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*/ Secular Stagnation (Wikipedia) :n902

Secular stagnation refers to "a condition of negligible
or no economic growth in a market-based

economy." In this context, the term secular means
long-term, and is used in contrast to cyclical or short-
term. It suggests a change of fundamental dynamics
which would play out only in its own time. The concept
was originally put forth by Alvin Hansen in 1938 to
"describe what he feared was the fate of the American
economy following the Great Depression of the early
1930s: a check to economic progress as investment
opportunities were stunted by the closing of the frontier
and the collapse of immigration”. Warnings of
impending secular stagnation have been issued after
all deep recessions, but findings have been
controversial,

Secular stagnation was dusted off by Hans-Werner
Sinn in a 2009 article dismissing the threat of inflation,
and became popular again when Larry

Summers invoked the term and concept during a 2013
speech at the IMF.1!

However, The Economist criticizes secular stagnation
as "a baggy concept, arguably too capacious for its
own good".2 Warnings of impending secular
stagnation have been issued after all deep recessions,
but turned out to be wrong because they
underestimated the potential of existing technologies.

Paul Krugman, writing in 2014, clarified that it refers to
"the claim that underlying changes in the economy,
such as slowing growth in the working-age population,
have made episodes like the past five years in Europe
and the United States, and the last 20 years in Japan,
likely to happen often. That is, we will often find
ourselves facing persistent shortfalls of demand, which
can’t be overcome even with near-zero interest

rates." At its root is "the problem of building consumer
demand at a time when people are less motivated to
spend".

One theory is that the boost in growth by the internet
and technological advancement in computers of

the new economy does not measure up to the boost
caused by the great inventions of the past. An example
of such a great invention is the assembly

line production method of Fordism. The general form
of the argument has been the subject of papers by
Robert J. Gordon. It has also been written about by
Owen. C. Paepke and Tyler Cowen.

Secular stagnation has also been linked to the rise of
the digital economy. Carl Benedikt Frey, for example,
has suggested that digital technologies are much less
capital-absorbing, creating only little new investment
demand relative to other revolutionary technologies.

Another is that the damage done by the Great
Recession was so long-lasting and permanent, so
many workers will never get jobs again, that we really
can't recover.

A third is that there is a "persistent and disturbing
reluctance of businesses to invest and consumers to
spend"”, perhaps in part because so much of the recent
gains have gone to the people at the top, and they
tend to save more of their money than people—
ordinary working people who can't afford to do that. A
fourth is that advanced economies are just simply
paying the price for years of inadequate investment in
infrastructure and education, the basic ingredients of
growth.

And a fifth is that economic growth is largely related to
the concept of energy returned on energy

invested (EROEI), or energy surplus, which with the
discovery of fossil fuels shot up to very high and
historically unprecedented levels. This allowed, and in
effect fueled, dramatic increases in human
consumption since the Industrial Revolution and many
related technological advances. Under this argument,
diminishing and increasingly difficult to access fossil
fuel reserves directly lead to significantly reduced
EROEI, and therefore put a brake on, and potentially
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reverse, long-term economic growth, leading to secular
stagnation. Linked to the EROEI argument are those
stemming from the Limits to Growth school of thinking,
whereby environmental and resource constraints in
general are likely to impose an eventual limit on the
continued expansion of human consumption and
incomes. While ‘limits to growth' thinking went out of
fashion in the decades following the initial publication
in 1972, a recent study shows human development
continues to align well with the 'overshoot and
collapse' projection outlined in the standard run of the
original analysis, and this is before factoring in the
potential effects of climate change.
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