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Weak American investment and weak wages are the

consequence of weak corporate governance, with

solutions to be found in Australia and northern Europe.

Here are the facts:

First, real U.S. wages have gone flat since 1980 despite

continued productivity gains, while in Australia and

northern Europe they’ve mostly kept pace with productivity.

Today, wages and comprehensive employer costs for labor

are about $10/hour higher in Australia and northern

Europe than in the United States. In manufacturing,

German wages are $20/hour higher.

Second, investment by nonfinancial firms in Australia and northern Europe has outrun

investment by American firms for decades, as documented by Eurostat economists Denis

Leythienne and Tatjana Smokova in 2009.

Third, U.S. managers apply unreasonably high discount rates when evaluating future

investments, truncating their investment time horizons compared to managers in these other rich

democracies. James Poterba at MIT (and President of NBER) and Lawrence Summers, as early

as 1995, documented that German managers devote a considerably higher share of R&D

budgets to the long term than U.S. managers. Moreover, the Americans would forego “a very

positive net present value project” merely to smooth out earnings per share data, as reported

later in an NBER study by John R. Graham, Campbell R. Harvey and Shiva Rajgopal.

Fourth, Australia and every nation in northern Europe now have more skilled labor forces than

the United States. As recently as 1998, it wasn’t that way, but skill levels in nations like Austria,

Denmark and France have since leapfrogged the U.S. level, where firms eschew human capital

investments. Employee loyalty now comes in two-week segments until the next paycheck, with

longer term upskilling and the concept of employee commitment to the firm hollowed out. Firm

management in these other rich democracies have done a superior job of investing anew,

changing product mixes, upskilling workforces and offshoring few domestic jobs.

What are we to make of this? Globalization is fingered as the culprit by many who’ve written on

U.S. wage stagnation, but it’s a rather baffling explanation in light of the considerably greater

integration of these higher wage nations like Austria, Denmark or Germany in cross-border

trade. A few, including former labor secretary Robert Reich and James Galbraith are closer to

the mark, pinpointing a variety of structural factors, like offshoring, Randian executive suites,

weaker labor unions and deregulation.They and others such as Edmund Phelps, call this agency

problem “short-termism.” It’s a focus by stock-optioned American management on near-term

performance, being parsimonious with corporate outlays for R&D, wages, investment and the like
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in order to spike quarterly earnings.

Foolish mergers are another element of the syndrome as examined by Jeffrey Harrison of

Richmond and Derek Olin of Texas Tech. This syndrome partly explains why net investment by

U.S. firms is 4 percent of GDP now while profits account for 12 percent of GDP, when they both

equaled about 9 percent in the late 1980s. That’s also why John Asker and Alexander Ljungqvist

of NYU and Joan Farre-Mensa of Harvard found that publicly held U.S. firms devote only 3.7

percent of assets to investment compared to 6.7 percent at privately owned firms. And it’s why

productivity per hour worked in northern Europe has grown one-third faster than in the United

States since 1979 to the point that equivalence exists on the factory floor now in the United

States, France and the Low Countries.

It’s quarterly capitalism. What kind of managers would run U.S. companies like that, crimping

longer term prospects? Well, managers like those expat East India Company officials lamented

by Adam Smith. Then as now, changing their management incentive structure is the answer. And

that means drawing on corporate governance techniques of firms in those rich democracies who

figured out how to avoid short-termism. The architecture of American corporate governance

should learn from the successful codetermination structure of northern Europe, which is, to a

large extent, responsible for Germany being the world’s highest performing economy.

Shareholders will applaud codetermination because it means greater returns, as Larry Fauver at

Tennessee and Michael Fuerst at Miami concluded in 2006. And a healthy byproduct of

codetermination has been higher wages, with firms supporting the Australian wage determination

structure linking wages with rising productivity.

There are several reasons to look askance at northern Europe, struggling to generate growth

and reform the architecture of its monetary union. But those macro concerns should not deflect

from the long-term success of their sturdy internal processes in broadcasting rising real incomes

widely year after year. What a contrast to the grim outcomes and prognosis for U.S. family

economics, featuring further income disparities, stagnant wages and weak productivity, GDP and

job growth as far as the eye can see.

