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Figure 1.1
Worldwide Covid -19 Related Daily Deaths in 2020

Macroeconomic Conditions

and Outlook

Since early 2020, the coronavirus pandemic has been
the dominant topic for the European and the world
economy at large. Until we reach herd immunity
through large-scale vaccination of the population,
this is likely to remain the case. Like the pandemic,
the economic developments in recent times can best
be described as occurring in waves. The first wave
shocked us all. It triggered both rapid and sharp
changes in social behavior and the swift introduction
of policies to curb the virus. This initial “shock wave”
went hand in hand with the sharpest post-war reduc-
tion in GDP. Nevertheless, it did not prevent 160,000
and 200,000 Covid-19-related fatalities in, respec-
tively, Europe (EU and UK) and the rest of the world
during the months of March, April and May 2020 (see
Figure 1.1). At least in Europe, the impression existed
that, as in Asia, the virus was under control during
the summer months. While the death toll continued
to rise in the rest of the world (490,000 Covid-19 re-
lated registered deaths during July-September 2020),
it fell to low levels on the European continent (16,000
persons during that same period). To a large extent,
economies recovered in a V-shaped form. Despite be-
ing forecasted by many, the second wave in Europe
came as a surprise. Both the society at large and pol-
itics reacted differently this time. In some sense, the
population had already become accustomed to the
virus and a kind of pandemic fatigue had set in. At
the same time, many viewed that harsh lockdowns
imposed during the first wave should be prevented
or postponed in this second wave as long as possible
in order to reduce economic hardship. This different
attitude, together with more knowledge about how
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to keep the economy going during a pandemic, cir-
cumvented another sharp decline in value added. At
the same time, however, the number of deaths in Eu-
rope rose by 230,000 during the months of October,
November and December 2020, making the second
wave from this perspective already worse than the
first one before being brought under control.

From a bird’s eye perspective, during the first
wave, Europe seems to have been somewhat closer
to the Asian model, where swift and radical coercive
measures were taken to combat the pandemic, than
to the American model, where the laissez-faire econ-
omy was paramount. During the second wave, how-
ever, Europe’s position seems to have moved toward
the latter.

Fortunately, there is light at the end of this tun-
nel. The arrival of several highly effective vaccines
has increased the likelihood that, later this year,
large parts of the world will achieve herd immunity,
allowing a slow return to a more social way of life and
thereby a further recovery of the economy. Until then,
however, social distancing is still warranted.

1.1 CURRENT SITUATION
1.1.1 Global Economy

During the first half of 2020, global Gross Domestic
Product (GDP) fell by almost 10 percent as compared
to value added levels achieved in the last quarter of
2019 (see Figure 1.2). Then, in the summer of 2020,
overall economic production picked up strongly again.
This was a consequence of the reduction in Covid-19
infections and the associated withdrawal of infec-
tion control measures to combat the virus during the
first half of the year. This allowed companies to revive
production again and households to significantly in-
crease their spending. Nevertheless, overall economic
production in the advanced economies was still more
than 2 percent below the pre-crisis level in the third
quarter.

Not only was the downturn last year much
more pronounced than during the financial crisis of
2008/2009, the recovery was also stronger. Moreo-
ver, the recovery this time went much faster. During
the financial crisis, it took us three quarters to reach
the level we have now reached within one quarter.
Accordingly, the first wave of the coronavirus crisis
can largely be described as having been V-shaped.

The regional differences are, however, quite pro-
nounced. The production slump in the emerging mar-
kets during the first half of the year was overall much



more moderate than in the advanced economies. This
was not only due to China, whose production recov-
ered rapidly after the shutdown at the beginning of
the year and which had already reached pre-crisis
levels by June. During the summer, many other Asian
countries also exceeded pre-crisis levels again. Most
of these countries were much more successful in
fighting and controlling the pandemic. First, these
governments acted more quickly and thoroughly (see
e.g., Nebehay and Shields 2020). Second, citizens in
many Asian countries were already experienced in
dealing with epidemics in the past and were therefore
much more aware of the dangers they pose. Third,
their cultural attitude toward collective action and
responsibility toward others differ. Furthermore, and
for similar reasons, these countries did not lift any re-
strictions before being quite certain that they would
be able to control any new outbreaks. Even if it did
not appear that Asian policymakers and society were
initially focused on the pandemic’s economic conse-
quences, the result is that today, Asian markets are
less affected by the pandemic than the European and
American economies.

Not only were consumer-related services and
thereby international travel and the associated hos-
pitality sectors hit by the crisis, which therefore led
to the severe drop in GDP, but also the production of
and cross-border trade in goods suffered significant
losses in spring. Especially in the advanced econo-
mies, industrial production and international trade
slumped by respectively almost 18 percent or close
to 20 percent, as compared to pre-crisis levels. Both
bounced back relatively quickly during the summer
and autumn, and almost reached pre-crisis levels.
International travel and tourism, on the other hand,
have so far failed to recover.

The pandemic created an unprecedented level of
uncertainty that is also affecting economic policy and
in particular, business investment (see Figure 1.3). In
times of uncertainty, companies tend to postpone
their investments or abandon their investment plans
altogether. Whereas those consumers who kept their
job and income have been forced to save, many firms
have seen their profits plummet since the beginning of
the crisis. Especially small- and medium-sized enter-
prises finance their investments to a large extent from
retained profits. The uncertain outlook, combined
with changes in liquidity holdings, make it unlikely
that business investment will be able to bounce back
as quickly as private consumption.

The rollercoaster that the global economy has
been on is also reflected in economic tendency sur-
veys from around the world. While the end of 2019
saw the lowest values of these surveys since the start
of the financial crisis of 2008/2009, the beginning of
2020 looked promising: sentiment indicators around
the globe recovered. With the arrival of the pandemic
and the associated lockdown measures, these survey
values fell in an unprecedented manner. By the end
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Figure1.2

Regional Contributionsto GDP, Industrial Production and World Trade
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Figure 1.3

Global Economic Policy Uncertainty Index and Investment Growth in the OECD
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Figure 1.4

Global Economic Barometers
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Figure 1.5

Worldwide Inflation and Oil Price Movements
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Figure 1.6

Core Inflation Rates
Change over previous year's month
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of last year, and despite the renewed sharp rise in
Covid-19 infections around the world, overall senti-
ment indicators had not returned to a significant de-
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cline. Instead, the recovery in the coincident Global
Economic Barometers has basically stalled, and this
holds true for all major regions of the world (see Fig-
ure 1.4).! This is in sharp contrast to the slower but
sustained and therefore stronger recovery pattern
that these indicators showed during the 2008/2009
financial crisis.

The improved sentiment and the associated in-
crease in economic output in the third quarter also
caused the price of crude oil to rise sharply after bot-
toming out in April. The measures adopted by the
oil-exporting countries in May to cut oil production
probably also contributed to this. Since the price of
oil, however, is still below 2019 levels, this is not yet
reflected in inflation rates (see Figure 1.5). Since Au-
gust, general inflation has been much more subdued,
dampened by the trend decline in core inflation rates
in Europe, China and Japan (see Figure 1.6). Concerns
about renewed increases in infections, rises in un-
employment and the increased propensity to save
not only put downward pressure on economic activ-
ity, but also prices. That said, actual inflation in the
current year might be underestimated (see Cavallo
2020, Reinsdorf 2020), since the calculation of price
indices is based on last year’s basket of goods and
services and consumers have moved toward those
goods that have become relatively more expensive.
On top of that, price data for the months affected by
major shutdowns should be interpreted with caution,
since many price indices are based on a significantly
smaller amount of collected price data or have to be
derived entirely from other indices (see Bureau of La-
bor Statistics 2020, Eurostat 2020).

As for the world economy, the drop in US GDP
was swift and strong. Within two quarters, quarterly
production levels dropped by more than 10 percent
as compared to the pre-crisis level. In the third quar-
ter, a swift recovery still left the US economy about
3.4 percent below the GDP level it had reached by
the end of 2019. In the financial crisis of 2008/2009,
it took more than 5 quarters to reach this level again,
despite the trough being not even 4 percent below
pre-crisis levels (see Figure 1.7).

