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Fiscal consolidation and growth 

• In every country, the crisis was initially a banking 
crisis ‘solved’ by debt-funded bailouts 

• This led to massive increases in sovereign debt 
• The alleged sovereign debt crisis have been met 

by demands for fiscal consolidation via public 
expenditure cuts. 

• Growth would occur via ‘expansionary fiscal 
contraction’ – the private sector would see tax 
cuts as increased net wealth, and interest rate 
declines would spark investment and export 
booms  



The recession 

• Budget cuts implemented from late 2009, 
accelerating from 2010. 

• IN UK, cuts in civil service (around 15% of staff), 
and cuts on departmental expenditure (rolling 
cuts increasing over time). Similar constraints in 
USA, Germany, France etc, with different time 
profiles. 

• This has resulted not in ‘contractionary 
expansion’ but in recession, with unusual 
productivity and employment impacts 

 



Innovation-led growth? 

• Obviously, growth is the best route out of the 
recession because of its direct impacts on deficits 

• Throughout this period there has been increasing 
discussion of innovation as a source of growth 

• Strong emphasis on innovation by national 
governments, IMF, OECD (Secretary General 
Gurria says the way forward is ‘innovation, 
innovation, innovation’) 

 



How to stimulate innovation? 

Two basic perspectives: 

 

• ‘Structural’ – we need reform in labour markets, 
deregulation, entrepreneurial incentives etc (IMF, 
World Bank, OECD position) 

• ‘Strategic’ – we need to reconsider policy 
neutrality, look at specialisation, consider 
intervention, explore new government-private 
interaction (EU, UK BIS positions etc) 



UK positions 

BIS: 

• Cable: major speech in September on need for 
coordinated policy, announcing SME bank, 
technology support (Graphene hub etc), sector 
strategies, new innovation centres,(Crick, 
Catapult centres etc) 

• Willetts: four speeches since January, stressing 
public sector role in innovation, technology 
selection principles, foresight activities,  sector 
roadmaps etc. 



The current situation … 

• Things are moving slowly, but they are moving. A 
conversation is opening up, and a question for us is 
how innovation studies researchers should relate to it. 

• A lot of what innovation studies says about innovation, 
crisis and growth is seriously questionable – the 
‘technoeconomic paradigm’ approach of Freeman and 
Perez in particular 

• We simply don’t have a good enough micro-based 
growth theory resting on innovation that can guide 
policy. Given the scale of public resources for 
innvaotion, this is a big gap. 



OECD: New Directions 

• Current Secretary General paper – ‘New 
directions in approaches to economic 
challenges’ 

• Aim: to learn for recent experience 

• Each directorate asked to contribute one 
major policy issue facing governments, where 
OECD can contribute to solutions 

• What should the innovation contribution be? 



DSTI contribution 

Directorate for Science, Technology and Industry 
proposes: 

 

“Global Value Chains” 


