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‘Emerging from the crisis stronger together’ 

How we can make Europe more resilient, prosperous and sustainable 

HJ Schoo lecture by Klaas Knot, 1 September 2020 

 

Ladies and gentlemen, 

It is an honour to give this year's HJ Schoo lecture. I have to say, it was a bold 

choice from the organisers to let me loose on you for an hour. There's a YouTube 

video doing the rounds of me being interviewed on the current affairs 

programme Buitenhof. While I'm talking, text appears below explaining what it is 

that I am actually saying. A bit like subtitles. Unfortunately, that is not a luxury I 

can offer you this evening. I will however try to keep the economic jargon to a 

minimum. Although you do seem like an audience who can keep up.  

 

I never knew Hendrik Jan Schoo personally, so in preparing for this lecture, I 

went a bit deeper into the man and his work. And as I was reading about him, I 

started wondering how he would have felt about me—a President of De 

Nederlandsche Bank— being chosen to give the lecture named after him. Schoo 

was first and foremost a political thinker, with an acute sensitivity to the deeper 

currents running through society. Economics did not feature prominently in his 

work. But there was something else that struck me about Hendrik Jan Schoo, and 

here I will quote from Marc Chavannes’s description of him: “Schoo was a self-

made man, from an everyday background. Reluctantly absorbed into the elite, he 

remained overtly concerned about the risks ordinary people face.” That last 

sentence resonated with me, because I realised that also fits my job description. 

“Managing the risks ordinary people face.” Or, to be more precise: managing the 

financial risks ordinary people face, over which they have no control themselves.   

 

Now that may seem far-fetched when you sometimes hear central bankers 

pontificate on interest rate policy. I can imagine that for many people it must feel 

like it has nothing to do with them. But make no mistake. What central banks do 

directly affects your life and that of everyone else around you. They ensure 

prices remain stable. That banks, insurers, pension funds and other financial 

institutions are sound and ethical. And that you can make payments efficiently 
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and securely. So the economy can flourish and people can make a living, safe in 

the knowledge that their money will retain its value and is protected. In those 

eras and countries where that has not been the case, it has always been the 

ordinary people in society who suffered most.  

 

My own economic coming of age happened during the deep recession at the 

beginning of the eighties. I was a youngster of about 15, and evening after 

evening I would watch news reports about the latest bankruptcies. 

Unemployment and inflation had skyrocketed, and the hole in public finances 

kept getting deeper. I also saw the consequences for society, sometimes up close. 

Falling prices on the housing market meant the mortgage on my childhood home 

was 'underwater’. Buyers disappeared like frost on a spring morning. I still 

remember very well the stress this caused my parents. How can an economic 

system get so out of control? The question fascinated me. It was the beginning of 

my lifelong interest in economics.  

 

And now once again, we find ourselves in an economic maelstrom, but this time 

under unprecedented circumstances. One glance around this room is enough to 

see that. The pandemic has pushed the global economy into deep recession. The 

Dutch economy has also suffered a heavy blow. Our economy is expected to 

shrink by 5% this year, an estimate still surrounded by considerable 

uncertainty.1 To give you an idea of what we are talking about: that's the biggest 

contraction in post-war history, and more severe than the aftermath of the 2008 

financial crisis.2 Let that sink in. 

 

Fortunately, the Dutch economy has a strong foundation. As Dutch Finance 

Minister Wopke Hoekstra so aptly put it, the government entered the crisis with 

deep pockets. This has allowed it to absorb much of the blow for households and 

businesses. And thanks to their robust capital buffers, banks have the room to 

continue lending. This shows why it is so important to build up buffers in good 

times. Yes, De Nederlandsche Bank is singing the same old tune again. I am sure 

 
1 In its projections for August 2020, the Netherlands Bureau for Economic Policy Analysis (CPB) 

forecast a contraction of 5.1% in the Dutch economy this year.  
2 The Dutch economy contracted by 3.7% in 2009. 
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you recognise it. But, as one of my predecessors once said: the old tunes are 

often the best. 

 

Our economy's strong foundation means we will also ultimately recover from 

this crisis. What I do have some concerns about, and what I would particularly 

like to address with you this evening, is what this new crisis means for European 

cooperation. 

 

The European economy is expected to contract sharply this year. The ability to 

recover from such a blow is certainly not equal in all European countries. I am 

particularly concerned about the southern member states. Not only because 

most of them have been hit hard by the coronavirus. But also because these 

countries’ economies had already been struggling for over a decade. Now add to 

this the economic impact of the coronavirus. It is the last thing countries like 

Spain and Italy need. What we have also seen in recent months is that the 

prospect of renewed economic divergence quickly re-ignites a debate on  the 

future of the euro. That is bad news for Europe. 

 

All this raises some important questions: Why is it that economic shock waves, 

such as the banking crisis of 2008 and now the coronavirus crisis, are constantly 

throwing European cooperation out of balance? And how can we make Europe 

more resilient to these types of shocks, not just in view of the crisis, but with an 

eye to the future?  

