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In the meantime, the long-term 
unemployed see their skills decaying, 
making it ever harder for them to 
find jobs and limiting productivity 
growth. Wage growth will remain low 
as workers compete for jobs, while the 
boost to real incomes from cheap oil 
will fade. Private and public-sector 
debt levels are declining, but balance-
sheet adjustment could hold back 
growth for a while.

The state of the economy is the most 
important factor that influences people 
when they consider which political 
party they will vote for. The rise of 
populist parties on the left and right 
across Europe is a direct result of the 
economic crisis. And it is not confined 
to the eurozone alone. The UK and the 
US have their own populist insurgencies 
to contend with. But the mutual 
dependence of the eurozone countries 
makes their economies particularly 
vulnerable to the populist threat. 

Europe is on the mend. At least  
in the first quarter of this year,  
the eurozone economy expanded 

faster than the economies of both the 
US and the UK for the first time since 
early 2011. 

Unemployment is falling rapidly and 
the deflation threat is receding. The 
tailwinds from cheap oil and the more 
fragile euro may be blowing a little less 
strongly at the moment, and weakness 
in emerging markets may weigh on 
exports, but that is hurting the healthy 
core countries such as Germany more 
than the allegedly vulnerable periphery. 

If you took a look at the world’s 
manufacturing purchasing indices  
(a reliable gauge of the cyclical position 
of the global economy) in May, you 
would have seen former crisis countries 
Ireland, Italy and Spain forming an 
exclusive club at the top. The core 
countries France and Germany feature 
in the middle, along with the US and 
the UK, ahead of emerging markets 
such as Brazil and Russia, which are  
in recession. What a reversal of 
fortunes since the depths of the 
eurozone crisis in 2011/12!

As promising as the current direction 
is, a snapshot of the eurozone economy 
is still by no means pretty. Real  
output is still 1.5% lower than at the 
peak in early 2008, while US output 
is 8.5%, and UK output 4%, higher. 
The US and the UK have reduced 
unemployment rates nearly back to 
pre-crisis levels, while the eurozone 
still has almost six million more 
unemployed. At the current pace, it 
will take five years before the pre-crisis 
state of the labour market is restored. 

And the policies advocated by 
some of Europe’s worst populists 
are particularly devastating for 
the economy, from large-scale 
nationalisations (Podemos in Spain) to 
the abolition of the euro (Alternative für 
Deutschland in Germany). In Greece, 
where the outcome of existential 
negotiations about the economic future 
of the country hangs in the balance 
as I write, we have already witnessed 
the disastrous cost of populism. Will 
Ireland, Portugal or Spain follow suit 
in their elections in a few months and 
revive eurozone turmoil?

The victory of the UK’s Conservative 
Party shows that voters do reward 
sensible economic policies, even if not 
everything is great yet. The Iberian 
economies and Ireland have progressed 
much further than Greece on the road 
to recovery. The Greek disaster in 
itself, tragic as it is for the Greeks, can 
serve as a warning example against the 
populist sirens. Polls see pro-European 
parties firmly in the lead in Ireland, 
Portugal and Spain. 

And the receding crisis is also 
making Europe more popular again. 
The latest poll by Pew Research Center 
shows European public opinion is 
more favourable towards the EU in 
2015 than last year and the year before. 
We may still watch the polls nervously 
for a couple more months ahead of 
the elections. But if “it’s the economy, 
stupid” and mainstream parties do 
not undermine their chances with 
more corruption scandals, we can be 
confident that politics will ultimately 
not stop Europe’s renaissance. 
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