The degree of synchronization among the differ-
ent spending components has been extraordinary.
Whereas during the financial crisis, private consump-
tion functioned as a clear stabilizer, this time around
its fall was completely in line with the overall drop
in production. At this level of aggregation, the only
spending component that could buffer the fall a little
bit was public consumption, which managed to in-
crease by 0.8 percent relative to the fourth quarter of
2019. In contrast to the financial crisis that went hand
in hand with a real-estate crisis in the United States,

! Thisindicator is based upon hundreds of economic tendency sur-
vey results conducted in countries worldwide. The index for each
region is constructed as such that it has a high correlation with con-
temporaneous world GDP growth. The index is constructed to have
an in-sample average of 100 and a standard deviation of 10. See
Abberger et al. (2020) for further information.



gross fixed capital formation this time did not fall as
much as international trade or private consumption
did. This time around, residential investment stabi-
lized the development of overall investment. Whereas
non-residential investment plummeted by nearly
10 percent relative to the end of 2019 in the second
quarter and was still 4 percent below pre-crisis level
in the third quarter, residential investment only fell
by 6 percent in the second quarter and managed to
surpass fourth-quarter 2019 levels by close to 6 per-
cent in the third quarter.

Flexible labor market contracts, together with
a lack of job retention measures such as short-time
work and wage subsidies, have led to a remarkable
increase in the unemployment rate and a strong re-
duction in the participation rate in the United States
(see Figure 1.8). Within two months, the unemploy-
ment rate rose from 3.5 percent to 14.7 percent. De-
spite its rapid decline during the subsequent months,
it still stood at a, for the US, very high 6.7 percent
in November. The participation rate probably fell by
1.5 percentage points last year. All in all, the num-
ber of employed persons is still more than 9 million
lower than it was before the onset of the crisis, im-
plying a decline of more than 6 percent as compared
to pre-crisis employment. Hence, in contrast to many
other countries, employment in the United States has
clearly declined more than real GDP has. This also
reflects that it is mainly low-wage jobs that have dis-
appeared, and that the crisis is above all a crisis of
the non-financial service sector.

1.1.2 European Economy

Europe also went through a V-shaped crisis related
to the first wave of the pandemic. Unlike the United
States, however, the decline in the domestic demand
components and overall GDP was more pronounced.
Due to the drastic measures to contain the corona-
virus epidemic this past spring, GDP in the euro area

Figure 1.8
Unemployment Rates and Labor Force Participation Rates

CHAPTER 1

Figure 1.7
Spending Developments
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fell 15 percent below pre-crisis levels during the sec-
ond quarter of this year. With the gradual easing of
government restrictions from May onward, economic
activity picked up noticeably.

Overall, economic output in the third quarter
grew by 12.5 percent, the strongest increase since
the establishment of the euro area. This made up for a
good part of the economic slump. However, GDP in the
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Figure 1.9

Cumulative Loss in Sector-Specific Value Added in the Euro Area
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third quarter was still 4.4 percent below its pre-crisis
level (2019Q4). The decisive factor for this rapid recov-
ery was the strong increase in private consumption,
which expanded by 14 percent as compared to the
previous quarter, thus compensating for a large part
of the slump. Gross fixed capital formation also made
an important contribution to the recovery. Despite an
increase of 13.4 percent compared to the previous
quarter, investment activity was still about 10 percent
lower than before the outbreak of the crisis.

With the easing of infection control measures
in summer, household consumption expenditure in-
creased. In May, retail sales rose by a strong 20 per-
cent and industrial production by 12.5 percent com-
pared to the previous month. Retail sales increased
so strongly that there was an overshooting of the
pre-crisis level in many European countries. Since
the outbreak of the pandemic, sales via the internet
have increased markedly. Although the importance
of online trade compared to stationary trade had al-
ready increased in previous years (see Bank of Eng-

Figure 1.10

land 2020), the latest increases indicate a noticeable
acceleration. Nevertheless, the pandemic has left per-
sistently negative traces on private consumption. For
the euro area, total consumer spending, for example,
was still 4.6 percent below the pre-crisis level in the
third quarter of 2020. Demand for contact-intensive
services remains subdued. Catering establishments,
accommodation facilities and all other tourist busi-
nesses were only opened under strict conditions,
which included restrictions on occupancy rates. Fur-
thermore, there were also behavioral changes on the
part of households, which led to a partial renunciation
of such services. In many places, these behavioral
changes, as well as the increased uncertainty of many
households about their future income, led to a signif-
icant increase in the consumer savings rate.

The financial crisis in 2008/2009 turned out to be
an industrial crisis that over time also substantially af-
fected construction activity at the euro area level. In
contrast, the pandemic and the associated behavioral
changes, together with lockdown measures, strongly
affected retail and wholesale trade, the transportation
sector and gastronomy (see Figure 1.9). While the first
two sectors, and especially retail trade, experienced
a significant rebound, this was true to a much lesser
extent for the hospitality sector. Many service sectors
recovered only moderately, since their business activity
remained limited due to the hygiene regulations still in
force. While retail trade had already reached the pre-cri-
sis level in June, sales levels of the remaining service
providers in September were still off by 9 percent.

As a result of the economic slump, the unem-
ployment rate in the euro area also climbed from
7.2 percent in April to 8.7 percent in July. While the
increase in Germany was below average, unemploy-
ment in France, Italy and Spain increased more than
in the euro area as a whole during this period (see
Figure 1.10). Nevertheless, this increase was still mod-
erate given the strong decline in economic output (see
Figure 1.11). Economic policy measures implemented
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in many euro area countries to temporarily stem job
loss have so far prevented greater job losses. The in-
strument of short-term work, for example, has con-
tributed substantially to the fact that the economic
slump has been reflected above all in a significant de-
cline in the number of hours worked instead of actual
employment. Since the summer, the unemployment
rate has declined slightly thanks to the strong recov-
ery and stood at 8.3 percent in November.

Often the change in the unemployment rate does
not fully reflect what is happening to the number of
persons employed. In some countries, many have left
the labor market or are in the process of doing so,
leaving not only employment but also the labor force
and therefore are not counted as being unemployed.
In Finland, this effect is so strong that the number of
unemployed persons actually fell between January
and November last year: the reduction in the labor
force was stronger than the reduction in jobs (see
Figure 1.12). In the United States, the number of those
employed fell by about 5.4 percent between January
and November of last year. The rise in unemployment
accounted for about 55 percent of this - roughly 45
percent reflects a reduction in the labor force.

Price increases have lost considerable momentum
since the summer; most recently, inflation rates were
even negative (in November, -0.3 percent compared
to the previous year). This was due not only to the
decline in energy prices compared to the previous
year, but also to the weak core inflation rate, which
stood at 0.25 percent in November. Core inflation is
likely to have come under pressure in the wake of the
economic slump and the VAT cut in Germany.

1.2 FISCAL AND MONETARY POLICY
1.2.1 Fiscal Policy

As a reaction to the crisis, fiscal policy took a very
expansionary course. In the advanced economies, ad-
ditional spending on discretionary measures, such
as one-off payments to households or tax deferrals,
amounts to about 9 percent of GDP (see International
Monetary Fund 2020). Liquidity support measures,
such as equity enhancements and credit guarantees,
amount to about 11 percent of GDP. Many emerging
markets also saw additional discretionary measures
amounting to 3.5 percent of GDP as well as liquidity
support of more than 2 percent. Whereas government
revenues have also fallen on both sides of the Atlantic,
government expenditures have in particular skyrock-
eted, causing historically extreme increases in public
deficits last year (see Figure 1.14). Although this year
expenditures will be lowered again substantially and
revenue will slowly start to normalize, government
deficits will remain at historically high levels. Accord-
ing to IMF estimates, the United States realized a gov-
ernment deficit of 18.7 percent last year that will fall
to 8.7 percent this year.
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Figure 1.11
Change in Employment in the Euro Area During the First Three Quarters of the Crisis
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Figure1.12
Decomposing the Decline in Employment between January and November 2020
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Figure1.13
Price Developments in the Euro Area
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In early April, the European Union finance minis-
ters agreed on a 540 billion euros package of meas-
ures to combat the economic impact of the global
pandemic. The plan includes a 100 billion euros joint
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Table1.1
Labor Costs?
Compensation Real Labor Unit labor Relative unit Export
per employeeP compensation© productivity costs labor costsd performancee