It is time for Americans to do what they do very well: draw on the best and brightest from across

the globe for a solution to its poorly crafted corporate governance structure.
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constitutional treaty, the Spinelli Group of
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new treaty. Anyone who wonders how a

more united Europe should best be

governed should read this. 

MORE INFO

ETUI AD

The Euro crisis and its
impact on national and
European social policies

by Christophe Degryse, Maria Jepsen

and Philippe Pochet (ETUI) 

This critical work ing paper looks at the

series of political choices, circumstances

and windows of opportunity that have

enabled one particular vision of the model

of EU monetary union to gain acceptance.

In the context of this model, political union

is not considered an accessible way to

manage the crisis, for the rescue of the

euro is regarded as feasible only in a more

competitive economy. 

The social dimension, accordingly,

becomes the adjustment variable. In this

regard, the statements made by the

President of the European Central Bank

announcing the death of the European

Social Model, are merely the anticipation of

a reality that is the outcome of a political

choice, based on a set of economic

Facebook 12 Twitter 5 Google LinkedIn 3 StumbleUpon

Pocket Reddit Digg Tumblr Email Print

http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=facebook&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=twitter&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=google-plus-1&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=linkedin&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=stumbleupon&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=pocket&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=reddit&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=digg&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=tumblr&nb=1
http://www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/?share=email&nb=1
http://dealbook.nytimes.com/2008/08/14/deals-and-the-dark-side-of-debt/?_r=0
http://www.johnasker.com/Kell.pdf
http://corpgovcenter.utk.edu/Research/FauverandFuerstJFEGermanLaborPaper.pdf
http://www.social-europe.eu/category/themes/business/
http://www.social-europe.eu/category/columns/
http://www.social-europe.eu/category/themes/employment-and-labour/
http://www.social-europe.eu/tag/corporate-governance/
http://www.social-europe.eu/tag/investment/
http://www.social-europe.eu/tag/quarterly-capitalism/
http://www.social-europe.eu/tag/us/
http://www.social-europe.eu/tag/wages/
http://bit.ly/16VnDcZ
http://bit.ly/GI63Eq


10/24/13 How Quarterly Capitalism Stifles Investment And Wages

www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/ 3/4

2 comments

Leave a message...

Oldest Community  Share

Reply

Esossa •  7 hours ago

Simply brilliant!

  

Reply

Lawrence Milford •  3 hours ago

Excellent! A topic that is, sadly, not discussed often enough!

  

Subs cribe Add Dis qus  to  your s i te

0

Avatar

Share ›

Avatar

Share ›

The German Minimum Wage

Debate: Lessons From An

EU Comparison

Russell Brand On The Failure

Of Politics And Inequality

Are Germans Really Poorer

Than Spaniards, Italians And

Greeks?

Misconceiving British

Austerity

Germany Has Created An

Accidental Empire

prescriptions and which takes for granted

the impossibility of attaining true political

union. 

DOWNLOAD FOR FREE

NEW EBOOK OUT NOW!

Our new eBook ' Roadmap to a Social

Europe' is the result of a joint project with

the European Trade Union Confederation

(ETUC), the WSI of the Hans Böck ler

Stiftung, the IG Metall, the Friedrich-Ebert-

Stiftung and Lasaire. 

The book contains articles by Jürgen

Habermas, Zygmunt Bauman, Jean-Paul

Fitoussi and European and national trade

union leaders amongst many others.

Please click  the cover above or the link

below to download the book for free. 

DOWNLAOD

COMMENT HERE

MOST READ ARTICLES

http://disqus.com/
https://disqus.com/admin/signup/?utm_source=socialeurope&utm_medium=Disqus-Footer
http://disqus.com/lawrencemilford/
http://www.social-europe.eu/2013/10/the-german-minimum-wage-debate-lessons-from-an-eu-comparison/
http://www.social-europe.eu/2013/10/russell-brand-on-the-failure-of-politics-and-inequality/
http://www.social-europe.eu/2013/04/are-germans-really-poorer-than-spaniards-italians-and-greeks/
http://www.social-europe.eu/2013/10/misconceiving-british-austerity/
http://www.social-europe.eu/2013/03/germany-has-created-an-accidental-empire/
http://bit.ly/GI63Eq
http://bit.ly/1c34tXX
http://bit.ly/1c34tXX
http://wp.me/PxxGb-7F6/


10/24/13 How Quarterly Capitalism Stifles Investment And Wages

www.social-europe.eu/2013/10/how-quarterly-capitalism-stifles-investment-and-wages/ 4/4

England Says No To

Washington

What Happened To The Idea

Of A European

Unemployment Insurance?