 

These are the questions I'd like to explore with you this evening. I will highlight 

why there is a tendency in Europe towards economic divergence between north 

and south. I will show you how we still benefit greatly from European 

cooperation. But also that we have to do something to correct the imbalances if 

we are to preserve the advantages. I will argue that we can do something, by 

finding common responses to common challenges, and through enhanced 

economic policy coordination between the north and south. That is by no means 

straightforward, but indispensable for a smoothly functioning monetary union 
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and a strong Europe, in the interests of sustainable prosperity for ordinary Dutch 

people. 

 

The challenges facing us 

 

I’d like to start by saying something about the economic advantages Europe has 

given us, and continues to give us.  

 

Figure 1: Emigration. Waving off departing family members as their boat 

leaves port. 
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I think you will recognise this sort of archive photo [Figure 1]. An ocean liner. 

People on the quayside, waving off family and friends, sometimes flapping a 

handkerchief. The archetypal image of post-war emigration. In the period from 

1945-1967 around half a million Dutch people left these shores for countries 

such as Canada, America, Australia and New Zealand, in search of a better life. 

They were not the only ones. In the years following the Second World War 

several million Europeans left the continent. And with good reason. In 1947 the 

outlook for Europe was sombre. The continent was financially devastated, 

everything was in short supply, and reconstruction efforts were sluggish. The 

outbreak of the Cold War paralysed European politics. Europe was perhaps very 

close to becoming a failed continent.  

 

But history took a different course. Europe focused on emerging from the ruins 

of two world wars and decades of bitter division to become one of the most 

prosperous places on Earth. We have by now become so used to this, that we 

sometimes forget what an astonishing feat it was. And that astonishing European 

feat, ladies and gentlemen, is in no small part thanks to European cooperation. 

The European Union as we know it today, is the most successful example of 

international cooperation in the history of the world. In no other place and in no 

other era have sovereign countries willingly gone so far in making binding 

commitments in so many areas. Giving up part of their autonomy in the process. 

In the first place to prevent Europe from becoming the stage for another 

devastating war. But also in the conviction that they can achieve more together 

than they can alone. We have benefited greatly from this, and we continue to do 

so.  

 

Take the European single market, the whole body of rules that facilitates the free 

movement of people, goods, services and capital. There has been considerable 

research into the benefits of the single market. Two conclusions invariably 

emerge from these studies: the first is that each member state benefits from the 

internal market, and the second is that small, open economies, such as the 

Netherlands, benefit the most. That is what you can see here in the graph. Taken 

together, the studies suggest that membership of the single market benefits 



6 
 

households in the Netherlands by between 6,000 and 10,000 euros every year3. 

Even when we take into account the Dutch contribution to the EU budget, there 

are still substantial welfare gains for the Netherlands. In other words, in the 

Netherlands we have the European single market to thank for a big piece of our 

pie. 

 

Figure 2: Estimated benefits of the single market, in EUR per household 

Figure shows the estimated trade-related welfare gains per household as a result of EU membership, 

based on Mayer et al. (2019).  On the basis of their benchmark estimates including intermediate goods 

(Table 7); in three scenarios on the post-EU trade relationship between EU countries. 

 

But now you may ask: How about the euro, our common currency? How does 

that balance out? As you know, the creation of the euro was primarily a political 

project. Discussions on economic and monetary union gained momentum after 

the fall of the Berlin Wall. Germany once again became a unified nation. The 

other European partners, principally the French, were keen to ensure the 

 
3 The gains depend, inter alia, on the assumptions made about how freely European countries would 

trade with one another in the absence of the single market. Straathof et al. (2008) calculated that the 

Dutch economy per capita was about 4-6% larger thanks to the single market. In the long term these 

gains could even grow to 17%. Mayer et al. (2019) estimate in their benchmark specification welfare 

gains for the Netherlands of 6% to 9%. Felbermayer et al. (2018) take an inverse approach, arguing 
that the collapse of the EU would cost the Netherlands about 7% GDP. This rises to around 9% if the 

costs of the dissolution of the Schengen area are included, and over 10% including the dissolution of 

the euro area. Assuming a welfare gain of 4-9% GDP, the internal market annually generates EUR 

3,000 to EUR 5,000 for each inhabitant of the Netherlands, or EUR 6,000 to EUR 10,000 per 

household.  
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reunified Germany stayed embedded in a united Europe. That was the deal that 

Mitterrand made with Kohl: unification for you; the euro for us. 

 

As well as political reasons, there were also strong economic arguments in 

favour of a common currency. A single market, where there is intensive trade 

between countries, benefits from fixed exchange rates. This reduces uncertainty 

surrounding foreign investments, and makes it easier to compare prices between 

states. And in turn, that promotes competition and trade. The success of the 

single market is therefore built on the bedrock of the euro.  