1999~ 2014- 1999- 2014- 1999- 2014~ 1999- 2014- 1999- 2014- 1999- 2014-

2013 2019 2020 | 2013 2019 2020 | 2013 2019 2020 | 2013 2019 2020 | 2013 2019 2020 | 2013 2019 2020
Germany 1.5 27 02| 05 1.0 13| 06 06 -46| 09 24 52|-13 1.1 21| 04 -02 00
France 26 12 -26| 11 03 -14| 08 07 -76| 18 04 53| -01 -11 17| -15 -01 -83
Italy 20 08 -39|-01 -01 -04]-03 01 -72| 24 1.2 36| 03 01 06|-31 -04 -75
Spain 25 09 -13| 01 01 00| 06 04 -75| 20 08 67| 01 -05 38|-08 02 -90
Netherlands 27 15 34| 08 01 -09| 08 05 -36| 1.9 09 67| -03 -02 52|-03 04 86
Belgium 27 12 -41 10 -03 06| 09 05 -65| 19 07 23| 03 -06 -06]|-14 -01 3.7
Austria 22 23 05| 06 05 16| 08 05 -54| 14 20 71|-03 01 30|-05 00 -29
Finland 29 08 -02| 12 -05 -16| 09 06 -25| 21 03 1.6 | -0.7 -02 -0.8|-14 00 -14
Greece 27 -04 -22| 07 00 00 07 -05 -78| 29 07 59| 04 -04 41[-09 20 -141
Ireland 35 24 -42| 13 03 01| 18 64 11| 19 -33 -51| 07 -48 -108| 23 9.0 153
Portugal 27 15 08| 04 00 -14| 11 04 -58| 19 1.7 68| -01 05 28|-03 12 -96
Slovakia 64 44 04| 32 35 24| 35 1.3 -40| 24 35 52| 15 1.6 22| 48 -01 28
Slovenia 57 29 08| 20 1.6 07| 19 14 -60| 36 18 72| -02 01 48| 09 22 -25
Estonia 68 -11|-53 40 81| 38 22 -23| 51 42 -07| 19 32 -28| 15 01 -08
Sweden 36 28 24| 21 07 13| 15 09 -13| 23 21 36| 03 -26 10| -08 05 48
Denmark 3.1 1.6 10| 10 09 04| 10 11 -28| 22 05 37| 01 -07 06|-06 01 ~-10
Poland 52 50 36| 20 37 12| 34 33 -30| 23 21 62|-07 03 -08| 23 31 46
Czech Republic 49 52 -06| 30 31 15| 24 23 -55| 22 31 49| 25 15 -23| 36 09 -22
Hungary 68 4.0 7.1 17 04 11| 20 14 -21| 51 24 76| 15 -11 -41| 38 1.6 -3.0
UnitedKingdom | 37 24 17| 1.6 06 -35 1.1 04 -106| 25 1.8 150 -12 00 116 | -22 -17 -34
Switzerland 1.5 03 -47| 07 06 05| 08 07 -43| 1.0 -02 -09| 08 00 -04|-1.2 -20 83
Norway 4.9 27 12| 00 17 63 07 05 -02| 44 23 15| 28 -26 -102 | -38 -22 126
Iceland 6.6 70 22| 10 38 33| 13 16 -61| 56 46 115|-12 65 -48| 08 03 -203
United States 33 26 64| 12 1.0 15 17 08 17| 16 19 40| -19 35 21|-13 -09 -23
China 4.2 1.1 00| 96 05 7.7
Japan -07 08 -07| 04 00 -02 1.0 -02 -46|-13 1.2 42| -27 -01 42|-29 03 -53

a Growth rates for the total economy. b Compensation per employee in the private sector. < Compensation per employee in the private sector deflated by the GDP
deflator. 4 Competitiveness: weighted relative unit labor costs. ¢ Ratio between export volumes and export markets for total goods and services. A positive number
indicates gains in market shares and a negative number indicates a loss in market shares.

Source: OECD Economic Outlook No. 108, November 2020.

employment insurance fund, a European Investment
Bank instrument to provide companies with 200 bil-
lion euros in liquidity, and credit lines of up to 240 bil-

Figure 1.14
Government Budgets in the United States and the Euro Area
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lion euros from the European Stability Mechanism
—the euro area’s bailout fund—to prop up states as
they help to get the economy back on its feet.

At the EU summit in early December, the mem-
ber states not only agreed on the regular Multiannual
Financial Framework for 2021 to 2027 amounting to
about 1.1 trillion euros, but also on the construction
of the “Next Generation EU” (NGEU) program to cope
with the economic consequences of the coronavirus
pandemic. This package comprises 750 billion euros,
of which 390 billion euros are direct transfers and
360 billion euros are loans to be repaid, and it will be
funded through direct borrowing by the EU in capital
markets. As we discuss in the next chapter, this is an
unprecedented program with potentially far-reaching
implications.

In order to finance the reconstruction fund,
the EU Commission itself is taking on debt on the
capital market for the first time in history in the
amount of 750 billion euros, which is to be repaid by
2058 at the latest. The member states are the guar-



antors and are liable up to a maximum of their share
of the EU budget. In order to repay the debt, EU-wide
taxes will be levied for the first time. For example, a
tax on non-recyclable plastic is to be introduced in all
member states this year. A digital tax and a CO, border
tax are to follow by 2023 at the latest. Furthermore, a
financial transaction tax is planned by 2026.

The bulk of the direct aid will probably not flow
until mid-2021. Therefore, the reconstruction fund is
not primarily intended as a cyclical support to cushion
the coronavirus crisis. Rather, the economies in the
member countries are to be structurally strengthened
and prepared for future developments. In order to
be able to draw on the funds, national governments
must submit development and resilience plans to the
EU Commission, which must ultimately be approved
by the EU Council. This is to ensure that a large part
of the reconstruction fund is invested in line with EU
policy guidelines, especially regarding climate change
and the digital transformation of the economy. A large
part of the aid is to go to Italy and Spain, which were
particularly affected by the pandemic but which al-
ready had ongoing structural problems.

The experience from the 540-billion-euro-rescue
package adopted in April indicates that there may not
be too much demand for credit assistance from the re-
construction fund for the time being. Low-interest rate
loans from the ESM of over 240 billion euros as part of
the rescue package have so far remained untouched.
This suggests that the member states have so far been
able to finance themselves independently thanks to
the extensive interventions by the ECB through which
good capital market conditions were created. National
borrowing also offers the member states the advan-

Figure 1.16
Fiscal Impulses in EU Member Countries?
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Source: IMF World Economic Outlook, October 2020; last accessed on 10 January 2021.

tage that they do not have to expose themselves to
the reform conditions of the EU Commission. Should
bond interest rates remain low as expected, national
governments will probably only resort to the repay-
able 360 billion euros from the reconstruction fund
in an emergency. The guarantee fund for corporate
loans has also hardly been touched as of yet, with
only one billion euros of the available 200 billion euros
approved so far. In contrast, there has been strong
demand for the European Short-Time Workers’ Com-
pensation from the April aid package. Of the 100 bil-
lion euros, the EU Commission had already approved
applications from member states for 90 billion euros
by mid-December.
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Table 1.2
Public Finances
Gross debt? Fiscal balance2 Primary fiscal balance? Cyclically-adjusted
primary fiscal balance2