Did The Dutch Start The End

Of Social Europe?

LATEST TWEETS

Follow 14K follow ers

LINKS

David Coates' Website

European Politics and Policy at LSE

European Trade Union Confederation (ETUC)

European Trade Union Institute (ETUI)

European Tribune

Ferdinand Lasalle Centre for Social Thought

Fondazione Brodolini

Friedrich Ebert Stiftung

Friedrich Ebert Stiftung London

Fundacion Ideas

Gegenblende (DGB)

Global Policy Journal

Grahnlaw

Hans Boeckler Stiftung

Internationale Politik und Gesellschaft

John Weeks Homepage

Jon Worth's Euroblog

Mark Thoma Economist's View

Shifting Grounds

Steven Hill

The Worker Institute (Cornell University)

Wiardi Beckman Stichting

RECENT COMMENTS

Lawrence Milford on How Quarterly Capitalism

Stifles Investment And Wages

Mark on Russell Brand On The Failure Of

Politics And Inequality

Hans Lindeijer on Russell Brand On The

Failure Of Politics And Inequality

Esossa on How Quarterly Capitalism Stifles

Investment And Wages

TP (UK) on Russell Brand On The Failure Of

Politics And Inequality

Chris Lawson on Russell Brand On The Failure

Of Politics And Inequality

Fisher on Did The Dutch Start The End Of

Social Europe?

Fisher on Did The Dutch Start The End Of

Social Europe?

Optymystic on Czech Party System At Risk

Of Unravelling In This Week’s Elections

Optymystic on Business Should Talk To

Europe To Cut Red Tape

RSS FEEDS

 All Content 

 Essays 

 Columns 

 Blogs 

 News & Events

TAGS

Angela Merkel austerity Britain china Climate

Change crisis debt Democracy ECB
economic crisis Economic Policy economics

economy election EU euro euro area

Europe European Parliament European

Union Eurozone financial crisis fiscal

policy France Germany Good Society

Greece growth IMF inequality Ireland

Italy Labour Merkel Obama Politics
Portugal Recession Sarkozy Social
Democracy Spain SPD UK