 

But a single currency also brings disadvantages. Certainly for a group of 

countries that differ quite a bit from each other economically. For example, one 

common currency means one common rate of interest, and that rate is not 

always suited to each country. This can contribute to the build-up of debt, or to 

rocketing house prices. Irreversibly fixed exchange rates do not just offer 

stability, they also imply that countries can no longer use their exchange rate as a 

way to restore their competitiveness. Partly because of this, not all euro area 

countries have benefited equally from the euro. To put it bluntly: countries with 

stronger economies, such as the Netherlands, have benefited more than 

countries with weaker economies. 

 

So why does a common currency work in favour of stronger economies? Allow 

me to explain.4 To do so, I will use the Netherlands and Italy as examples. 

Exchange rates between euro countries were frozen, as it were, when the euro 

was introduced in 1999. Since then, productivity growth has been higher in the 

Netherlands than in Italy. This is what economists refer to when they talk about 

'stronger' and 'weaker' economies. Productivity growth means you can make 

more or better products with the same means of production and thus offer 

better value in terms of price to quality.  

 

 
4 Perotti and Soons (2019) provide a broader discussion of the redistributive effects that may occur as 

a result of the common exchange rate.  
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In order to keep Italian products competitive with Dutch products, the Italian 

currency would have had to depreciate  against our currency. As a result, Italian 

products would become cheaper. Before the guilder and the lira became 

irreversibly linked, we regularly saw this kind of depreciation of the lira. But that 

is of course no longer possible now. You can see that very well in this graph, 

which shows the exchange rate of the guilder against the Italian lira.  

 

Figure 3: Historical exchange rate of Dutch guilder against Italian lira.  

Amount of guilders required for 1,000 lire 

 

 

At the beginning of the 70's you needed nearly 6 guilders to buy 1,000 lire, but in 

1999 you could get 1,000 lire with just over 1 guilder. 

 

As long as Italian productivity growth lags behind Dutch growth, the only 

alternative is for Italian wages to also lag behind Dutch wages. But our wage 

growth is already only very modest. That would imply that there is virtually no 

room left for wage growth in Italy. And with our in-built tendency to resort to 

wage moderation at every recession, Italian wages would even need to be 

reduced from time to time. Wage cuts, in other words. Economists are good at 

coming up with these sorts of pure, conceptual solutions. But do you remember 
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the weeks of protests in the early 1980s, when the first Lubbers cabinet cut civil 

servants' salaries? Cutting monthly income simply causes practical problems, 

and that applies just as much to Italians as it does to the Dutch. 

 

Thanks to the euro, the Netherlands has enjoyed a stronger competitive position 

than if we still had our own currency. Compared to southern Europe, but also 

compared to the rest of the world, thanks to the weaker euro exchange rate. And 

that boosts our exports. This is how we in the Netherlands obtain such an 

enormous trade surplus: we export much more than we import. This generates 

higher operating profits for business and also increases tax revenues for the 

Dutch State. You could say that the euro always gives a little boost not only to the 

Dutch economy, but also to the Dutch treasury. For a country like Italy, where 

productivity growth is lower, roughly the opposite applies. At the risk of 

oversimplification: stronger economies benefit from the common exchange rate, 

while weaker economies suffer from it.  

 

That is why stronger and weaker economies have a tendency to diverge. If this 

imbalance persists for too long, it will lead to problems like we saw during the 

2011 European debt crisis, when several southern euro area member states 

experienced major financial problems. 

 

Well, you might say: “Tough luck, but that's just how it is.” Did we not agree in 

the Maastricht Treaty that countries in the euro area have to look after their own 

finances? The famous no bail-out clause. If only it were so simple. Of course, each 

country is still responsible for its own economy and public finances. But in 2011 

we learned the painful lesson that we cannot just abandon struggling euro area 

countries to their fate. This would unleash financial forces that could bring about 

the disintegration of the euro, with major economic and political consequences. 

As long as the phenomenon of divergent growth exists, stronger economies will 

occasionally have to step in to help weaker ones.  

 

But it would be much better to tackle the root cause of this growth divergence. 

After all, these differences between north and south are not a God-given natural 
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phenomenon. You might be wondering: why don't these southern member states 

carry out reforms to make their economies as productive as in Germany and the 

Netherlands? Yes, well, ultimately that is what will have to happen. And it is an 

uncomfortable fact that in recent years many opportunities have been missed. 

Not only in terms of reforming the economy, but also in terms of putting public 

finances in order and cleaning up bank balance sheets. Building up buffers in 

good times, fixing the roof while the sun is shining. Yes, still the same old tune. 

Yet people in the north who keep grumbling about this do have a point.  

 

But you know, the Italians have a nice expression for that too: se mia nonna 

avesse le ruote, sarebbe una carriola . If my grandmother had wheels she'd be a 

wheelbarrow. But now we all have a new crisis to contend with, the coronavirus 

crisis. And what is particularly cruel about this crisis—and I might add 

hazardous for Europe—is that it is precisely the countries in the euro area with 

the most vulnerable economies that have now also been hit hardest by the virus. 

This of course has nothing to do with the euro. But it does mean those countries 

are being hit hard yet again. Like the Netherlands, they, too, will have to 

intervene decisively to mitigate the effects of the coronavirus on their citizens 

and businesses. Consequently, government debt will rise further. And they were 

not in a financially strong position to begin with.  