2011-  2014- 2011-  2014- 2011-  2014- 2011-  2014-

2013 2019 2020 2021 | 2013 2019 2020 2021 | 2013 2019 2020 2021 | 2013 2019 2020 2021
Germany 799  67.3 712 701 | -0.3 12 -60 -40 1.9 24 -53 -34 1.9 21 -27 -21
France 906  97.2 1159 1178 | -47 -32 -105 -83 | -22 -14 -91 -71 | -17 -13 -38 -45
Italy 1262 1348 1596 1595 | -3.1  -24 -108 -7.8 17 15 -72 -44 3.0 24 -22 -7
Spain 840 984 1203 1220 | -92 -40 -122 -96 | -62 -12 -99 -74 | -03 01 -36 -3.8
Netherlands 652 587 600 635 | -38 00 -72 -57 | -21 11 -65 -53 | -09 10 -39 -35
Belgium 1046 1028 1177 1178 | -3.9 -19 -112 -71 | -0.5 07 -92 -52 | -01 00 -48 -28
Austria 819 791 842 852 | -22 -09 -96 -64 0.5 11 -82 -52 1.0 12 -52 -39
Ireland 116.9 737 631 660 | -90 -1.0 -68 -58 | -51 13 -57 -49 | -28 01 -43 -39
Finland 527 611 69.8 718 | -1.9 -16 -76 -48 | -05 -0.6 -69 -42 04 -01 -46 -29
Portugal 1250 1267 1351 1303 | -63 -28 -73 -45 | -16 11 -44 -18 0.0 22 -03 -06
Greece 171.9 1807 2071 2007 |-109 -09 -6.9 -63 | -52 25 -38 -36 6.1 A 3.0 0.1
Slovakia 49.9 513 634 657 | -39 -19 -96 -79 | -21 -04 -83 -67 | -13 -07 -65 -6.2
Luxemburg 216 217 254 213 07 19 -51 -13 1.2 22 -48 -10 2.8 24 -19 L1
Slovenia 567 752 822 802 | -84 -15 -87 -64 | -63 11 -70 -48 | -39 15 -52 -46
Lithuania 385 386 472 507 [ -49 01 -84 -60 | -3.0 13 -78 -55 | -05 03 -71 -45
Latvia 420 387 475 459 | -23 -08 -T4 -35 | -06 01 -67 -28 05 -06 -50 -21
Estonia 87 94 172 225 03 -01 -59 -59 04 -01 -58 -58 02 -12 -40 -4l
Cyprus 83.4 1010 1126 1082 | -57 -1.6 -61 -2.3 | -2.8 11 -37  -02 | -04 45  -24 0.2
Malta 670 514 552  60.0 | -27 07 -94 -63 03 26 -84 -51 07 07 -58 -25
Euro area 92.0 906 1017 1023 | -37 -13 -88 -64 | -07 0.8 -72 -50 0.7 1.0 -32 -29
Sweden 383 410 399 405 [ -09 04 -39 -25 0.1 09 -35 -26 0.9 07  -1.0 -10
Poland 551 503 566 573 | -43 -18 -88 -42 | -17 -02 -74 -28 | -16 -06 -68 -24
Denmark 450 374 450 4Ll | -23 10 -42 -25 | -04 21 -35 -18 14 2.0 03 03
CzechRepublic | 427 358  37.9 406 | -26 01 -62 -47 | -13 10 -54  -40 0.0 07  -34 -25
Romania 362 366 467 546 | -37 -24 -103 -113 | -20 -10 -86 -94 | -08 -10 -69 -80
Hungary 787 724 780 779 | -34 -22 -84 -54 1.0 08 -59 -30 25  -01  -42 -18
Bulgaria 163 250 257 264 | -09 -03 -3.0 -30 | -02 04 -24 -23 0.0 08 -15 -17
Croatia 717 791 8.6 823 | -63 -14 -65 -28 | -34 14  -42  -07 | -20 1 -1 0.1
United States | 1027 106.2 1312 1336 | -74 -48 ~-187 -87 [ -53 -28 -167 -69 | -27 -23 -129 -58
China 351 456 617 665 | -04 -37 -11.9 -118 01 -30 -109 -109 | -01 -28 -92 -100
Japan 2276 2354 2662 2640 | -87 -37 -142 -64 | -76 -31 -139 -62 | -66 -33 -125 -54
United Kingdom | 82.5 862 1044 1110 | -70 -34 -133 -89 | -41 -10 -114 -71 | -27 -16 -67 -4.0
Switzerland 432 423 487 485 0.2 07 -42 -14 0.5 09 -40 -12 0.6 09 -22 -03

a As a percentage of (potential) gross domestic product (in case of cyclically adjusted (primary) fiscal balances). For countries of the European Union and the United
Kingdom, definitions are according to the Excessive Deficit Procedure. For the United States, China, Japan and Switzerland, definitions are according to the IMF.

Source: European Commission, Autumn 2020; IMF World Economic Outlook, October 2020.

In 2020, all euro area countries are expected to
have provided strong expansionary fiscal stimulus.
Measures such as short-time allowances aimed at
preserving jobs contributed to this. There was also
additional spending on health care systems and sup-
port for the private sector through liquidity support
and reimbursement of lost sales. The strength of the
expansionary impulses in the countries can be meas-
ured by the changes in the structural primary fiscal
balances. Declines in these balances correspond to
expansionary fiscal impulses.

According to IMF estimates, the governments of
the United States, Japan and the United Kingdom
have seen sharp increases in their structural primary

EEAG Report2021

deficits of 8.3, 9.7 and 12.2 percent, respectively (see
Figure 1.15). Albeit historically still high, these esti-
mated fiscal impulses have only been 4.2 and 4.7 per-
cent for China and the euro area.

According to estimates by the European Commis-
sion, among the five largest members, the strongest
stimuli are expected in the Netherlands, Germany and
Italy, while the stimuli in Spain and France are likely to
be significantly lower (see Figure 1.16). This year in the
euro area, the fiscal stimulus is on average likely to
become more restrictive than what has been observed
for 2016-2019, i.e., the four years before the corona-
virus pandemic hit. In Germany, the Netherlands and
Italy, they are likely to be slightly restrictive this year.



ILLUSTRATIVE ANALYSIS REGARDING GROWTH DIFFERENTIALS WITHIN THE EUROPEAN UNION IN 2020

The coronavirus pandemic does not appear to have
affected all member countries of the European Union
equally. Looking at overall economic growth during
2020, potential key drivers have been the severity of
the pandemic and the policy responses to these. Ob-
viously, these are all interconnected: countries with
more cases and more fatalities are probably also the
ones that have introduced both more public health and
economic support measures to cope with these. Using
cross-section data for all EU member countries, except
Malta (for which no Oxford Stringency Index is available)
and simple regression techniques, this box explores the
relationship between these three key drivers and eco-
nomic growth.* To capture more structural differences
in growth, all regressions shown will include GDP growth
as realized in 2019; those countries that experienced
high growth in 2019 are more likely to perform better
in 2020. As indicated by the R-squared at the bottom of
the first column in Table 1.3, almost 18 percent of the
variation in GDP growth rates across these countries can
already be explained this way. A one percentage point
higher growth rate in 2019 is associated with an almost
¥ percentage point higher growth rate in 2020.

The next three columns individually add proxies
for each of the main drivers. Countries that registered
more pandemic-related deaths during the year relative
to their population sizes are those that also experienced
lower growth (column (2)). Countries with on average
more stringent public health measures (as proxied by
the Oxford Stringency Index) witnessed low-er economic
growth last year (Column (3)). Finally, those countries
where the economic stimulus measures undertaken by

! The growth rates for (2019 and) 2020 as used in this analysis are
shown in Figure 1.39 and Table 1.A.2.
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the government were more pronounced were able to
alleviate some of the downfall in production. To meas-
ure the so-called fiscal impulse, we use the change in
the structural primary balance as published by Eurostat
(see Figure 1.16). A deterioration in this balance receives
a positive sign and reflects the short-term positive stim-
ulus to the economy set by the authorities. An increase
in the structural deficit of one percentage point is asso-
ciated with a 0.67 percentage points higher growth rate.
All three variables are individually significantly different
from zero and help explain a substantial portion of the
observed variation in economic growth. However, all
three drivers are interrelated and looking at only one
at a time might overestimate the importance of each.

For that reason, column (5) includes all in one spec-
ification. By combining the information, we are now able
to explain almost 50 percent of the variation in growth
rates. As to be expected, the coefficient estimates of
all variables are reduced (in an absolute sense). How-
ever, both the Oxford Stringency Index and our Fiscal
Impulse measure remain statistically significant. Regard-
ing the latter, the coefficient estimate implies that of
those countries with the same growth performance in
2019, the same number of (relative) fatalities and the
same level of stringency measures in place, those that
increased their structural deficit by one percentage point
were on average able to reduce the drop in GDP by al-
most 0.6 percentage points.

What is perhaps even more interesting is that the
coefficient in front of the number of deaths becomes
insignificant, albeit still with a negative sign. When con-
trolling for preventive health measures, countries with

Table 1.3
Illustrative Analysis Regarding Growth Differentials within the European Union in 2020
) @) @) @) (5) (6)
VARIABLES GDP growthin GDP growth in GDP growth in GDP growth in GDP growth in GDP growth in
2020 2020 2020 2020 2020 2020
GDP growth in 2019 0.744** 0.654** 0.552* 0.658** 0.468 0.620**
(2.288) (2.115) (1.763) (2.159) (1.624) (2.616)
Deaths per 100 thousand -0.0219* -0.0122 -0.0125
persons in 2020 (-2.036) (-1.185) (- 1.496)
Oxford Stringency in 2020 -0.153** -0.123* -0.110*
(-2.241) (- 1.875) (-2.084)
Fiscal Impulse in 2020 0.671** 0.559* 0.773***
(2.198) (1.964) (3.245)
Constant -8.034*** -6.215*** -0.195 -10.28*** -2.627 -4.606
(-8.316) (- 4.876) (- 0.0541) (-7.562) (-0.752) (- 1.598)
Observations 26 26 26 26 26 25
R- squared 0.179 0.304 0.326 0.321 0.485 0.657

*xx

Notes: t- statistics in parentheses,
removed from the sample.

p<0.01, ** p<0.05, * p<0.1. No Stringency data for Malta available and therefore not in the sample. In Column (6), Sweden (SD) is

Sources: Blavatnik School of Government, Eurostat, Reuters, EEAG; last accessed on 10 January 2021.
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Figure 1.17

Leverage Plots Reflecting Column (5) of Table 1.3
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more fatalities did not achieve higher growth.2 Not only
was there no trade-off between health and wealth in an
absolute sense (Column (2)), but also when controlling for
stringency measures, countries with high growth did not
pay a price by experiencing a higher number of deaths.
2 The highest (absolute) correlation between the variables on the

right is between the number of deaths and the stringency measure

and is 0.31. Multicollinearity is not as severe a problem as some
might expect.

