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Secular Stagnation?

New Secular Stagnation / Low Growth Debate:

» Surprising resistance of US GDP after the Great Recession to
return to its potential, despite substantial financial and
monetary policy interventions (Secular Stagnation, Summers,
2014)

» Core of the debate: Has the real interest rate that is
consistent with full employment permanently fallen to zero or
even negative levels? (“Global Savings Glut”, Bernanke, 2014)

» Growth perspective: Has the growth potential declined?
(Gordon, 2016)

» |s rising inequality the flip side? (Piketty, 2014)
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Secular Stagnation?

Open Questions:
» Will growth rates return to the “good old days"?
» What's demographics got to do with it?
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Here: A Broader Perspective

Main Argument:
The explicit consideration of demographic dynamics is useful /necessary
to get a deeper understanding of the future growth prospects (Hansen,

1939).
Building Blocks:

> Human capital driven innovation as main engine of growth (Lucas,
1988; Mankiw et al. 1992; Lutz et al., 2008)

» Demographic Transition as a key turning point for education and
economic development (“Unified Growth", Galor, 2011;
“Demographic Dividend”, Bloom, Canning and Sevilla, 2003)

> Demographic Transition as a global phenomenon (Reher, 2004)
> Different growth factors with different momentum

» ‘“extensive margin” (e.g., education, globalization) — cheap,
non-recurrent
> “intensive margin” (innovation) — harder
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The Demographic Transition as Driver?

Crude birth rate
Crude death rate

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Assume a country's development path where:

> individuals make optimal education and fertility decisions

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Assume a country's development path where:

> individuals make optimal education and fertility decisions

> life expectancy determines the planning horizon for investments

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Assume a country's development path where:

> individuals make optimal education and fertility decisions
> life expectancy determines the planning horizon for investments

> education affects output, productivity and health (intertemporally
through externalities)

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Assume a country's development path where:

> individuals make optimal education and fertility decisions
> life expectancy determines the planning horizon for investments

> education affects output, productivity and health (intertemporally
through externalities)

Then, the development trajectory is non-linear

> life expectancy determines education, fertility follows
(Demographic Transition!)

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment
Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?
Assume a country's development path where:

> individuals make optimal education and fertility decisions
> life expectancy determines the planning horizon for investments

> education affects output, productivity and health (intertemporally
through externalities)

Then, the development trajectory is non-linear

> life expectancy determines education, fertility follows
(Demographic Transition!)

> a phase of quasi-stagnation is followed by a swift transition to a
sustained, innovation-based growth path

> temporary factors (“extensive margin") wary out

Uwe Sunde Secular Stagnation? WDA Forum



The Thought Experiment

Suppose the dynamics of developed countries long-run development
also provide an appropriate qualitative description of less developed
countries development path: Does this tell us something?

Assume a country's development path where:

> individuals make optimal education and fertility decisions
> life expectancy determines the planning horizon for investments

> education affects output, productivity and health (intertemporally
through externalities)

Then, the development trajectory is non-linear

> life expectancy determines education, fertility follows
(Demographic Transition!)

> a phase of quasi-stagnation is followed by a swift transition to a
sustained, innovation-based growth path

> temporary factors (“extensive margin") wary out

» the timing of the transition becomes crucial!
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Facts Again: Productivity Growth in the World

World Developed Countries (Excl. Eastern Bloc)
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Economic and Demographic Development

log Real GDP per capita
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Economic and Demographic Development

Population Growth
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Economic and Demographic Development

Life Expectancy at Birth
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Economic and Demographic Development

Share with some Schooling
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Aging

Percent aged 65+
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Aging and Savings

Share Gross Capital Formation
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Implications

» Past high growth rates have to some extent been the
consequence of singular, non-recurrent demographic changes
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Implications

» Past high growth rates have to some extent been the
consequence of singular, non-recurrent demographic changes

> These one-off developments took several generations to take
effect, but eventually abate

» Asynchronous savings patterns in different countries resulting
from differential timing in development

» Forerunner countries have incidentally been favored by factors
balancing the slowdown (globalization)

» Growth will become harder to achieve.
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Policy?

New challenges for policy

» Education! (but: transition and mass education movement
are not repeatable)
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Policy?

New challenges for policy

» Education! (but: transition and mass education movement

are not repeatable)

> Aging!
» Changing workforce in terms of size, composition, and skill

structure
» Social security needs to be rethought

» Implications for financial markets and interest rates
» This is NOT a short-run cyclical issuel!

> monetary policy?
» fiscal policy and stimuly?
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Uwe Sunde

Thank you!
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