unemployment US

RETURN TO TOP OF PAGE COPYRIGHT © 2013 · MAGAZINE THEME ON GENESIS FRAMEWORK · WORDPRESS · LOG IN

http://www.social-europe.eu/2013/08/england-says-no-to-washington/
http://www.social-europe.eu/2013/10/what-happened-to-the-idea-of-a-european-unemployment-insurance/
http://www.social-europe.eu/2013/10/did-the-dutch-start-the-end-of-social-europe/
https://twitter.com/intent/follow?original_referer=http%3A%2F%2Fwww.social-europe.eu%2F2013%2F10%2Fhow-quarterly-capitalism-stifles-investment-and-wages%2F&region=follow_link&screen_name=socialeurope&tw_p=followbutton&variant=2.0
https://twitter.com/intent/user?original_referer=http%3A%2F%2Fwww.social-europe.eu%2F2013%2F10%2Fhow-quarterly-capitalism-stifles-investment-and-wages%2F&region=count_link&screen_name=socialeurope&tw_p=followbutton&variant=2.0
http://www.davidcoates.net/
http://blogs.lse.ac.uk/europpblog/
http://www.etuc.org/
http://www.etui.org/
http://www.eurotrib.com/
http://lassalle.org.pl/?lang=en
http://www.fondazionebrodolini.it/Public/Brodolini/Home/home.aspx
http://www.fes.de/
http://www.feslondon.org.uk/
http://www.fundacionideas.es/
http://www.gegenblende.de/
http://www.globalpolicyjournal.com/
http://grahnlaw.blogspot.com/
http://www.boeckler.de/
http://www.ipg-journal.de/
http://jweeks.org/
http://blog.jonworth.eu/
http://economistsview.typepad.com/
http://shiftinggrounds.org/
http://www.steven-hill.com/
http://www.ilr.cornell.edu/workerinstitute/
http://www.wbs.nl/
http://www.social-europe.eu/2013/10/russell-brand-on-the-failure-of-politics-and-inequality/#comment-50514
http://www.social-europe.eu/2013/10/russell-brand-on-the-failure-of-politics-and-inequality/#comment-50513
http://www.social-europe.eu/2013/10/russell-brand-on-the-failure-of-politics-and-inequality/#comment-50511
http://www.social-europe.eu/2013/10/russell-brand-on-the-failure-of-politics-and-inequality/#comment-50510
http://www.social-europe.eu/2013/10/did-the-dutch-start-the-end-of-social-europe/#comment-50509
http://www.social-europe.eu/2013/10/did-the-dutch-start-the-end-of-social-europe/#comment-50508
http://www.social-europe.eu/2013/10/czech-party-system-at-risk-of-unravelling-in-this-weeks-elections/#comment-50507
http://www.social-europe.eu/2013/10/business-should-talk-to-europe-to-cut-red-tape/#comment-50506
http://www.social-europe.eu/feed/
http://www.social-europe.eu/category/essays/feed/
http://www.social-europe.eu/category/columns/feed/
http://www.social-europe.eu/category/blogs/feed/
http://www.social-europe.eu/category/blogs/feed/
http://www.social-europe.eu/category/news-events/feed/
http://www.social-europe.eu/category/news-events/feed/
http://www.social-europe.eu/tag/angela-merkel/
http://www.social-europe.eu/tag/austerity/
http://www.social-europe.eu/tag/britain/
http://www.social-europe.eu/tag/china/
http://www.social-europe.eu/tag/climate-change/
http://www.social-europe.eu/tag/crisis/
http://www.social-europe.eu/tag/debt/
http://www.social-europe.eu/tag/democracy/
http://www.social-europe.eu/tag/ecb/
http://www.social-europe.eu/tag/economic-crisis/
http://www.social-europe.eu/tag/economic-policy/
http://www.social-europe.eu/tag/economics/
http://www.social-europe.eu/tag/economy/
http://www.social-europe.eu/tag/election/
http://www.social-europe.eu/tag/eu/
http://www.social-europe.eu/tag/euro/
http://www.social-europe.eu/tag/euro-area/
http://www.social-europe.eu/tag/europe/
http://www.social-europe.eu/tag/european-parliament/
http://www.social-europe.eu/tag/european-union/
http://www.social-europe.eu/tag/eurozone/
http://www.social-europe.eu/tag/financial-crisis/
http://www.social-europe.eu/tag/fiscal-policy/
http://www.social-europe.eu/tag/france/
http://www.social-europe.eu/tag/germany/
http://www.social-europe.eu/tag/good-society/
http://www.social-europe.eu/tag/greece/
http://www.social-europe.eu/tag/growth/
http://www.social-europe.eu/tag/imf/
http://www.social-europe.eu/tag/inequality/
http://www.social-europe.eu/tag/ireland/
http://www.social-europe.eu/tag/italy/
http://www.social-europe.eu/tag/labour/
http://www.social-europe.eu/tag/merkel/
http://www.social-europe.eu/tag/obama/
http://www.social-europe.eu/tag/politics/
http://www.social-europe.eu/tag/portugal/
http://www.social-europe.eu/tag/recession/
http://www.social-europe.eu/tag/sarkozy/
http://www.social-europe.eu/tag/social-democracy/
http://www.social-europe.eu/tag/spain/
http://www.social-europe.eu/tag/spd/
http://www.social-europe.eu/tag/uk/
http://www.social-europe.eu/tag/unemployment/
http://www.social-europe.eu/tag/us/
http://www.studiopress.com/themes/magazine
http://www.studiopress.com/
http://wordpress.org/
http://www.social-europe.eu/wp-login.php