Of the larger countries this year, the stimulus will be
only slightly expansionary in Spain and France.

The expansive fiscal policy will result in an in-
crease in the debt ratio as a percentage of the re-
spective gross domestic product in all euro area coun-

Figure 1.18
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Bank of Japan; last accessed on 10 January 2021.
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the regression shown in
Column (5) of Table 1.3.
These indicate that Swe-
den (SE) is not represent-
ative for this analysis along any dimension. It witnessed
exceptionally high growth rates according to the drivers
we distinguish. Indeed, as shown by Column (6) in Table
1.3, when removing Sweden from the sample, the overall
fit improves substantially, allowing us to explain nearly
two-thirds of the variation in cross-country growth, and
increasing the significance of all variables in our admit-
tedly simple model.

Fiscal impuls

© CESifo

tries. For the euro area, this ratio probably rose over
100 percent last year (see Table 1.2). Among the five
largest economies, the picture remains very heteroge-
neous, and the differences are likely to widen further.
The Netherlands and Germany, for example, were able
to reduce their debt-to-GDP ratios to 49 percent and
60 percent, respectively, in the years before the coro-
navirus crisis. This year, these two countries will prob-
ably only see an increase to 64 percent and 70 percent
respectively. In contrast, the debt-to-GDP ratios in
Italy, France and Spain were already well above the
Maastricht reference value in 2019, at 135 percent,
98 percent and 96 percent of their respective GDPs.
This year, these ratios are expected to increase to
160 percent, 118 percent and 122 percent. However, it
is still uncertain when the fiscal rules from the Maas-
tricht Treaty and the Fiscal Compact, which are cur-
rently suspended due to the coronavirus crisis, will
be reinstated or whether the rules will be relaxed.

1.2.2 Monetary Conditions and Financial Markets

Like fiscal policy, monetary policy reacted expan-
sionary to the coronavirus crisis in spring last year.



Central banks in advanced economies have signifi-
cantly increased their purchases of securities as well
as lending programs to commercial banks, resulting
in a strong expansion of central bank balance sheets
(see Figure 1.18). In contrast to the situation during
the financial crisis of 2008/2009, however, this time
the central banks started from a situation in which
monetary policy was already considered extremely
expansionary, leaving less leeway. Moreover, at least
so far, the coronavirus crisis has not turned into a
banking crisis that would have required the central
banks to act as lenders of last resort on a similar scale
as back then.

The European Central Bank (ECB) has increased
the size of its balance sheet in response to the coro-
navirus crisis to a similar extent just as it did during
the financial crisis. After the pandemic emergency
purchase program for the purchase of bonds of pub-
lic and private debtors, which was decided in March,
was already increased during the summer, the ECB
readjusted it again at its December meeting last year.
It has been increased by a further 500 billion euros to
a total of 1,850 billion euros and will run until at least
March 2022. Funds released by maturing bonds will be
reinvested until at least the end of 2023. In addition,
further longer-term refinancing operations for banks
were decided, and the conditions for long-term loans
already underway were eased and extended. All of this
allowed fiscal policy to become more expansionary
while circumventing a sovereign debt crisis.

In contrast to the situation during the financial
crisis, this time around, interest rates were already
at all-time lows. Throughout the year, the interest
rate for the main refinancing operations remained at
0.0 percent, the marginal lending rate at 0.25 percent
and the deposit rate at - 0.5 percent (see Figure 1.19).

The US Federal Reserve had set itself a differ-
ent starting point before the pandemic hit. Besides
a stronger increase in its balance sheet, it allowed
for two interest rate cuts totaling 150 basis points
in March last year. Furthermore, the Federal Reserve
adjusted its monetary policy strategy at the end of
August and now has somewhat more leeway in tar-
geting inflation. The inflation rate may remain above
2 percent for longer if it had previously been below
this level for some time. This means that the US Fed-
eral Reserve is likely to keep interest rates low for
longer than previously expected. Although the review
of the ECB’s monetary policy strategy was expected
to be completed by the end of 2020, it remains to
be seen whether similar adjustments will be made
in the euro area.

Nevertheless, monetary policy is likely to remain
very expansionary in the forecast period in Europe as
well. In its December decisions, the ECB’s Governing
Council reaffirmed its intention to leave key inter-
est rates at their current level or to lower them until
the inflation outlook moves significantly closer to the
price stability target. In addition, the European Cen-
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Figure 1.19
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Figure 1.20
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Figure 1.21
Regional Disparties in Government Bond Yields in the Euro Area
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tral Bank has reaffirmed its willingness to expand its
monetary policy instruments once again, should this
be necessary as a result of the ongoing pandemic. For
those companies, households and government that do
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Figure1.22
Interest Rates on Loans in the Euro Area?
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Figure 1.23
Credit Developments in the Euro Area?
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Source: European Central Bank; last accessed on 10 January 2021. © CESifo
Figure 1.24
Developments in International Stock Markets from a Euro Area Perspective?
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not face other constraints, financing conditions will
therefore remain very favorable.

22 EEAGReport2021

In the euro area, yields for 10-year government
bonds with the highest credit rating (AAA) have on
average been slowly falling during 2020 (see Fig-
ure 1.20). The synthetic euro area benchmark inter-
est rate for 10-year government bonds has been in
negative territory since August, after first having seen
an increase in spring last year. This behavior has con-
trasted with that of long-term government bond yields
in the United States, China and the United Kingdom.
In these three countries, yields on these safe assets
fell significantly during the first wave of the pandemic,
only to rise again somewhat afterward. This difference
can be fully explained by the temporary increase in
risk premiums on government bonds in Greece, It-
aly, Portugal and Spain, which exceeded the increase
in the safe-haven premium on government bonds of
triple-A countries like Germany and the Netherlands
(see Figure 1.21).

Interest rates for three-month money (EURIBOR)
have fallen to an even more negative level after a
slight increase in April (see Figure 1.22). Average in-
terest rates on new corporate credits rose slightly to
1.8 percent from their temporary low of 1.4 percent
in May last year. The same pattern, albeit more pro-
nounced, applies to consumer credit rates, which rose
to about 5 percent at the end of autumn last year af-
ter having witnessed a short trough at 3.6 percent in
April. In comparison, the cost of real-estate financing
for private households remained relatively stable at
1.4 percent. As usual, the differences across euro area
countries remained large.

The outstanding volumes of corporate and con-
sumer loans followed opposing trends this year: while
corporate loans rose strongly into the summer due to
the crisis-related liquidity needs of companies, de-
mand for consumer loans slumped during the same
period (see Figure 1.23). Since summer, the level of
corporate loans has stagnated just as it has for con-
sumer loans. In comparison, real estate loan portfo-



lios have remained on a relatively steady growth path
throughout last year.

The extensive monetary and fiscal policy meas-
ures have led to a strong improvement in financing
conditions in advanced economies and many emerg-
ing markets since last spring. As a result, equity mar-
kets have regained much of the ground they lost be-
tween March and April, when stock markets around
the world crashed (see Figure 1.24). Key equity indi-
ces, particularly for Asian markets, are now well above
their pre-crisis levels. For example, the Nikkei 225
and the Shanghai Stock Exchange Composite were up
about 13 and 12 percent, respectively, in euro terms
in December last year. In contrast, from a euro area
perspective, the FTSE 100 and the Euro STOXX 50 lost
around 20 and 5 percent respectively in 2020. Given
the relatively stable development of the euro in the
past year, despite the extent of the crisis, the stock
market returns calculated in local currency are also
quite similar to those calculated in euros. The biggest
exception was the United States, where the return of
the Dow Jones Industrial Average in local currency
was around 7 percent, while in euros, it declined by
1 percent. This reflects the depreciation of the dol-
lar by about 8 percent. In the case of the FTSE 100,
the more than 5 percent depreciation of the British
pound made its return look worse from a euro area
perspective than from a UK perspective.