 

As a result, there is a risk that governments in these countries already have to 

start introducing austerity measures before the economy has been able to 

recover. That would in the first instance further exacerbate the economic 

downturn. Take a country like Greece. At the end of 2019, Greece's public debt 

was already 175% of its GDP. Greece is not able to support its economy in the 

same way as the Netherlands. Just for comparison: 175% amounts to more than 

three times the Dutch public debt. 
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Figure 4: Wide divergence of public debt in euro area countries 

Percent GDP; 2019 

 

 

So if we do nothing, we will see a further divergence between euro area 

countries . And the risk of recurring euro area crises. But there is something else 

that also worries me. And that is waning public support for the euro as a result of 

this  growth divergence. Public support for the euro among euro area citizens 

remains high. That is good news. But can we take it for granted that it will stay 

that way?  

 

Southern Europe reaps relatively little benefit from the euro. And in northern 

Europe, people often feel they are being called on to bail out their Mediterranean 

brothers and sisters time and again. Structural transfers of wealth generally spoil 

the atmosphere. Not only for the providers—but uncomfortable feelings of 

inferiority can quickly arise among receivers. You can even observe this within 

countries where wealth is transferred between regions. Take Belgium and Italy, 

for example.  

 

I would like to stay on this subject of public support, because there is another 

potentially dangerous trend I detect in northern Europe. And that is the lagging 
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public support for free trade in general. There is for instance a growing group of 

Europeans who believe that globalisation has been good for their country as a 

whole, but not for them personally.5 We can see similar developments in our 

own country. For example, more than one in five Dutch people think  

globalisation offers more disadvantages than advantages. Lower income people 

in particular feel they are on the receiving end of the disadvantages6. 

Unfortunately, there is some truth in that. Dutch businesses have benefited 

greatly from free trade, the single market and the euro. For Dutch households, 

this applies to a lesser extent.  

 

In recent decades, household disposable income growth has not kept pace with 

growth in the economy as a whole. Just take a look at this graph. Why is that? 

Well, to a large extent it is because the share of our national income that workers 

receive (the labour share of income) has been steadily declining, while the share 

going to providers of capital has increased.7 Incidentally, this is not a typically 

Dutch phenomenon. We can also observe this trend in other Western economies.  

 

 

 

 

 

 

 

 

 

 

 

 
5 Research from the Pew Research Center (2014) shows that 79% of Europeans surveyed think that 

globalisation has been good for their country. When asked their opinion on whether globalisation is 

good for employment or wage growth, Europeans are much less positive. For example, Spaniards are 

the most positive about the effects on employment with 56%, and Italians are the least positive with 

13%. In terms of wage effects, Germans are the most positive with 28%, and Italians are again the 

least positive with 7%. A similar conclusion can be drawn on the basis of the 2017 Eurobarometer. 
6 Among lower educated people in the Netherlands, 31% indicate that they mainly experience the 
disadvantages of globalisation, while among higher educated Dutch people this is 12% (SCP, 2018). 
7 Another significant reason for the decoupling of GDP growth from household income is that the 

collective burden on households has increased significantly since the turn of the century. However, 

this has been offset by higher public spending on, for example, healthcare and education, to the 

benefit of individual households.   



13 
 

Figure 5: Household income grows at a slower rate than the economy  

 

 

The fact that workers in the Netherlands are getting a smaller piece of the 

economic pie is also due to globalisation and technological progress.8 But there 

is something else going on in the Netherlands. While permanent contracts of 

employment used to be the norm, recent decades have seen the emergence on 

the labour market of a growing group of flex workers and self-employed. In the 

Netherlands, this group has grown more quickly than in other countries. Their 

numbers have since swollen to around three million, roughly a quarter of the 

workforce. Again, let that sink in. 

 

 

 

 

 

 

 
8 In recent years much attention has been paid to the factors behind this worldwide decline in the 

labour income share, which, according to the literature, is tied to the weaker bargaining position of 

workers. Globalisation and technological development, including information and communications 

technology (ICT), have contributed to this through increased competition and automation. See IMF 

(2017) for an overview study. 

Development of GDP compared to household income

Index 1995=100
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Figure 6: The share of flexible (left) and self-employed (right) work is 
rising more sharply than in other European countries. 

 
The graph shows the share of flexible workers and self-employed as a percentage of the total workforce. 

The Eurostat figures differ from the flexible employment data published by Statistics Netherlands. 

Eurostat only looks at the nature of the contract (temporary vs. permanent), whereas Statistics 

Netherlands also takes into account the number of contractual hours, in addition to the contract. 

Furthermore, temporary and standby staff are also counted as flexible workers in the Netherlands. The 

CBS figures on the number of people in flexible employment are therefore higher. Source: Eurostat.  

