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Summary  

Europe is expected to go into recession this year, clarifying that the European recovery is still 

far from being self-sustaining, and that there is still a need for government intervention to get 

the European economy back 

fiscal policy these years, European

which means that not all public finances in the European countries

A modest fiscal stimulus in the 6 European countries with the largest fiscal room to mane

ver can act as a kind of a catalyst boosting

confidence spreads to all Europe, lowering interest rates in especially s

to 2.5 million jobs can be created in Europe in 2013. And not only the countries investing will 

experience higher growth and employment, but also countries like Spain, Italy, Portugal and 

Greece will experience significant increases i
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Europe is expected to go into recession this year, clarifying that the European recovery is still 

sustaining, and that there is still a need for government intervention to get 

on track. Despite the fact that austerity is dominating European 

countries entered the crisis with different starting points, 

are equally badly hit today. 

A modest fiscal stimulus in the 6 European countries with the largest fiscal room to maneu-

consumption and investment. Assuming that the 

outhern Europe, close 

to 2.5 million jobs can be created in Europe in 2013. And not only the countries investing will 

experience higher growth and employment, but also countries like Spain, Italy, Portugal and 



 

Europe in recession this year

Since summer 2011, the outlook for the world economy and particularly the European econ

my has deteriorated. Figure 1 shows GDP growth in the EU from the mid 90s and till next year. 

It is seen how GDP up until the crisis has grown in the area of a little less than 2 percent. In 

2008 the crisis hit Europe at GDP stagnated. In 2009 Europe was i

more than 4 percent. Growth came back in 2010 and 2011 but this year GDP is expected to fall 

by 0.1 percent and Europe is expected to go into a mild recession. In 2013, forecast projections 

indicate GDP growth in the EU around

the Euro area the outlook is even darker as GDP is expected to contract with 0.4 percent this 

year. In 2014 the euro area is expected to grow by only 0.9 percent. 

 

The darker outlook for Europe m

markets especially in southern Europe. It is therefore especially during the summer 2011 that 

the forecast estimates for EU have been downgraded. It is particularly the indebted countries 

that draw the overall EU GDP growth in a negative direction. In 2013, projections indicate GDP 

growth in the EU around 1 percent, which is still below the historical growth. 

 

Note: *= forecast 

Source: ECLM on the basis on Eurostat (historical data) and Co

 

The figure demonstrates that Europe has not yet emerged from the crisis, and that there is still 

a long way, till the European employment will reach its pre

fies that the recovery is still far from being self

ernment intervention to get the European economy back on track. 

 

European austerity takes the breath out of the European economy

The crisis has led to higher public deficits and in

2A gives an indication of what fiscal policy that has been conducted in Europe last year. In the 

high end is the debt-oriented countries like Portugal, Greece, Ireland and Spain that has tigh

Europe in recession this year 

Since summer 2011, the outlook for the world economy and particularly the European econ

my has deteriorated. Figure 1 shows GDP growth in the EU from the mid 90s and till next year. 

It is seen how GDP up until the crisis has grown in the area of a little less than 2 percent. In 
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The figure demonstrates that Europe has not yet emerged from the crisis, and that there is still 

a long way, till the European employment will reach its pre-crisis level. The outlook also clar

till far from being self-sustaining, and that there is still a need for go

ernment intervention to get the European economy back on track.  

European austerity takes the breath out of the European economy 

The crisis has led to higher public deficits and increased debt in the European countries. Figure 

2A gives an indication of what fiscal policy that has been conducted in Europe last year. In the 

oriented countries like Portugal, Greece, Ireland and Spain that has tigh
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Since summer 2011, the outlook for the world economy and particularly the European econo-
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The figure demonstrates that Europe has not yet emerged from the crisis, and that there is still 

crisis level. The outlook also clari-

sustaining, and that there is still a need for gov-

creased debt in the European countries. Figure 

2A gives an indication of what fiscal policy that has been conducted in Europe last year. In the 

oriented countries like Portugal, Greece, Ireland and Spain that has tight-



 

ened fiscal policy by between 2 and 6 percent of GDP last year. In the other end of the scale 

are countries like Sweden and Germany that has conducted a fiscal policy close to neutral.

