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Virtue unrewarded
Adapted from The Economist, 8th November, 2004


Since the end of 2000, America's output has grown more than twice as fast as the euro area's. Euro-pessimists see this as further evidence that arthritic economies are being held back by lazy workers and by governments unwilling or unable to carry out reforms. In contrast, America's more robust recovery, it is often said, reflects its amazing flexibility. Yet most of the US’s GDP growth since 2000 is down to big tax cuts and lower interest rates, which are not sustainable. 

Some of the weakness in both Germany and its neighbours may reflect the short-term impact of government and corporate reforms, which may be boosting long-term competitiveness, but are also dampening wages and thus consumer spending. Thanks to low wage increases and a pick-up in productivity growth, profits in the euro area are now rising at their fastest pace for a decade. 

Questions

1 Is it fair to say that the US has achieved higher GDP growth than the Euro area?

2 How might an understanding of actual and potential GDP output help to illuminate your answer to question 1?

