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crisis – declining standards of prudence and

integrity in a range of financial markets,

from mortgages, to derivatives, to credit and

banking, as well as government debt – but

the ultimate cause lies in the realm of global

monetary and financial mismanagement.

Internal imbalance, a misalignment of

domestic output and absorption, produces

external imbalance, where exports and other

inflows fail to match imports and other 

outflows. This macro-financial mismanage-

ment lies at the heart of almost every finan-

cial crisis, even if the delayed onset of the cri-

sis may cloud the causality.

We will never find a lasting cure until we

identify the cause. The culprits-in-chief can

be identified as the persistent surplus coun-

tries, Germany, China, Japan etc. as well as

the persistent deficit countries, the USA, the

UK, and France etc. Unfortunately, we are

inclined to focus on the second-row trans-

gressors; the financial system, to be sure, as

well as the countries Iceland, Greece, Ireland,

Portugal etc. While this rightly teaches us

that, in an integrated global economy, no

country is so small, peripheral or insignifi-

cant that we can ignore it with impunity,

nevertheless, unless we can resolve the 

ultimate problem, we are likely to spend 

the rest of this decade stumbling from one

crisis to another.

Although the sovereign debt crisis is unlikely

to remain confined to Europe, it is a core the-

me in the European Union and the Eurozo-

ne. Even if it does not threaten the integrity of

the monetary union in the short run, over a

longer horizon the survival of the Eurozone

presupposes a greater degree of fiscal integra-

tion and sovereign-debt management than

we have witnessed to date. Whether this inte-

gration should be voluntary or statutory, it

cannot become a reality without transfor-

ming the Eurozone into a transfer union.

The Maastricht (fiscal) criteria were not up to

the challenge; apart from the fact that they

were completely ad hoc, they were too rigid to

accommodate the cyclical needs of member

countries and too limited to assure the objec-

tive for which they were conceived. They

clearly lacked acceptance, not to mention

any semblance of adherence.

The final issue which is likely to dominate

policy discourse over the coming decade is

migration. On the one hand it is hard to ima-

gine why this is regarded as such a problem;

the global economy has been subjected to

migration throughout its history, while the

logic of encouraging the mobility of capital,

but not of labour, is less than obvious. In the

experience of Austria, Germany and Switzer-

land, the problem with migration is not 

one of creed, race or colour; rather, it is a pro-

blem of integrating immigrants into the

fabric of society. 

The stumbling block would appear to be edu-

cation and qualifications, which are indi-

spensible to a culture of innovation. Coun-

tries, such as Austria, which actively used

immigration as a source of cheap, unskilled

labour, are still confronted with problems of

integration a generation later. Countries

such as Australia and Canada, whose immi-

gration policies focused on the educated and

the skilled, are not. Neither approach is 

above criticism. But, migration is a fact of

life, and no disincentives seem to bring it to a

halt. Instead, we should direct our efforts to

increasing our expenditure on development

aid, and provide this in the form of educatio-

nal services rather than currency transfers,

much of which seems to end up in the 

private bank accounts of corrupt Third-

World rulers. ■
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in tectonic plates. This shift has already been

acknowledged economically by the expansi-

on of the G7 or G8 to the G20. But that is just

the beginning. 

Demographic trends also require that, in the

interest of equity, an increasing share of glo-

bal output and consumption be redirected in

favour of Asia, South America and Africa.

Demographic developments are further com-

plicated as the growing world population

coincides with aging populations in Europe,

Japan, and soon also in China.

The real challenge will be the search for

agreement on the allocation of global resour-

ces, on which our prosperity depends. We will

have to recognise that environmental and

other resources are not unlimited, and that

the resolution of this constraint greatly

increases our mutual interdependency. In the

past, economic development and rising

living standards were localised phenomena,

so that no country was constrained by the

behaviour of others. Those days are gone. In

the future, the need to coordinate and mana-

ge global prosperity will be greater than at

any time in the past; I am supremely optimi-

stic that the wisdom of our political rulers,

both East and West, will be up to the task of

resolving this conflict by peaceful means.

An interdependent, global economy will also

impose other restrictions on our economic

relations. In particular, no country can hope

to enrich itself indefinitely, at the expense of

others, by running persistent balance-of-pay-

ments surpluses and accumulating foreign-

exchange reserves. This point was driven

home by John Maynard Keynes at the Bretton

Woods Conference almost seventy years ago,

and promptly forgotten. A corollary of this

thesis at the national level is that no govern-

ment can run persistent budgetary deficits, in

the interest of any sector of society, and over-

look with indifference the accumulating

mountain of national debt.

This is the fundamental lesson of the finan-

cial crisis which broke in the middle of 2007

and which is still very much with us today.

We may focus on the proximate causes of the

T he year 2020 is less than a decade

away. In the intervening years, the

course of mankind is likely to be

buffeted by many unforeseeable events, such

as the Jasmine revolution in the Arab world

or the series of natural disasters in Japan, to

name but two which have captured our

attention in this year alone. Rather than

attempting to predict the unpredictable, I

would like to focus on longer-run trends

which are likely to dominate global, and

European, development for the foreseeable

future.

The most significant long-term development,

and one which will continue far beyond

2020, is the realignment of global power,

both economic and military. The hegemony

of first, Europe, and then the United States,

over the past five hundred years, is in decline.

When coupled with the emergence of the

BRIC countries and others, a trend reversal

which has accelerated sharply over the past

30 – 40 years, the changing geo-political

landscape can be compared to a major shift