 

Figure 2.B shows the average austerity requirements in the EU, calculated on the basis 

ropean Commissions country

the major tightening requirements lie in the years 2011

is therefore nothing that suggests that fiscal policy in the EU will

year nor next year. At the same time it is uncertain to what extend the newly adopted fiscal 

pact will result in further fiscal tightening in some European countries from 2013 and onwards. 

It is therefore likely that the total

greater than indicated in figure 2B.

 

 

Great potential in the realization of private savings surpluses

European countries entered the crisis with different starting points, which means

public finances in the European countries

 

Despite the fact that many of the European

of the countries have large private

vate savings minus private investment).

cal balance in 2011 in several European

 

 

 

 

 

 

 

 

 

 

 

y by between 2 and 6 percent of GDP last year. In the other end of the scale 

are countries like Sweden and Germany that has conducted a fiscal policy close to neutral.

Figure 2.B shows the average austerity requirements in the EU, calculated on the basis 

ropean Commissions country-specific ongoing excessive deficit procedures. It is shown how 

the major tightening requirements lie in the years 2011-2013. Compared with last year, there 

is therefore nothing that suggests that fiscal policy in the EU will be more lenient neither this 

year nor next year. At the same time it is uncertain to what extend the newly adopted fiscal 

pact will result in further fiscal tightening in some European countries from 2013 and onwards. 

It is therefore likely that the total tightening requirements from 2013 and onwards will be even 

greater than indicated in figure 2B. 

Great potential in the realization of private savings surpluses 

countries entered the crisis with different starting points, which means

public finances in the European countries are equally badly hit today. 

many of the European countries are struggling with public finances, a lot 

of the countries have large private savings surpluses (pr

investment). Figure 3 shows the private savings surplus and

several European countries. 
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public finances, a lot 

savings surpluses (pri-

surplus and the fis-



 

Remarks: The countries marked with red in the

public deficits and public debt.  

Source: ECLM based on OECD. 

 

Figure 1 shows that the vast majority of

with the exception of the most

large private savings surpluses

an consumers and investors 

my and therefore prioritizes savings and

 

The figure also shows the general government balance

to EU's Growth and Stability Pact

newly adopted fiscal pact, the requirements for the budgets

as countries have agreed that

ceed ½ percent of GDP, and countries can be fined if the pact is not respected.

 

Several of the Scandinavian 

ly large private savings surpluses, while

cits nor large public debt (the countries are marked with red in Figure 1).

have the (though limited) option to

potential hidden in the large 

vestors begin to consume and invest again, it may very well be what is needed to get the Eur

pean economy back on track.

 

Modest fiscal stimulus creates

As previously described, several

tively healthy public finances

pean countries still have the option to stimulate the economy, though this option is li

ited. The large private savings surpluses in

red in the figure, are countries that have a relatively large savings surplus

Figure 1 shows that the vast majority of European countries have high private

of the most indebted countries of southern Europe.

savings surpluses indicates that liquidity and capital are present,

 generally do not have much confidence in the European econ

prioritizes savings and repaying debt rather than consuming

the general government balance in percent of GDP.

Stability Pact the public deficit may not exceed 3 percent

pact, the requirements for the budgets are tightened

have agreed that the deficit on the structural budget balance must not e

of GDP, and countries can be fined if the pact is not respected.

 countries, Austria, Germany and the Netherlands

surpluses, while neither very large government balance def

debt (the countries are marked with red in Figure 1).

option to stimulate the economy and at the same time there

 savings surplus. If the confidence returns and consumers and i

consume and invest again, it may very well be what is needed to get the Eur

back on track. 

creates increased confidence in the European economy

As previously described, several European countries still have a good starting point, with rel

finances and a large private savings surplus. In other words,

countries still have the option to stimulate the economy, though this option is li

savings surpluses in several European countries shows that liquidity 
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savings surplus and relatively small 

private savings surplus, 

countries of southern Europe. The 

capital are present, but that Europe-

confidence in the European econo-

ing and investing. 

of GDP. According 

3 percent of GDP. With the 

tightened further, 

balance must not ex-

of GDP, and countries can be fined if the pact is not respected. 