Although nowhere near as heterogeneous as dur-
ing the financial crisis, stock market returns among
euro area member states were still quite divergent
last year. While the German FAZ index essentially stag-
nated in a year-end comparison, the year-end rallies
failed to bring the leading indices in Spain, France and
Italy back to their pre-crisis levels. Spain’s IBEX 35 was
by the end of 2020 still more than 15 percent below its
level at the beginning of the year. In sharp contrast,
neighboring Portugal saw its PSI rise by 9 percent in
such a year-end comparison.

As compared to other crises situations, the cur-
rencies of the major economies remained largely sta-
ble in 2020. The one with the overall largest, albeit
historically still small, movement was the euro. In real
effective terms, it appreciated by less than 4 percent
over the course of the year (see Figure 1.26). This
general appreciation has also been reflected in the
euro-dollar exchange rate. After being undervalued
against the US dollar for five years in a row, at the
end of 2020 the euro is approaching a more neutral
range from a purchasing power parity perspective.
Of these major currencies, the British pound, on the
other hand, depreciated in real effective terms by
somewhat more than 2 percent throughout 2020. The
United Kingdom is both more affected by the Covid-19
virus and from having to face the economic conse-
quences of Brexit.
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Figure 1.25
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Figure 1.26

Real Effective Exchange Rates around the World
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Figure 1.27

Exchange Rate of the Euro against the US Dollar and PPP2
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1.3 MACROECONOMIC OUTLOOK?
1.3.1 Assumptions, Risks and Uncertainties

This forecast assumes that the price of a barrel of
Brent crude oil will average around USD 50 this year
(after on average USD 41.5 last year). It also assumes
that the euro will trade around USD 1.20 this year.

The pandemic situation is expected to improve
only slowly as we approach spring. Although the cur-
rent wave will level off in the coming months, restric-
tions will continue to be necessary—at least locally
and will be strict in some cases. For instance, in the
United States, increased containment measures are
likely to be implemented during the first quarter. After
that, the effects of mass vaccination, together with
warmer weather conditions in the northern hemi-
sphere, will allow a more rapid normalization. By sum-
mer, it is assumed that a large part of the measures in
Europe and the United States will be eased and that
social behavior will also have partially normalized.
The further course of the pandemic and the associ-
ated infection control measures are currently the most
critical assumptions for economic forecasts, since it
is associated with great uncertainty.

The downside risk to the forecast presented is
that new infections, in part due to the spreading of
new faster-moving variations of the virus, cannot be
sufficiently controlled and might even further increase
the intensity of the pandemic in many countries. This
would lead to even more widespread lockdowns of
economies. There may also be unexpected (further)
supply shortages and distribution problems of the
new Covid-19 vaccines reducing the pace by which
herd immunity is reached. In addition, it is possible
that the population’s willingness to be vaccinated is
too low to achieve herd immunity. However, there are
also arguments in favor of upside risks to our forecast.
For example, new infections could decline more rap-
idly than assumed, or vaccination campaigns could
be more successful and be rolled out faster, so that
infection control measures can be scaled back more
quickly than assumed.

The further course of trade relations—especially
between the United States and China, but also be-
tween the United States and Europe—is still uncertain.
It is true that the change of presidency in the United
States probably means a de-escalation of the trade
conflicts and thus tends to be an upside risk. How-
ever, statements by the new US president show that
a quick and complete lifting of all trade restrictions
is not to be expected.

China’s financial stability is subject to signif-
icant risks, and not only since the outbreak of the
pandemic. The non-financial sector, which was al-
ready highly indebted before the crisis, has become
even more indebted in the wake of the pandemic (see

2 The forecasts presented are updates of Wollmersh&user et al.
(2019) and Abberger et al. (2019).
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Organization for Economic Co-operation and Devel-
opment 2020). If the number of insolvencies in China
were to increase, this would make a reassessment of
risks more likely and could lead to sudden sales of
certain financial assets on a larger scale.

In recent years, the debt of non-financial corpo-
rations has also increased significantly in many ad-
vanced economies, primarily through the issuance of
bonds (see Organization for Economic Co-operation
and Development 2019). An ever-increasing propor-
tion of these bonds are just rated investment grade
(see Celik and Isaksson 2019). The longer the corona
pandemic weighs on economic activity, the more
likely it will be that these bonds are downgraded to
non-investment grade. Institutional investors would
have to dump them due to regulatory requirements,
which could lead to price declines in bond markets
and possibly revaluations of other asset classes.

In addition to the above, the significant increase
in government debt poses a risk for some euro coun-
tries. Due to the fiscal stabilization measures, all
countries had to massively increase their new debt.
Countries that already had high debt ratios before the
coronavirus crisis run the risk of losing the confidence
of financial markets. If risk premiums on government
debt increase, this could again endanger the stability
of government finances and the banking system, as it
did during the euro area crisis in 2011/2012. Currently,
however, the ECB is actively countering this with its
bond-buying programs.

Overall, the downside risks to the projected
global and European economic development clearly
dominate the upside risks.

Finally, what has to be realized is that there is
not only uncertainty in society and economy regard-
ing both the current situation and the outlook, but
that this also holds regarding the data as we meas-
ure it in the System of National Account or regarding
price statistics. During the lockdown many data un-
derlying the statistics we use at least temporarily lost
quality. When over time more and more information
about the crisis is revealed, it is also quite likely that
current statistics we have regarding the year 2020
will be revised accordingly. Furthermore, the lock-
down placed statistical agencies for difficult choices.
How do we treat prices of airplane tickets when they
are no longer sold, but nevertheless part of the bas-
ket underlying consumer price indices? How do we
treat the value added of schoolteachers, or university
professors who are still paid even when schools and
universities are closed? Given the uniqueness of this
crisis, how to deal with these and other questions has
not been ex ante specified in the manuals underly-
ing macroeconomic statistics. It is therefore quite
likely that not all statistical agencies in Europe, let
alone the world, have made similar decisions. While
we must always be careful when comparing statistics
across countries (and over time), this general warning
is likely to be even more relevant for data collected



and constructed during crisis times as witnessed in
the recent past.

1.3.2 Global Economy

Economic development is likely to be very subdued
in many countries in the winter of 2020/21 and of-
ten even decline again. A second wave of corona-
virus infections started up again in the summer in
several countries, such as Spain, France, the United
States and Brazil. This wave then spread to other
countries such as Italy, Germany, the United King-
dom and Eastern Europe at the end of autumn. Eu-
ropean governments initially resorted to targeted
local restrictions on certain regions or activities.
However, these measures were not enough to slow
the pandemic. The continued rise in intensive care
bed occupancy forced many governments to impose
nationwide and more stringent measures such as
closing catering establishments and places of ac-
commodation. Movements of people in the retail and
leisure sectors identified from mobile phone data in-
dicate a decline in economic activity in the affected
countries, especially in Europe, since September,
albeit less than during the spring.

Of the larger advanced economies, the United
States is one of the countries with the highest in-
fection rates. Although infection control measures
vary quite a bit from state to state, overall, they are
less stringent than in Europe. This has so far only
slightly restricted mobility there, so real activity is
likely to be less affected than in Europe. However, the
relatively high unemployment and the long absence
of further fiscal measures are likely to slow overall
economic production in the United States during the
second half of the year. Also, because many restric-
tions remained in place in Asian countries, most of
them were spared another severe outbreak of coro-
navirus in the autumn.

Overall, the pandemic is likely to have had a
much smaller negative impact on economic activity
in the second half 2020 than in spring 2020. At that
time, large-scale plants were temporarily shuttered
in many manufacturing sectors. The assessments of
companies and households in the manufacturing sec-
tor have, as the Global Barometers show, only dete-
riorated slightly in recent months compared to the
contractions in April (see Figure 1.28).

As mentioned in Section 1.4.1, this forecast as-
sumes that infection control measures and the cur-
rent limited mobility will broadly remain in place
until the end of the first quarter. Thereafter, the in-
creasing number of vaccinations against Covid-19 will
contribute to normalization. As a result, economic
activity in Europe and the United States should in-
crease quite sharply during the second quarter of
2021, after which, growth will somewhat weaken
again. Asia has a better overall grip on stemming
the spread of the virus. Therefore, developing real
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Figure 1.28
World Economic Growth and the Global Economic Barometers
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Figure 1.29
Regional Contributions to World GDP Growth?
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Figure 1.30

Comparing GDP Developments for the Advanced Economies and the World
From quarter before the crisis to 8 quarters after the crisis
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activity in this region should be less affected, so
that economic growth is spread more evenly over
the entire year. While last year the strongest negative
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Figure 1.31

Economic Growth by Country and Region
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contribution came from the European continent, this
year Asia will make the biggest contribution to the
recovery (see Figure 1.29).