 

 

A flexible labour market is to a certain extent valuable for the economy. It makes 

it easier for businesses to adapt to changing circumstances, and for people to 

find work more quickly after a recession. But the flexibilisation of the Dutch 

labour market has gone too far. That is something that all sides can agree on.9 A 

large proportion of flex workers already have a vulnerable position on the labour 

market, and earn less on average than workers on permanent contracts. The 

coronavirus outbreak has further exposed this gap between permanent and 

flexible labour. Flex workers in particular have lost their jobs in recent months, 

and they often have less access to benefits than those on permanent contracts. A 

large proportion of the self-employed have not saved enough to cope with a fall 

in income. As a result, this group has made great demands on the temporary 

income support scheme that the government so rapidly set up.10 

 
9 In its report 'What kind of country do we want to work in?', the Work Regulation Committee, also 

known as the Borstlap Committee, concluded that improving labour laws and regulations is not 

sufficient to create a more level playing field for all workers. According to the Committee, fundamental 

changes are needed to achieve that (Work Regulation Committee, 2020). 
10 In its emergency package for jobs and the economy, the government introduced the Temporary 

bridging measure for self-employed professionals (Tijdelijke overbruggingsregeling zelfstandig 
ondernemers, or TOZO), which allows the self-employed to apply to municipalities for support for their 

living expenses in the form of supplementary income up to the minimum level of social assistance. 

The Ministry of Social Affairs and Employment (2020a) estimates that approximately 374,000 

applications will be made under TOZO, while a further 74,000 applications are expected to be made 

under the follow-up scheme, TOZO 2.0 (Ministry of Social Affairs and Employment, 2020b).  

Share of temporary contracts Share of self-employed
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The social consequences of labour market flexibilisation are in themselves 

sufficient cause for concern. But on top of that—and now I return to my 

argument about Europe—it has also contributed to the fact that working people 

are getting an increasingly smaller piece of the economic pie.11 And if a large 

proportion of them start to see “Europe” first and foremost as a private party for 

businessmen, with scant benefits for their own pockets, then that will undermine 

support for the European project. 

 

To sum up what I have said so far. The euro is an important pillar of the single 

market, and brings us considerable prosperity. However, the euro also tends to 

lead to diverging economic growth within Europe. The current coronavirus crisis 

exacerbates this phenomenon. If we do nothing, then we run the risk of ending 

up in a new euro area crisis, and public support for European integration could 

come under pressure. In the weaker economies of southern Europe, because 

they do not reap enough of the benefits. And in the stronger economies such as 

the Netherlands, due to uneven distribution of benefits, and with it the 

willingness to help out southern European states. 

 

I think that is what we in the Netherlands should be worried about. Not only 

based on our own clear economic self-interests, but also because Europe is about 

so much more than the financial benefits. We see that the balances of power on 

the world stage are shifting. One superpower retreats into confusion, while new 

superpowers emerge. Unfortunately, these are not always countries which share 

the values we do. Such as respect for the democratic rule of law, and for the 

international legal order. Equality for every individual, regardless of gender, skin 

colour, religion, age or sexual orientation. And the freedom to express your 

opinion. There are bubbling cauldrons of political instability to the east and 

south of Europe's frontiers. For many refugees, Europe is that beacon of 

freedom, peace and prosperity for which they are prepared to risk their lives. A 

sign of our strength, and at the same time a challenge for European society. 

 
11 The increased flexibilisation of the labour market results in a weaker bargaining position for 

workers. A study by DNB (2018) shows that there is an empirical connection between the 

development of the labour income ratio and the flexible layer of the workforce.  
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And then there is still the climate crisis. If we want to realise our ambition to 

limit global warming to less than 2 degrees Celsius, then we will have to 

complete the transition to a climate-neutral economy by around 2050. 

Substantial investments are required to achieve that.12 Investments that will get 

off the ground much more easily if we increase the price of emmitting carbon 

and other greenhouse gases.13 In short, how are we going to make sure we 

emerge from this economic crisis in a more sustainable way? 

 

The shifting balances of power, the refugee crisis, the climate crisis. You don't 

have to be a Europhile to know that we can tackle these transnational challenges 

better at European level than at national level. These challenges call for 

European cooperation within a strong European Union. And this is inextricably 

linked to strengthening the foundations of our currency union. This is perfectly 

possible. The imperfections in the Economic and Monetary Union I outlined 

earlier are not like the coronavirus, which hit us out of nowhere. We created 

them ourselves. And that means we can also fix them ourselves, if we want to.  

 

But there are three things we need to do for that to happen. The first is to fight 

this coronavirus crisis collectively and effectively. European heads of state did an 

excellent job this summer by creating the Next Generation Recovery Fund. The 

second is that the countries in the currency union should better coordinate their 

fiscal policies, with the level of public debt playing a more central role. And the 

third is that we also need to better coordinate other areas of our economic 

policy. Now let me take you through how I envisage this. 