Netherlands have relative-

very large government balance defi-

debt (the countries are marked with red in Figure 1). These countries 

my and at the same time there is great 

consumers and in-

consume and invest again, it may very well be what is needed to get the Euro-

the European economy 

a good starting point, with rela-

words, several Euro-

countries still have the option to stimulate the economy, though this option is lim-

countries shows that liquidity 



 

and capital are present, but that confidence in the

the crisis discourages investors and consumers from spending.

 

If the current situation is turned

out Europe, it can create

ly modest fiscal stimulus may

catalyst to create confidence and

 

In the following we use

late the welfare and employment effects

lus generates positive confidence in the European economy and part of

vate savings surplus is realized.

scenario can be found in Box 1.

 

 

Figure 4 shows the wealth effects of fiscal stimulus and increased confidence in 4 of the 6 

countries that stimulates and in the EU. By stimulating the economies and increasing conf

dence, the countries can potentially create between 0.7 and 1 percentage

growth in both 2012 and 2013. At the EU level, the effort could create approx. 0.4 percentage 

point higher GDP growth in 2012 and in 2013. Even though only a few EU countries are partic

pating in the effort, and most of them small countri

significant higher growth in the EU overall.

 

that confidence in the future and fear of further deterioration

discourages investors and consumers from spending. 

If the current situation is turned and more optimism and positivity is spread throug

Europe, it can create a chain reaction of positive confidence.

may be that “recipe” that triggers the European economy, acting

confidence and optimism. 

In the following we use the international macroeconomic model HEIMDAL to calc

welfare and employment effects of a modest fiscal stimulus, where the stim

confidence in the European economy and part of the

realized. A more thorough discussion of the assumptions

scenario can be found in Box 1. 

Figure 4 shows the wealth effects of fiscal stimulus and increased confidence in 4 of the 6 

countries that stimulates and in the EU. By stimulating the economies and increasing conf

dence, the countries can potentially create between 0.7 and 1 percentage 

growth in both 2012 and 2013. At the EU level, the effort could create approx. 0.4 percentage 

point higher GDP growth in 2012 and in 2013. Even though only a few EU countries are partic

pating in the effort, and most of them small countries, these countries are still able to create 

significant higher growth in the EU overall. 
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further deterioration of 

positivity is spread through-

confidence. A relative-

economy, acting as a 

HEIMDAL to calcu-

fiscal stimulus, where the stimu-

the European pri-

A more thorough discussion of the assumptions behind the 

 

Figure 4 shows the wealth effects of fiscal stimulus and increased confidence in 4 of the 6 

countries that stimulates and in the EU. By stimulating the economies and increasing confi-

 point higher GDP 

growth in both 2012 and 2013. At the EU level, the effort could create approx. 0.4 percentage 

point higher GDP growth in 2012 and in 2013. Even though only a few EU countries are partici-

es, these countries are still able to create 



 

Source: ECLM based on the international

 

In Figure 5 the total GDP effect in the 4 countries are

fiscal stimulus and the effect caused by the positive

is the increased confidence and thus

largest share of the wealth effect.

fect is approximately 2/3 of the total effect. The fiscal

of catalyst boosting consumption and investment. 

 

Source: ECLM based on the international

 

Figure 6 shows the employment effects of

the European economy. Overall, the effort could

2013. Increased consumption and

thus be precisely what is needed to get

international macroeconomic model HEIMDAL. 