Overall, world GDP is expected to have declined
by 4.1 percent last year and to grow by 5.4 percent
in 2021 (see Table 1.A.1). Total production for the ad-
vanced economies will remain below pre-crisis levels
until the second half of 2021. The world at large will
reach pre-crisis production levels again mid-year. Even
though the impact of the coronavirus crisis was much
more pronounced than that of the financial crisis
and we are going through a stagnation if not a dou-
ble-dip this winter, this time around we will return
to pre-crisis levels more quickly than back then (see
Figure 1.30). Fundamental structural adjustments on
a scale like after the financial crisis are not necessary
this time.

However, there are significant differences be-
tween countries in how much of the output losses
will be recovered this year. Focusing on the advanced
world, the United States will have an overall GDP level
this year slightly above that of the pre-crisis year 2019
(see Figure 1.31). This pre-crisis gap will, however, not
be closed for the euro area and Japan this year. The
United Kingdom will even remain almost 8 percent
below its 2019 output level this year, partly because
of Brexit.

Although a trade and cooperation agreement
between the European Union and the United King-
dom was reached at the end of last year, the rela-
tionship between the two will not be the same any-
more. Compared to the UK’s previous status as a
member of the European Union, the beginning of this
year saw the end of, for example, freedom of move-
ment, its membership in the European Single Market
and the Customs Union, and its participation in most
EU programs. The agreement does provide for free
trade in goods and limited mutual market access in
services, as well as for cooperation mechanisms in a
range of policy areas, transitional provisions about EU
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access to UK fisheries, and UK participation in some
EU programs.

To be somewhat more precise, trade in goods be-
tween the European Union and the United Kingdom
remains free of customs duties or quotas. Traders can
self-certify compliance with the agreed rules of origin.
However, customs formalities are required, and VAT
and certain other duties are payable on importation.
There are rules to facilitate the cross-border provision
of services in certain areas, such as digital services,
public procurement, business travel and the posting
of highly qualified staff. But there is no longer general
access to each other’s services markets. For example,
UK financial services lose the ability to easily offer
services across to customers in EU member states.
That loss is especially painful for the United Kingdom,
which ran a surplus of 20 billion euros on trade in fi-
nancial and other services with the European Union
in 2019. Furthermore, there is no free movement of
persons between the European Union and the United
Kingdom. Visitors planning stays of more than 90 days
in any 180-day period need a visa. Those planning
any work other than routine business meetings and
conferences need an appropriate visa. Professional
qualifications will no longer be automatically mutu-
ally recognized. This realized Brexit is likely to weigh
on trade between the United Kingdom and European
Union countries and have a dampening effect on eco-
nomic activity.

Inflation in the advanced economies was at
0.8 percent very weak last year. This year, prices
will rise somewhat more strongly, but at 1.1 percent
inflation will remain quite subdued overall. First,
higher wage increases are unlikely this year in view
of the already significant increase in unemployment
in many countries. Second, although improving, ca-
pacities will not be fully utilized by the end of the
year. Third, households’ propensity to save is also
likely to remain elevated in view of increased income
risks. Fourth, inflation in emerging markets is likely
to be lower this year than in 2020, mainly due to de-
velopments in China and India. In China, the sharp
increase in pork prices between June 2019 and Febru-
ary 2020, which account for a relatively large portion
of the Chinese basket of goods, still had an impact on
inflation in 2020. In India, the overall very high food
prices pushed consumer prices up sharply at the turn
of 2019/20. These base effects are now disappearing.
On the other hand, the increased crude oil prices in
the second half of 2020 will exert some upward pres-
sure on prices this year.

World trade will probably continue to recover in
the winter of 2020/21 and exceed the pre-crisis level
again in the summer. This means that global trade
in goods is likely to be less affected by the economic
slump this winter than global GDP. The reason for this
is that the infection control measures are unlikely to
restrict the cross-border exchange of goods to a great
extent. All in all, global trade in goods is expected



to have shrunk by 6.1 percent last year and rise by
6.6 percent in 2021. The delimitation used here only
considers trade in goods, but not trade in services, so
that the decline in total world trade is likely to have
been even greater in 2020. Even more than during
the first wave, this time around, it is a crisis of the
service sector.

1.3.3 European Economy

Since the end of last October, stricter measures to con-
tain the second wave of the coronavirus epidemic in
Europe have been reintroduced in several EU countries.
The economic impact of these renewed restrictions is
reflected in a marked decline in personal mobility, indi-
cating a slowdown in economic activity toward the end
of last year. The economic tendency survey indicators
available for December from the service sectors also
show that the restrictions have dampened sentiment
there (see Figure 1.32). By contrast, industry seems
to have been less affected so far. According to these
surveys, new orders were even continuing to rise until
recently. This suggests that, in contrast to last spring,
value creation in industry is likely to be largely spared
from the current lockdown measures. Households also
revised their assessments downward in November, but
again clearly less than in the spring. There was even a
small rebound in December. Nevertheless, consumer
confidence has not returned to pre-crisis levels over the
summer and remains well off normal levels.

The last quarter of 2020 will have again resulted
in a decline in output for the euro area. However, with
a contraction of around 3 percent in GDP, it will be
far less than what was observed for the second quar-
ter of 2020 (-11.7 percent). Assuming that the gov-
ernment restrictions introduced until the end of last
year and the fact that social behavior remain largely
unchanged until March, economic output is likely to
fall in the first quarter of 2021. Only with the gradual
lifting of restrictions from April onwards which de-
pends on the success of the vaccination campaigns
rolled out worldwide, will economic activity pick up
significantly and GDP expand at an above-average rate
in the second quarter of 2021. In the further course,
it is assumed that as the vaccination coverage of
the population progresses, any remaining infection
protection measures will be lifted completely. Thus,
the economic recovery is expected to continue from
the third quarter of 2021, although growth rates will
probably gradually weaken. However, they will remain
above potential, so that the production gap might
close by the end of 2022. From an annual perspective,
real GDP in the euro area has most likely declined by
7.4 percent in 2020 and will increase 4.9 percent this
year (see Figure 1.33).

As compared to other crises, such as the financial
crisis of 2008/2009, or the euro area crisis, the coro-
navirus crisis has caused a strong drop in consumer
demand. Together with the drop in investment, it can
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Figure 1.32
Confidence Indicators? for Different Sectors in the Euro Area
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Figure1.33
Demand Contributions to GDP Growth in the Euro Area?
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Figure 1.34
Unemployment Rates in the Euro Area and the United Kingdom
Seasonally adjusted data
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explain most of the decline in overall GDP last year.
Given the assumed normalization in social behavior
and the lifting of stringency measures, this year’s
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Figure 1.35
Employment in the Euro Area
Seasonally and work-day adjusted data
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rebound in consumption will also be the main driver
of overall growth. The stimulus measures that are
already in place and that are planned for the future,
including the Next Generation EU (NGEU) program,
will also provide an unprecedented fiscal boost to
the European economy, just based on their sheer
size alone.

The unemployment rate is likely to have averaged
8.0 percent last year, only slightly higher than in 2019
(7.6 percent). This overlooks the strong dynamics in
both 2019 and last year. The sustained decline in 2019
was abruptly reversed into a steep increase in 2020
caused by the pandemic (see Figure 1.34). This upward
trend will not be broken until GDP picks up sustain-
ably. Spare capacities, as also reflected in the high
number of short-time workers, will slow the recovery

Figure 1.36

of the labor market. For this reason, unemployment
is expected to rise to an average of 9.3 percent in the
euro area this year.

Looking at the euro area labor market from the
employment side, nearly 2 percent of all jobs were lost
last year (see Figure 1.35). Some of these will reappear
next year when restrictions are lifted. However, this
will not be the case for all of them. Structural changes
that received a boost during the crisis will most likely
imply that structural unemployment will also remain
higher for a while.

Although all countries were affected by the
coronavirus pandemic, the intensity of the collapse
in economic activity across Europe varied quite sig-
nificantly. While Spain and the United Kingdom were
the hardest hit, according to official statistics and
forecasts for the last quarter of 2020, losing more
than 11 percent of GDP over 2020 as a whole com-
pared to 2019, Poland, Ireland, Sweden and Lithuania
recorded declines of around 3, or even only 2 per-
cent (see Figure 1.36). The decline in 2020 largely ex-
plains the recovery in 2021. Of all countries, the GDP
growth rate this year will be highest in Spain, and the
United Kingdom will also record a high growth rate,
although both will remain well below pre-crisis output
levels. About 50 percent of the variation in projected
growth rates for 2021 can be explained solely by the
growth collapse in 2020. Another important deter-
minant is the degree to which countries are affected
by the second wave of the coronavirus pandemic.