 

 

 

 

 
12 According to the Netherlands Environmental Assessment Agency (2019), in the Netherlands alone 

there is an investment commitment of between €56 and €75 billion to implement the agreements set 

out in the Dutch climate agreement.  
13 An efficient way to reduce harmful emissions is to assign a price to greenhouse gases. After all, a 

higher price for CO2 emissions provides businesses with a direct incentive to reduce CO2 emissions 

and invest in green technology. For that matter, countries such as France, Finland, Ireland and 

Switzerland already apply various forms of national CO2 taxation (see also Schotten et al., 2016 and 

Hebbink et al., 2019). 
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Emerging stronger from the crisis: an agenda 

This summer, European leaders wasted no time in setting up a European 

recovery fund. Their decision was an important step in the fight against the 

coronavirus crisis. During the public debate, comparisons were made with the 

Marshall Plan, the US aid programme to help rebuild post-war Europe. I think it 

is a very apt comparison. The elements that made the Marshall plan a success are 

reflected in the plan for a European recovery. The recovery fund is not 

emergency aid but is intended to support public investments in countries that 

strengthen their economic growth potential. The receiving countries retain an 

important degree of responsibility for how the money is spent, within certain set 

conditions. The financing has been structured in such a way as to ensure 

southern European countries do not accumulate ever more debt. And the fund is 

big enough to really make a difference. 

 

It is also good that priority is given to investments in digitisation and making the 

economy climate-neutral. That way we can kill two birds with one stone: we 

narrow the gap between those leading the way and those lagging behind, and we 

invest in the sustainable growth capacity of the euro area.  

 

The strength of this proposal lies not only in its collective, but also in its 

temporary nature. Structural transfers from one country to another can quickly 

lead to bad feeling, as we have seen elsewhere. That is not the case with the 

recovery fund. The fund is temporary, there are no direct transfers between 

countries, nor do countries assume responsibility for each other's debts.  

  

The recovery fund is therefore an excellent initiative. But it is not by itself 

enough, which brings me to the second item on my list. If we want to put an end 

to divergent growth in Europe we will also have to coordinate fiscal policy more 

closely. In recent years, European fiscal rules have been particularly focused on 

the maximum budget deficit, the well-known 3% of gross domestic product. But 

as a result, in practice the rules proved to be strict during bad times, and 

ineffective during the good times. Thus accentuating the peaks and troughs of 
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our economy, instead of smoothing them.14 Moreover, there was scant attention 

for the differences between countries. For example, after the financial crisis of 

2008, any country with an excessive deficit had to consolidate its public finances 

roughly all at the same pace, regardless of the level of public debt at the outset.  

 

There is one lesson I think we can take from this: we need to pay more attention 

to public debt levels.  The Maastricht Treaty sets a public debt limit of 60% of 

GDP, although there is some flexibility.  You can exceed this threshold, as long as 

you bring national debt back down to the 60% reference value. This limit must 

regain its prominence. It is a recognisable benchmark, and allows countries the 

room to temporarily increase their debt during economic downturns. However, 

the pace at which countries are required to return to this limit needs to vary, 

taking their individual economic situation into account. In economically more 

favourable times, countries with higher government debt levels should have to 

make greater efforts to reduce their debt than countries with lower debt levels. 

This does more justice to differences in starting positions, and the European 

economy will also benefit if all countries do not tighten their fiscal reins at the 

same time.  

 

In addition to restoring the 60% limit, I believe that in reducing public debt, we 

should put more emphasis on reforms that promote economic growth. Rather 

than the austerity measures that often constrain growth in the first instance. 

Without robust growth, it is simply very difficult for countries with high levels of 

public debt to bring their debt back to a healthy level in relation to the size of 

their economy. We have seen that. 

 

If austerity is unavoidable, fiscal rules should at least protect public investment. 

This investment, for example in infrastructure, sustainable energy, education 

 
14 The European Commission issues corrective recommendations to countries with budget deficits 

above 3% of their GDP. De Jong and Gilbert (2020) show that these ‘corrective’ recommendations are 
fairly well adhered to. However, this is not the case for the ‘preventive’ recommendations aimed at 

achieving a balanced budget in economically more favourable times. Many countries have never even 

reached their medium-term budget deficit target (ECA, 2018; Hessel et al., 2019). Moreover, for a 

long time, there was virtually no attention paid to government debt within the European fiscal  

framework.  
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and science, has all too often fallen victim to austerity measures.15 Heavily 

indebted countries have seen the erosion of their economic growth potential due 

to chronic under-investment. As a result, they are left lagging even further 

behind. 

 

If we take another look at the Netherlands, what does this mean for Dutch fiscal 

policy in the forthcoming term of government? The Dutch public debt is expected 

to increase from around 50% to 60% of GDP in the coming years.16 This is a 

sharp increase, but thanks to our comfortable starting position, we will end up at 

a level that is still manageable. That is why I see no reason to cut spending or 

raise taxes at this time. After all, our economic recovery could still be fragile in 

2021.  

 

What we do need to do now is strengthen the growth potential of the Dutch 

economy with structural reforms and temporary, targeted investments. This is 

not of course a plea for unbridled growth in government spending. After all, 

there will always be new, unexpected setbacks. So I think it is wise to be wary of 

new policy initiatives that place a structural burden on government finances.  