GDP effect in the 4 countries are decomposed into the effect caused by 

and the effect caused by the positive confidence in the economy.

confidence and thus the inclination to consume and invest, which creates

effect. Generally, it applies to all countries that the confidence e

fect is approximately 2/3 of the total effect. The fiscal stimulus acts therefore as

consumption and investment.  

international macroeconomic model HEIMDAL. 

employment effects of a fiscal stimulus and increased

European economy. Overall, the effort could create 1.5 million jobs in the EU

Increased consumption and investment propensity in the European economy

what is needed to get the European economy back on track.
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into the effect caused by 

in the economy. As stated, it 

which creates the 

untries that the confidence ef-

acts therefore as a kind 

 

and increased confidence in 

jobs in the EU in 

in the European economy can 

back on track. 



 

Source: ECLM based on the international

 

Figure 7 shows a decomposition of the employment effect caused by the fiscal stimulus and 

the employment effect caused by

jority of jobs created stems from consumers and investors increased willingness to consume 

and invest. More than 1 million jobs out of a total of 1.5 million jobs are created by the pos

tive confidence – this corresponds to approx. 2/3 of total job creation in the EU.

 

Source: ECLM based on the international

 

Table 1 shows the welfare and employment effects in several European countries. The effects 

are greatest in the countries participating in the effort, but also non

such as Poland, Spain, Portugal, Greece and Great Britain will experience positive

fects, since demand is rising in a row of the countries they trade with. The calculations do not 

include confidence effects for the countries not participating in the stimulus. The effects seen 

international macroeconomic model HEIMDAL. 

Figure 7 shows a decomposition of the employment effect caused by the fiscal stimulus and 

the employment effect caused by the positive confidence in the economy. Once again the m

jority of jobs created stems from consumers and investors increased willingness to consume 

and invest. More than 1 million jobs out of a total of 1.5 million jobs are created by the pos

this corresponds to approx. 2/3 of total job creation in the EU.

international macroeconomic model HEIMDAL. 

the welfare and employment effects in several European countries. The effects 

are greatest in the countries participating in the effort, but also non-stimulating countries, 

such as Poland, Spain, Portugal, Greece and Great Britain will experience positive

fects, since demand is rising in a row of the countries they trade with. The calculations do not 

include confidence effects for the countries not participating in the stimulus. The effects seen 
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include confidence effects for the countries not participating in the stimulus. The effects seen 



 

in non-stimulating countries are therefore the pur

culate a scenario where confidence spreads to the non

 

Source: ECLM based on the international

 

Confidence and lower long term interest rates in Sout

The latest turmoil on the financial markets during summer 2011 has elevated the interest rates 

in several European countries especially the southern European countries. Figure 8 shows the 

interest rate spread between a number of central

manys long-term interest rate. It is seen how the long term interest rate in Greece has explo

ed and in 2011 where the Greek long

ages points higher than the German long

 

 

 

 

 

stimulating countries are therefore the pure trade effects. In the following we will ca

late a scenario where confidence spreads to the non-stimulating countries as well.

international macroeconomic model HEIMDAL. 

Confidence and lower long term interest rates in Southern Europe 

The latest turmoil on the financial markets during summer 2011 has elevated the interest rates 

in several European countries especially the southern European countries. Figure 8 shows the 

interest rate spread between a number of central- and southern European countries and Ge

term interest rate. It is seen how the long term interest rate in Greece has explo

ed and in 2011 where the Greek long-term interest rate on a yearly average was 15 percen

ages points higher than the German long-term interest rate.  
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Source: ECLM based on OECD Economic Outlook Database.

 

In the scenario above, we have only assumed increased willingness to consume and invest in 

the 6 countries that are part of the effort and are stimulating the economy. But i

increased in the countries participating in the effort, it is very likely that it will spread 

er to a lesser extent -   to the countries that surround them. It is also likely that such a positive 

wave throughout Europe will decrease 

and Germany.  

