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Executive summary 

 

One year after its major Enlargement to 10 new Member States, Europe is facing several 

challenges. It has known a relatively long period of slow growth, with one or two percentage points 

below the United States in the last decade; at the same time, consecutive to its Enlargement to 10 new 

Member States, it has to face a huge redistribution of political and economic powers, both internally 

and vis-à-vis its partners; finally, Europe is facing an ever growing integration of international trade 

and most notably the emergence of the two low-wage giants, China and India, sometimes presented as 

the “world suppliers” of labour intensive goods and services. 

Its success with respect to these challenges is mixed: Europe remains one of the wealthiest 

areas in the world; new Members grow at a fast rate; however, Europe still faces several structural 

problems. Most big countries in Europe, including France, Germany, Italy and Poland have inefficient 

labour markets, plagued with high unemployment rates and low participation rates in particular among 

the less educated workers. In a rapidly evolving macroeconomic context, the preservation of living 

standards and the welfare state requires more adaptability of individuals and institutions.  

In particular, as this report will show, Europe has to invest more than ever in its comparative 

advantage: human capital. However, the answer cannot be simply quantitative: more money injected in 

the system may not be a solution in the absence of a serious reflection on the nature of education, on 

its macroeconomic and labour market impact and on the various imperfections it attenuates or on the 

contrary it reinforces. The report does not intend to provide such an exhaustive analysis. Instead, it 

aims at taking stock of the large economic literature on the subject, and at providing some hopefully 

useful policy guidelines. 

 



 

Summary of the report 

 

We will in particular emphasize that Europe has invested massively in the past decades in 

secondary education and along some dimensions, prevented a too large increase in wage and income 

inequality. Since the 1960’s, the average number of years of education of the working age population 

has risen by 3.5 years, and half of the gap with the US has been filled. Recent cohorts of young 

graduates in Europe are more mobile than low skilled workers, and the over-education problem, 

meaning young graduate delaying ever and ever the entrance in the labour market, probably need to be 

more cautiously analysed: it appears that over-education is often the “wrong” name given to 

something else we believe to be one of Europe’s main problem: skill mismatch and inadequacy of 

education and training to provide the right skills.  

On the negative side, we indeed see several manifestations of an inadequacy between demand 

and supply of skills and workers. Europe has very low geographical mobility of labour even for the 

most educated ones, especially compared to the US; there is a very large share of European workers 

reporting they don’t have the right skills for the job; more generally, labour market institutions 

promote longevity of jobs and thus favour specific skills, while at the same time demand for labour is 

increasingly volatile and would require general skills instead; finally, Europe faces difficulties to 

attract the most skilled and talented workers and looses some of them, with potentially large adverse 

consequences on long-run growth.  

As argued above, more investments in education are required, but they must come with well-

thought provisions of incentives: first, incentives to do well must be imposed on the supplier of skills 

(secondary schools and tertiary establishments); and second, incentives to follow the right curriculum 

must be brought to the consumers of education (students and trainees). It is only if these conditions are 

fulfilled that Europe can simultaneously reach the dual objective of promoting equality and generating 

growth. Investing in secondary education is probably a good way to promote equality. Instilling a 

greater element of incentives is necessary if Europe wants to garnish universities with the same 

worldwide prestige and attractiveness as Harvard, Princeton or MIT and ultimately develop a 

knowledge-based economy. 

Of course, Europe, like the US, invests large amounts in education: educational spending is 

about 5% of GDP in OECD countries, with a large upward trend over the past century. Interestingly, 

in two very different countries – the US and France – public expenditure in tertiary education as a 



fraction of GDP is exactly the same, 1% of GDP. But in total, the US spent 2.29% of its GDP in 

tertiary education while France spent only 1.13%; all the difference between the two countries actually 

came from private money. We think that a reason for why European universities cannot attract private 

money is cultural; another, sadly, is that the signal of quality they deliver is insufficient. We propose 

reforms at the tertiary level of education, notably providing more adaptability of institutions and better 

incentives to teachers and encourage a better financing by the private sector. 

As regards to the labour market, we have discussed how employment protection and other 

institutions tend to reduce mobility, both geographical and between jobs. This shapes the structure of 

investments, and notably generates more investments in skills specific to sectors and jobs. In stable 

macroeconomic environment, this may be a desirable outcome for several reasons: notably, 

specialization implies efficiency on-the-job, and from the employers’ perspective, makes workers 

relatively attractive. On the other hand, in a world of increased turbulence, e.g. in the context of the 

European Enlargement and in a transition from a manufacturing economy to a high-tech service 

economy, skills oriented toward mobility may become more important. In the absence of such general 

investments in human capital, skills mismatch is a likely outcome, which we detected in the data. This 

is also why more reactive universities are necessary. 

To conclude, it is not our suggestion to privatise the supply of education. There is no evidence 

that a private sector is more efficient or responsive than a public sector when the latter has motivated, 

well-paid employees, who have the right incentives. However, as usual, the inability to reform a public 

system and let it die from poverty is the best way to let the market offer an alternative, at the cost of 

sacrificing social justice and equality of opportunity. 

 