 

This addresses fiscal policy in Europe and in the Netherlands. The third point on 

my European to-do list for tackling growth imbalances is to improve 

coordination in other areas of economic policy. I have already talked about the 

divergent competitiveness of the euro area member states. And how this 

contributes to large trade surpluses in some countries, and large trade deficits in 

others.  To effectively tackle this problem, all member states must play their part. 

Weaker economies need to implement reforms that increase their productivity 

and competitiveness. This is good for exports, for economic growth, for 

employment, and for public debt. The point I want to make here is that these 

 
15 In the short term, it may be politically easier to cut public investment than other forms of public 

spending (Alesina and Perrotti, 1995) Bamba et al. (2020) show that cuts indeed often have a greater 

impact on public investment than on public consumption. Bacchiocchi et al. (2011) show that heavily-

indebted countries often cut public investment more sharply. De Jong en Eijking (2015) focus on the 

consequences of the budget cuts surrounding the euro crisis. Between 2009 and 2014, public 
investment declined across Europe, and even halved in hard-hit countries such as Portugal, Spain and 

Ireland. Moreover, in the longer term (20 years) a decrease in the European public capital stock can 

also be seen. 
16 The Netherlands Bureau for Economic Policy Analysis (2020), for example, expects EMU debt to rise 

to 59.7% of GDP in 2021. 
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reforms are much more likely to succeed if the stronger economies also do their 

fair share. For these countries, that means implementing reforms that give 

households more room to spend, so that they can boost imports and reduce their 

trade surpluses. This will not only help the weaker economies, but also benefit 

the stronger ones. Behind large and persistent trade surpluses, there are often 

underlying problems, such as savings retained by companies for tax reasons, or 

stagnant wage growth. 

 

If I apply that to the Netherlands for a moment, it means we also have work to 

do. It means we have to critically review our tax system, so that labour can be 

taxed less heavily and workers get to retain more of their pay.17 And we need to 

tackle the imbalances in the labour market between permanent and flex 

workers, by reducing tax differences between contractual employees and the 

self-employed. We can also encourage the transition from flexible to permanent 

employment by removing obstacles for employers.18 This will offer flex workers 

a better perspective on job security. With a level of compensation that matches 

the high productivity of Dutch employees. As far as I am concerned, these are key 

challenges for the coming term of the government. 

 

Summing up, I have talked to you about the recovery fund, and the coordination 

of fiscal and other economic policies. So, have we covered everything, then? No, 

not entirely. There is still something else to discuss. The recovery fund that the 

European heads of state agreed on is a one-off and temporary solution. As I said 

before, I think that its strength lies precisely in the fact that is one-off and 

temporary, and I mean it. After all, it is the euro area countries themselves who 

have primary responsibility for ensuring and maintaining a healthy economy, 

and consequently for the reforms and investments needed to achieve that. The 

northern euro countries will have to implement reforms to boost wage growth 

and domestic demand, and the southern states must take the necessary steps to 

increase their competitive power and reduce their debt levels. 

 
17 The tax burden on labour has increased by 1.8% of GDP since the beginning of this century. From 

an international perspective, it is notable that the Netherlands levies relatively less tax on household 

wealth and the value of assets (see also Ministry of Finance, 2020).  
18 See also Work Regulation Committee (2020). 
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But let's be realistic: this will take time. Even with the right policies in place, 

countries such as Greece and Italy will most likely need decades to get to where 

they need to be. In the coming years their levels of public debt will still be too 

high to weather another recession without taking far-reaching austerity 

measures, especially if it involves a deep euro area wide recession. They will 

have to go to great lengths to maintain public investment under these 

circumstances. Foreign investors will not be thrilled by the prospect of a 

structurally higher tax burden, which means there is a risk that these countries 

could fall further behind again. Which would again overshadow our objective of 

creating a stronger monetary union. 

 

So, we will have to find a way to deal with these situations. To be quite honest, I 

don't know what the best course of action is. While the recovery fund sets a 

relevant precedent, we have already established that structural transfers can 

leave a sour taste in the mouth. Another possible option is to allow debt 

restructuring within the monetary union. This means a country meets with its 

main creditors, such as the banks, to discuss how to reduce its debt position 

without jeopardising its euro membership. 19 

 

However, this option is not without significant obstacles either, particularly as a 

major proportion of this debt is still concentrated with local banks. Public debt 

write-downs would lead to significant losses for these local banks and possibly 

also trigger capital flight, and consequently still jeopardise the country's euro 

membership. 

 

So both options—a permanent fund as well as debt restructuring —have their 

own, serious impediments. As long as the issue of divergent growth is not 

resolved, the strongest shoulders in the European caravan will from time to time 

have to bear a heavier load to ensure no-one gets left behind. After all, we need 

to ensure sustainable recovery in all countries. We need to be able to mobilise 

 
19 See Martin Sandbu (2015), Europe’s Orphan, The Future of the Euro and the Politics of Debt, 

Princeton University Press. 
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the full power of the euro area in times of serious economic downturns. And we 

need to harness that power to face the challenges that can only be effectively 

tackled at European level, such as digitalisation and climate change. This will 

require a great deal of thought in the years ahead. 