 

In the following we assume that the modest stimulus will create confidence and trust in all 

over Europe and modestly lowering the elevated long term interest rates especially in sout

ern Europe. Box 2 explains the scenario into more detail.

 

 

With confidence spreading all over Europe and lower long

European countries will experience considerable effects on growth and employment.

 

 

Source: ECLM based on OECD Economic Outlook Database. 

In the scenario above, we have only assumed increased willingness to consume and invest in 

the 6 countries that are part of the effort and are stimulating the economy. But i

increased in the countries participating in the effort, it is very likely that it will spread 

to the countries that surround them. It is also likely that such a positive 

wave throughout Europe will decrease the spread between interest rates in southern Europe 

In the following we assume that the modest stimulus will create confidence and trust in all 

over Europe and modestly lowering the elevated long term interest rates especially in sout

urope. Box 2 explains the scenario into more detail. 

With confidence spreading all over Europe and lower long-term interest rates, the southern 

European countries will experience considerable effects on growth and employment.
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In the scenario above, we have only assumed increased willingness to consume and invest in 
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increased in the countries participating in the effort, it is very likely that it will spread – howev-

to the countries that surround them. It is also likely that such a positive 

the spread between interest rates in southern Europe 

In the following we assume that the modest stimulus will create confidence and trust in all 

over Europe and modestly lowering the elevated long term interest rates especially in south-

 

term interest rates, the southern 

European countries will experience considerable effects on growth and employment. 



 

Figure 9 shows the GDP effects in a number of Southern European countries and in the EU. 

Even though none of the countries are stimulating the economy themselves they will still exp

rience significant growth effect due to increased confidence, lower interest rates and spill

effect creating increased demand. In Spain GDP will increase by ½ percentage point in 2013 

and 2/3 percentage points in 2013 compared with a situation without the increased conf

dence and lower interest rates. As a result GDP will be more than 1 percent h

than it would have been otherwise. Likewise will Portugal, Greece and Italy experience higher 

growth rates in the area around ½ percentage point higher GDP growth this year and next year 

due to the increased confidence, lower interest rates a

 

The total effect on GDP in the rest of Europe will also be influenced by the fact that confidence 

spreads to the whole EU. At the overall EU level, EU growth will increase by more than ½ pe

cent both years. 

 

Source: ECLM based on the international

 

Figure 10 shows the effects on employment. The spill

rates will create jobs in southern Europe. In Spain more than 180.000 jobs will be created 

when consumption, investments and e

created and in Portugal and Greece the job creation lies in the area of 40.000 jobs. All in all 

employment will increase by 0.6

 

effects in a number of Southern European countries and in the EU. 

Even though none of the countries are stimulating the economy themselves they will still exp

rience significant growth effect due to increased confidence, lower interest rates and spill

effect creating increased demand. In Spain GDP will increase by ½ percentage point in 2013 

and 2/3 percentage points in 2013 compared with a situation without the increased conf

dence and lower interest rates. As a result GDP will be more than 1 percent h

than it would have been otherwise. Likewise will Portugal, Greece and Italy experience higher 

growth rates in the area around ½ percentage point higher GDP growth this year and next year 

due to the increased confidence, lower interest rates and spill-over.  

The total effect on GDP in the rest of Europe will also be influenced by the fact that confidence 

spreads to the whole EU. At the overall EU level, EU growth will increase by more than ½ pe

ernational macroeconomic model HEIMDAL. 

Figure 10 shows the effects on employment. The spill-over, confidence and lower interest 

rates will create jobs in southern Europe. In Spain more than 180.000 jobs will be created 

when consumption, investments and exports increase. In Italy close to 140.000 jobs will be 

created and in Portugal and Greece the job creation lies in the area of 40.000 jobs. All in all 

employment will increase by 0.6-1 percent in each country. 
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When confidence spreads to all countries in Europe, it will create jobs in all 27 countries. The 

job creation (in percent of total employment) will be greatest in the countries that stimulate 

the economy with public investments.

be greatest in the largest European countries. Figure 11 shows the total job creation in EU 

when confidence spreads to all countries reducing interest rates in southern Europe. All in all 

investment, confidence and lower interest rates can create close to 2.5 million jobs in EU, 

nearly bringing the European employment back on its 2008

ment and confidence can therefore help Europe get back on track preventing the crisis t

tend over a long time. 

