforms implemented by many Euro

pean countries to reduce labour costs maintain strong disinflationary 

pressure and impede a broad participation in productivity gains. The 

bargaining power of employees remains diminished, which in turn dampens 

wage growth. As wages are still the main source of mass income, the gains of 

growth are in many countries not broadly distributed. To allow all citizens to 

take part of the growing economy and to sustain growth, nominal wages should 

grow in line with the golden rule (the sum of productivity growth and the infla

tion target of the ECB) over the medium run in the Euro Area as a whole. 

It is important to recognize that the economic upturn has been conditional on 

extremely expansionary, unconventional monetary policy. With the improve

ment of the economic scenario, the policy-mix will need to be normalized. This 

normalization must be gradual, however, leaving the monetary policy stance 

expansionary. 

Fiscal policy is expected to remain broadly neutral in the European Union 

as a whole. In the euro area, the phase of widespread and severe consolidation 

has ended, and the aggregate fiscal stance was even slightly expansionary in 

2016 and 201 7 (0.2 point per year). In 2018, the aggregate fiscal policy will 

support growth by 0.2 point in the euro area but in 2019 the contribution to 

growth will be zero. 

While the symptoms of the economic recovery are visible today, it is note

worthy that the pace of the recovery remains weak in a historical 

perspective. The deterioration of demand and supply factors point to the 

risk of a secular stagnation scenario. The excessive indebtedness of private 

agents before the recession, and of public agents since 2010 push them to 

deleverage and reduce their spending, leading to a durable low-demand equi

librium. The current deflationary pressures exerted by the adjustment hold back 

deleveraging. Moreover, the decline in investment since the onset of the crisis 

has reduced the pace of accumulation but also the diffusion of technical 

progress, reducing the growth potential of European economy and creating 

new risks for the future. 

The post-war period shows that full employment, stable growth, financial 

stability and debt reduction can be achieved so long as a comprehensive 

approach is adopted. The lowering of the growth potential with the risk of a 

new equilibrium with a higher level of unemployment makes it essential that 


