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Transitions will shape economy for decades
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The ‘free market innovation machine’ has malfunctioned

Sustainability

Health & life expectancy

Resilience/security

Inequality

Flat productivity

Everyday challenges
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There are few economic ‘miracles’
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Firms face multiple, interdependent, choices
Margin Response to adverse shock

Output quantity Output declines (turnover, exports)

Output price Price rises

Input mix (K,L,E,M,S) Decline in use of more costly factors, others 
ambiguous

Production process Technology, location, WFH, organisation … 

Stay/quit Business survival, start-up rates
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Based on Table 1 in How do firms cope with economic shocks in real time? Thiemo Fetzer, Christina Palmou,  Jakob Schneebacher, 

https://assets.publishing.service.gov.uk/media/66e958fee4b40ed591881c44/How_do_firms_cope_with_economic_shocks_in_real.pdf



Firms’ choices depend on starting point
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Calvino, Criscuolo, Ughi 2024
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US data from The Rapid Adoption of Generative AI, Bick, Blandin & Deming, Sept 2024



Structural change needs business dynamism
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https://cepr.org/voxeu/columns/declining-business-dynamism-europe-
role-shocks-market-power-and-responsiveness



Structural change needs scale
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Policies for technology adoption

• Output markets
• Insurance – data risks
• Standards – scale, supply chains
• Advance market commitments (public spending & procurement)

• Input markets
• Know-how
• Skills
• Bottlenecks

• Structures
• Infrastructure
• Legal/regulatory constraints
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Transition requires investment
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Draghi report



Investment is a broad concept

• Multiple types of capital matter
• ‘Fixed’ – equipment, structures

• Intangibles

• Human – skills, know how, health

• Natural

• Organisational – ‘institutions’

• So do the correlations

• Poorly measured – data needs
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Dechezleprêtre, Rivers,

Stadler 2024



‘Technovisionism’ won’t deliver
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Nor will ‘technical’ policy solutions

• Policymakers face normative & long-lasting choices
• Central banking

• Competition policy

• Social contract & public consent matter

• Political environment 

• Is this a zero or positive sum world?

• Above all – a coordinated & strategic approach is essential
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