 

If national governments—either individually or collectively—are willing to take 

on a more significant role in stabilising their economies, this would also be good 

news for the European Central Bank. All too often in the past few years, the ECB 

has almost single-handedly had to bear responsibility for keeping the European 

economy going. The far-reaching measures it has had to take have also led to 

some serious and undesirable side-effects, which are only becoming more 

serious the longer the measures are kept in place. A greater contribution from 

fiscal policy would allow the ECB to ease its measures. 

 

All in all, I believe this would put us on the way to a stronger currency union. 

With European governments investing in sustainable growth, both individually 

and working together. Through more closely aligned economic policy. 

 

Alignment implies reciprocity, and a fair division of rights and responsibilities. 

For us, here in the Netherlands, it would mean having to relinquish a degree of 

our national autonomy. I realise that is a difficult step to take. No country is 

prepared to give up part of its sovereignty lightly. It takes courage. And what will 

we get in return? The prospect of a more stable and prosperous currency union, 

in which all countries equally share the costs and benefits. Where there is a 

positive balance of these costs and benefits in all countries. So the atmosphere is 

untainted by the question of who should bear the heaviest burden. Creating a 

stronger feeling of goodwill in Europe and for Europe, which will make it easier 

to tackle together the great challenges before us today. 

 

Some people will say: even closer European integration? Now, of all times? 

There's no public support for that, is there? To those people I say this: We could 

also choose not to work towards further European integration and more risk-

sharing. That's also an option, certainly. But there is a price to pay for that 
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option. The price involves increasing economic inequality between the euro 

countries, more debt crises, more emergency support and lower levels of 

prosperity. It would make the euro unsustainable. And I fear that in a globalised 

economy, this price would ultimately be paid, again, by ordinary people.  

 

There are people who say becoming a bit worse off is a small price to pay for 

greater freedom. To take back control. But is that really how it works? How 

much of a sovereign nation were we before the euro? When we have sold our 

goods abroad, haven't we always had to take our customers’ preferences into 

account? Our ancestors were already aware of that ages ago.  

 

These days, that means we have to take on board international rules and 

regulations. We see countries like Switzerland and Norway, who are outside the 

European Union, in many respects have to follow European rules without having 

a say in how these rules are made. We see countries like Denmark and Sweden, 

that are not in the euro area, still striving for exchange rate stability vis-à-vis the 

euro. That means they generally accept the euro area interest rate policy – and 

also contribute to the recovery fund. And we see the United Kingdom's struggle 

to find the right balance between sovereignty and free trade. 

 

I believe more European integration is the right option. Will it be easy? No. Do 

we need more public support? Yes. So let us lay the foundation for that support. 

And to do so policymakers must clearly present the pros and cons of European 

integration, and be open to discussion.  

They must take accountability for the decisions they take together in Brussels. 

And above all else, they must make sure the benefits of European cooperation 

are shared equally by everyone. Brexit has clearly shown us why this is 

absolutely necessary. 
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Final observations 

 

Ladies and gentlemen, 

 

Today, the Economic and Monetary Union looks quite different from what the 

authors of the Maastricht Treaty envisaged back in 1992. They expected the 

economic differences between member states to diminish over time, thanks to 

the introduction of the euro and supported by fiscal rules. That did not happen.  

 

We have drifted away from our forerunner’s expectations in a number of 

respects. That was inevitable. Had we decided to rigidly stick to the spirit of the 

Treaty during the lowpoint of the crisis, we would probably no longer have a 

monetary union.  

 

The world around us has also changed. The significant geopolitical shifts, the 

enormity of the challenges with respect to climate change and refugees. This 

requires more cooperation at European level. 

 

All the same, we are living in a different monetary union than we imagined back 

in the 90's. With more sharing of risk. And more harmonisation of policy. In 

recent years we have pushed the boundaries of the Treaty. There is no guarantee 

that we will not have to do that again. So it is crucial to reaffirm the political 

mandate. But central bankers like me aren't the ones who have to make those 

decisions. It is up to politicians to state their preferences and to present them 

clearly to their voters. That is why I hope to see a spirited debate on the future of 

Europe in the run-up to the parliamentary elections next spring. 

 

If we want to achieve a strong and healthy Europe that can protect its citizens 

against the risks hanging over them, if we want to achieve a well-functioning 

Europe that works for all of us, if we want to achieve a sustainable Europe that is 

ready for the future, then we must be willing to do what it takes. It requires us to 

better harmonise our economic policies, and to jointly invest in sustainable 

growth. Firmly based on member states assuming responsibility for putting their 
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own house in order. With the realisation that all member states must do their bit, 

including the Netherlands. And with the prospect of creating a better future for 

all us, ultimately.  

 

On 22 November 1989, 13 days after the fall of the Berlin Wall, Jacques Delors, 

European Commission President, addressed the European Parliament. He spoke 

of the task facing the European Union in those momentous days. He said: “Luck 

helps sometimes; courage helps always.” I wish you and our politicians much 

courage in the times ahead. 
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