EU productivity challenges

Paul Kutos, ECFIN Director E

Productivity dialogue, Riga, 5 March 2026

g

European |
== Commission

||||||\m\\k
|\




Content

Developments in productivity in the EU and associated challenges
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The EU's productivity performance has worsened
compared to the US

Index, US
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Sources: Eurostat, US Bureau of Economic Analysis, UK Office for National

GDP per hour worked, relative to the US, in constant PPS. Values in 2025, Statistics, Economic and Social Research Institute of Japan, Official Statistics of
3 2026 and 2027 are forecast. Source: AMECO. Japan.




The EU’s productivity growth gap with the US also has a
structural nature

Evolution of gross value added (GVA) in key industries
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Motes: NACE 2-digit seclors are selected in analogy of the high tech and mid tech classification used in Fuest ef al. (2024), op.cit.,
and comprise many of the sectors displaying comparatively high TFP growth over the past 20 years.

Manufacturing of chemicals (C20) and pharmaceuticals (C21) are excluded because they are not comparable between the EU and US.

The EU11 aggregate consists of the EU12 Member States excl. UK, namely BE, DK, DE, IE, EL, ES, FR. IT, LU, NL and PT.

% of GDP

2.0

1.5

1.0 1

0.5

Investment by ICT sector (% of GDP)

0.0

I'I,

Ny &
> »

9 ) O
e L n

— EBEU - - US

Gross fixed capital formation by ICT sector as % of GDP. Sources: Eurostat, US
Bureau of Economic Analysis. :



The current global landscape has significant implications
for the EU’s productivity

Likely impact Implications

Rising protectionism and Ilioev(\j/tzgeegpsocr; rre]af:?rlr;ﬁcienc ains * Leverage the EU single market
trade fragmentation P Y9 + Expand the EU’s global trade network

* Increased uncertainty

* Risk of crowding out productive
5 Increase in defence investment * Promote efficient allocation of public
spending * Positive productivity effects under spending and fiscal sustainability

certain assumptions
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The EU’s competitiveness agenda
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The competitiveness compass is the Commission’s
competitiveness strategy

The competitiveness compass (*)

. |
Closing the innovation Decarbonisation and Strategic autonomy &
gap competitiveness security

7 NEQUIEIERY Single market Financing Skills & quality jobs | -nanced policy
simplification competitiveness coordination

Source: A competitiveness compass for the EU
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https://commission.europa.eu/document/download/10017eb1-4722-4333-add2-e0ed18105a34_en

The implementation of the compass is ongoing

Adopted Commission initiatives: examples

@-- (-’y-%--

Start-up and scale- Apply Al strategy Affordable energy A business case Trade & economic Defence industry
up strategies for green security and security
production
Address barriers to Boost the industrial use Affordable Energy Clean Industrial Deal Trade and investment ReArm Europe plan
ket ent fAl t h Action PI ips (e.g.
market entry and of Al in sectors such as ction Plan e (G partnerships (e.g., Defence readiness

scaling up, including manufacturing, Mercosur, Mexico,

access to venture automotive , energy, action plan India, Switzerland) 2030 roadmap
capital robotics,
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The implementation of the compass is ongoing (cont.)

Adopted Commission initiatives: examples
Financing competitiveness
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Other relevant proposals are in the pipeline and are
expected to be announced in the coming months

Closing the innovation gap

E2

Proposal on the European
EU 28th regime innovation and
research area
acts

Q12026 Q1&Q3
2026
10

Source: A competitiveness compass for the EU

Competitive decarbonisation

Industrial
Accelerator Act

2026

(&)

Circular
economy act

Q3 2026

Strategic autonomy & security

Revision of
directives on
public
procurement

Q2 2026
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https://commission.europa.eu/document/download/10017eb1-4722-4333-add2-e0ed18105a34_en
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The role of National Productivity Boards in promoting pro-productivity policies
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Through their annual reports, NPBs contribute to
evidence-based policy making

Latest productivity reports by date of publication
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Through their annual reports, NPBs contribute to
evidence-based policy making (cont.)
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(*) Basedon D. Pilat (2023) The Rise of Pro-Productivity Institutions: A Review of Analysis and Policy Recommendations. Productivity Insights Paper No. 015, The Productivity Institute. https://www.productivity.ac.uk/research/the-rise-of-

Topics on direct and indirect productivity drivers in the 2025 NPB
annual reports: examples (*)

Human capital

& Human capital for a smart and green transition

'- Education and human capital
= UL think tank LV Peak Youth sentiment survey

Innovation

‘é= R&D efficiency
‘ ' Innovative startups and scale ups

A
w Barriers to R&D investment

Business dynamics, reallocation, dispersion

:= Mergers, firms' markups, market concentration
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@ < () Firmlevel productivity differences

= Productivity premia of firms supplying to exporting
W companies

Factor reallocation & productivity growth

pro-productivity-institutions-a-review-of-analysis-and-policy-recommendations/

Investment

Estimation of Latvia’s investment gap,

Deficits in housing, energy, water, and transport

infrastructure

Digitalisation

{ '- : = Impact of Al on productivity

Al use in public services and the broader
digitalisation of government services

Enerqgy, the green transition

Malta’s twin transition
Economic growth and climate objectives
Climate and productivity

Energy costs as a driver of structural change in
Austrian industry
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Considerations on the Latvian economy
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The pace of productivity convergence is slowing down
while wage growth remains strong, hampering
competitiveness
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Selected competitiveness indicators
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Main challenges for the Latvian economy

Low R&l, in particular in businesses

Sectorial composition: low-tech industries in manufacturing
Access to finance

Demographic changes

Skills shortages and mismatches
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Thank you
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Unless otherwise noted the reuse of this presentation is authorised under the CC BY 4.0 license. For any use or reproduction of
elements that are not owned by the EU, permission may need to be sought directly from the respective right holders.

X
T

I}



https://creativecommons.org/licenses/by/4.0/
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