Economic Growth in EU Member Countries and the United Kingdom
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APPENDIX 1.A
Table 1.A1
GDP Growth, Inflation and Unemployment in Various Countries
Share of GDP growth CPlinflation Unemployment rate®

tgéil in% in %

in% 2019 2020 2021 2019 2020 2021 2019 2020 2021
Industrialized countries:
United States 28.1 2.2 -3.6 4.7 1.8 1.2 1.4 3.7 8.1 6.8
EU27 20.5 1.6 -7.0 4.0 1.4 0.6 1.1 6.5 7.3 8.3
Euro area 17.5 1.3 -74 4.1 1.2 0.3 0.9 7.6 8.2 9.3
Japan 6.7 0.3 -5.2 3.2 2.0 0.1 0.3 2.4 2.8 2.9
United Kingdom 3.7 1.3 -11.3 4.0 1.8 0.9 1.4 3.8 4.5 7.0
Canada 2.3 1.9 -57 4.0 2.0 0.7 0.9 5.7 9.6 8.3
Switzerland 0.9 1.1 -35 2.5 0.4 -0.7 0.1 4.4 4.9 5.3
Norway 0.5 0.9 -1.5 3.0 2.2 1.4 2.0 3.7 4.5 5.0
Industrialized countries (total) 62.6 1.6 -4.7 4.0 1.6 0.8 1.1 4.8 6.8 6.9
Newly industrialized countries:
China 18.9 6.1 1.9 9.7 2.9 2.7 2.2
East Asia? 7.1 2.9 -3.5 4.1 1.3 0.6 1.5
Latin AmericaP 5.4 0.5 -7.8 2.9 8.9 7.6 6.8
India 3.8 4.2 -8.2 10.7 3.7 6.7 4.4
Russia 2.2 1.3 -31 1.8 3.0 3.5 4.0
Newly industrialized countries (total) 37.4 4.2 -1.8 7.3 3.6 3.5 3.1
Totalc 100.0 2.6 -4.1 5.4 2.4 1.8 1.9
World trade growth in %4 -0.5 -6.1 6.0

aWeighted average of Indonesia, Korea, Malaysia, Tawain, Thailand, Philippines, Singa
Weighted average of Brazil, Mexico, Argentina, Colombia, and Chile. Weighted with the
countries. 4 Trade of goods. ¢ Standardized unemployment rate.

pore, and Hong Kong. Weighted with the 2018 levels of GDP in US dollars. b
2018 level of GDP in US dollars; < Weighted average of the listed groups of

Source: EU; OECD; IMF; ILO; National Statistical Offices; CPB; 2020 and 2021: EEAG forecast.
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Table 1.A2
GDP Growth, Inflation and Unemployment in the EU Countries
Share of GDP growth? Inflationb Unemployment ratec

total in%

GDP

in% 2019 2020 2021 2019 2020 2021 2019 2020 2021
Germany 24.7 0.6 -5.4 3.4 1.4 0.5 1.9 3.2 3.9 3.9
France 17.4 1.5 -9.0 5.8 1.3 0.6 0.6 8.5 8.4 10.4
Italy 12.8 0.3 -9.0 4.3 0.6 -0.1 0.3 9.9 9.5 111
Spain 8.9 2.0 -11.4 6.5 0.8 -0.4 0.3 141 15.8 17.7
Netherlands 5.8 1.6 -4.6 1.6 2.7 1.0 0.9 3.4 4.2 6.2
Belgium 3.4 1.7 -75 4.0 1.2 0.5 0.7 5.4 5.8 8.0
Austria 2.8 1.4 -8.0 2.7 1.5 1.2 1.3 4.5 5.7 5.7
Ireland 2.5 5.9 -3.2 1.9 0.9 -0.4 0.5 5.0 5.4 8.0
Finland 1.7 1.1 -4.0 1.9 1.1 0.5 1.1 6.7 8.1 8.4
Portugal 1.5 2.3 -8.4 3.8 0.3 -0.2 0.0 6.5 7.4 9.6
Greece 1.3 1.6 -10.1 2.7 0.5 -1.2 -0.1 17.3 17.0 17.9
Slovakia 0.7 2.3 -6.3 4.1 2.8 1.9 1.0 5.8 6.9 7.5
Luxemburg 0.5 2.3 -4.4 2.9 1.6 0.1 0.9 5.6 6.6 7.1
Lithuania 0.3 4.3 -2.0 2.4 2.2 1.2 1.5 6.3 8.9 8.2
Slovenia 0.3 3.2 -75 4.1 1.7 0.1 1.6 4.5 5.6 5.7
Latvia 0.2 2.1 -4.3 3.4 2.7 0.1 0.5 6.3 8.5 8.9
Estonia 0.2 4.7 -4.7 3.0 2.3 -0.7 1.2 4.5 7.0 77
Cyprus 0.2 3.1 -6.3 3.5 0.5 -0.8 1.0 7.1 8.2 7.5
Malta 0.1 5.4 -7.6 3.3 1.5 0.8 1.1 3.4 4.8 4.5
Euro aread 85.5 1.3 -7.4 4.1 1.2 0.3 0.9 7.6 8.2 9.3
Poland 3.8 4.6 -34 3.0 2.1 3.6 2.0 3.3 3.9 5.4
Sweden 3.4 1.4 -3.0 2.4 1.7 0.4 0.8 6.8 8.7 9.2
Denmark 2.2 2.9 -4.0 2.8 0.7 0.5 0.9 5.0 5.8 6.1
Czech Rpublic 1.6 2.3 -6.7 3.7 2.6 3.4 2.3 2.0 2.8 3.5
Romania 1.6 4.2 -5.0 3.1 3.9 2.7 2.4 3.9 7.0 6.2
Hungary 1.0 4.6 -5.8 5.2 3.4 3.4 3.3 3.4 5.2 5.3
Bulgaria 0.4 3.6 -4.6 2.5 2.5 1.2 1.4 4.2 5.8 5.1
Croatia 0.4 2.9 -9.3 5.1 0.8 0.2 0.9 6.7 8.6 9.0
Non-euro area EU4 14.5 3.2 -4.3 3.1 2.1 2.1 1.7 3.9 5.4 5.9
EU 274 100.0 1.6 -7.0 4.0 1.4 0.6 1.1 6.5 7.3 8.3

2 GDP growth rates are based on the calender adjusted series except for Ireland, Slovakia and Romania for which EUROSTAT does not provide working-day adjusted GDP
series. ® Harmonized consumer price index (HICP). < Standardized unemployment rate. 4 Weighted average of the listed countries.

Source: Eurostat; 2020 and 2021: EEAG forecast.

Table 1.A3 Table 1.A4
Key Forecast Figures for the European Union (EU27) Key Forecast Figures for the Euro Area
2019 2020 2021 2019 2020 2021
Percentage change over previous year Percentage change over previous year
Real GDP 1.6 -7.0 4.0 Real GDP 1.3 -74 4.1
Private consumption 1.6 -75 4.0 Private consumption 1.4 -8.0 4.2
Government consumption 2.0 0.8 3.0 Government consumption 1.9 0.9 3.3
Gross fixed capital formation 5.6 -8.8 1.3 Gross fixed capital formation 5.7 -9.7 1.5
Exports of goods and services 2.8 -10.6 2.5 Exports of goods and services 2.5 -11.2 2.4
Imports of goods and services 3.8 -9.8 2.3 Imports of goods and services 3.9 -10.4 2.0
Net exports? -0.4 -0.8 0.1 Net exports? -0.5 -0.8 0.3
Consumer pricesP 1.4 0.6 1.1 Consumer pricesb 1.2 0.3 0.9
Percentage of nominal GDP Percentage of nominal GDP
Government fiscal balancec -0.5 -8.4 -6.5 Government fiscal balancec -0.6 -8.8 -6.8
Percentage of labor force Percentage of labor force
Unemployment rated 6.5 7.3 8.3 Unemployment rated 7.6 8.2 9.3
a Contributions to changes in real GDP (percentage of real GDP in previous year). 2 Contributions to changes in real GDP (percentage of real GDP in previous year).
Harmonized consumer price index (HCPI). <2020 and 2021: forecast of the European b Harmonized consumer price index (HCPI). € 2019 and 2020: forecast of the European
Commission. 4 Standardized unemployment rate. Commission. 4 Standardized unemployment rate.
Source: Eurostat; 2020 and 2021: EEAG forecast. Source: Eurostat; 2020 and 2021: EEAG forecast.
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