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FacingFacing thethe worstworst
global global shockshock sincesince WW IIWW II

Financial markets still precarious Financial markets still precarious 

Negative feedNegative feed--back loops emergingback loops emerging

A severe global downturnA severe global downturn

But: Some green shoots visible?But: Some green shoots visible?

Euro area not spared a deep recessionEuro area not spared a deep recession



Stock markets volatile  Stock markets volatile  
-- but no longer bearish?but no longer bearish?



Nominal interest ratesNominal interest rates
coming downcoming down
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Corporate bond rates: Corporate bond rates: 
spreads still highspreads still high

Corporate spreads (5 years), euro area
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World World tradetrade down, down, butbut
expectationsexpectations reboundingrebounding

-15

-10

-5

0

5

10

15

03 04 05 06 07 08 09
30

40

50

60

wo rld  t ra d e  (lh s ) wo rld  m a n u fa c tu rin g  P M I (rh s )

(y-o -y %-c h a n g e  o f th e  3 -m o n th  m o v in g  a v e ra g e ) (le v e l)



A A grimgrim global global outlookoutlook

2007 2008 2009 2010
  (percentage change on preceding year) Spring Jan-09 Spring Jan-09 Spring Jan-09

World GDP growth 5.1 3.1 3.3 -1.4 ½ 1.9 2¾
  GDP growth in:
- the US 2.0 1.1 1.2 -2.9 -1.6 0.9 1.7
- Japan 2.4 -0.7 -0.1 -5.3 -2.4 0.1 -0.2

- China 13.0 9.0 9.7 6.1 6¾ 7.8 8
- EU 2.9 0.9 1.0 -4.0 -1.8 -0.1 0.5



GDP growth GDP growth turnsturns
increasinglyincreasingly negativenegative
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Industrial Industrial productionproduction
-- hittinghitting groundground??
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RetailRetail salessales down down 
-- confidenceconfidence stabilisingstabilising??
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EconomicEconomic sentimentsentiment
bottomingbottoming out?out?
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ConfidenceConfidence indicatorsindicators
findingfinding groundground??
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EuropeEurope‘‘ss responseresponse
to to thethe crisiscrisis

Stabilising financial marketsStabilising financial markets

Bank rescue plans in 19 countries, new bailBank rescue plans in 19 countries, new bail--outs plannedouts planned
€€270 270 bnbn in recapitalisation and in recapitalisation and €€2.9 trillion in loan guarantees2.9 trillion in loan guarantees
Action on the global front to tackle root problemsAction on the global front to tackle root problems

Supportive monetary policySupportive monetary policy

ECB key policy (repo) rate falls by 325bp in 6 months to 1% ECB key policy (repo) rate falls by 325bp in 6 months to 1% 
EuriborEuribor at 1.27% (May 15)at 1.27% (May 15)

European Economic Recovery PlanEuropean Economic Recovery Plan
18 fiscal stimulus plans, 1.1% of GDP in 2009, 0.7% in 201018 fiscal stimulus plans, 1.1% of GDP in 2009, 0.7% in 2010
Extra budgetary measures and automatic stabilisers add up toExtra budgetary measures and automatic stabilisers add up to
an overall stimulus of about 4 % of GDP over 2009 and 2010 an overall stimulus of about 4 % of GDP over 2009 and 2010 
Action on structural reform priorities Action on structural reform priorities 



(Additional) (Additional) fiscalfiscal
stimulusstimulus packagespackages 20092009

in % of GDPin % of GDP
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DownwardDownward revision(srevision(s))
of of forecastsforecasts stabilisingstabilising

Commission             04-May               -4.0              -0.1

Recent forecasts ordered by release date
2009 2010

Commission 19-Jan -1.9 0.4
ECB 05-Mar -2.7 0.0
IMF 13-Mar -3.2 0.1
OECD 31-Mar -4.1 -0.3

Commission 19-Jan 0.5 2.7
IMF 13-Mar -0.8 2.0
OECD 31-Mar -2.7 1.2

Euro-area GDP (y-o-y %)

World GDP (y-o-y %)
Commission 04-May                  -4.0                -0.1

Commission 04-May                  -1.9                  1.2



ContractingContracting consumptionconsumption
and and investmentinvestment

Source: Commission services, DG ECFIN

C o n tr i bu ti o n s  to  r e a l  G D P  g r o w th , EU
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A A modestmodest recoveryrecovery
fromfrom midmid--yearyear onon

Source: Commission services, DG ECFIN

EU an d EA  g r owth  pr ofi l e
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Sharp Sharp riserise in in 
unemploymentunemployment

Source: Commission services, DG ECFIN

Em pl oym e n t  an d u n e m pl oym e n t, EU
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Inflation Inflation quicklyquickly
abatingabating

He adl in e  an d c or e  in flation , e u r o ar e a
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Public Public financesfinances
stronglystrongly affectedaffected

Source: Commission services, DG ECFIN

  (% of GDP, general gov't) euro area EU27
2007 2008 2009 2010 2007 2008 2009 2010

  Government balance -0.6 -1.9 -5.3 -6.5 -0.8 -2.3 -6.0 -7.3
  Interest expenditure 2.9 3.0 3.0 3.2 2.7 2.7 2.8 3.0
  Primary balance 2.3 1.1 -2.3 -3.3 1.9 0.4 -3.2 -4.3

  Structural balance (1) -1.8 -2.8 -3.9 -4.7 -2.0 -3.1 -4.6 -5.5
  Gross debt 66.0 69.3 77.7 83.8 58.7 61.5 72.6 79.4
 (1) = The structural budget balance is the cyclically-adjusted budget balance net of 
         one-off and other temporary measures, estimated by Commission services



SignificantSignificant uncertaintyuncertainty
remainsremains

Downside risks Upside risks

Negative feedback loop from 
deteriorating real economy to financial 

sector

Stronger impact on confidence of 
recovery packages

External Protectionism
 Faster adjustment in global inventory 
cycle, US housing sector, recovery in 

Emerging Markets (incl. China) 

Disruptive exchange-rate developments Commodity prices weakening further 

Negative feedback loop from 
deteriorating real economy to financial 

sector

Stronger impact on confidence of 
recovery packages

Domestic

External/domestic vulnerabilities in 
some MS exacerbated by current crisis 

More favourable consumer response to 
lower inflation



Thank you very 
much for your 

attention