    

  

 

international macroeconomic model HEIMDAL. 

When confidence spreads to all countries in Europe, it will create jobs in all 27 countries. The 

job creation (in percent of total employment) will be greatest in the countries that stimulate 

the economy with public investments. Measured by the number the employment effects will 

be greatest in the largest European countries. Figure 11 shows the total job creation in EU 

when confidence spreads to all countries reducing interest rates in southern Europe. All in all 

idence and lower interest rates can create close to 2.5 million jobs in EU, 

ly bringing the European employment back on its 2008-level before the crisis hits. Inves

ment and confidence can therefore help Europe get back on track preventing the crisis t
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When confidence spreads to all countries in Europe, it will create jobs in all 27 countries. The 

job creation (in percent of total employment) will be greatest in the countries that stimulate 

Measured by the number the employment effects will 

be greatest in the largest European countries. Figure 11 shows the total job creation in EU 

when confidence spreads to all countries reducing interest rates in southern Europe. All in all 

idence and lower interest rates can create close to 2.5 million jobs in EU, 

level before the crisis hits. Invest-

ment and confidence can therefore help Europe get back on track preventing the crisis to ex-



 

Table 2 summarizes the effects on GDP and employment in a number of European countries 

grouping the countries in countries that stimulate the economy resulting in increased conf

dence, and countries influenced by lower in

countries influenced by confidence and spill

 

As seen from the table the largest effects on GDP and employment will be seen in the cou

tries that stimulate the economy themselves. When conf

and long-term interest rates go down then the Southern European countries will experience 

sizeable effects, as well close to half of the size of the effects seen in the countries that stim

lates.  

 

In total GDP in the EU will be 1.3 percent higher in 2013 than without the stimulus and conf

dence, and the effort will have created 2.4 million jobs in 2013.

 

Source: ECLM based on the international

 

Europe’s way out of the crisis
The model calculations have shown that there is an alternative way for Europe.  If Europeans 

restore confidence in the future and greater willingness to consume and invest the future may 

look brighter. 

 

The positive scenario clearly shows

plans, where the most severely

Table 2 summarizes the effects on GDP and employment in a number of European countries 

grouping the countries in countries that stimulate the economy resulting in increased conf

dence, and countries influenced by lower interest rates, confidence and spill

countries influenced by confidence and spill-over effects. 

As seen from the table the largest effects on GDP and employment will be seen in the cou

tries that stimulate the economy themselves. When confidence spreads to the rest of Europe 

term interest rates go down then the Southern European countries will experience 

sizeable effects, as well close to half of the size of the effects seen in the countries that stim

U will be 1.3 percent higher in 2013 than without the stimulus and conf

dence, and the effort will have created 2.4 million jobs in 2013. 

international macroeconomic model HEIMDAL. 

Europe’s way out of the crisis 
calculations have shown that there is an alternative way for Europe.  If Europeans 

restore confidence in the future and greater willingness to consume and invest the future may 

clearly shows how a more nuanced approach to Europe's

the most severely afflicted countries continue to consolidate, while
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Table 2 summarizes the effects on GDP and employment in a number of European countries 

grouping the countries in countries that stimulate the economy resulting in increased confi-

terest rates, confidence and spill-over effects, and 

As seen from the table the largest effects on GDP and employment will be seen in the coun-

idence spreads to the rest of Europe 

term interest rates go down then the Southern European countries will experience 

sizeable effects, as well close to half of the size of the effects seen in the countries that stimu-

U will be 1.3 percent higher in 2013 than without the stimulus and confi-

 

calculations have shown that there is an alternative way for Europe.  If Europeans 

restore confidence in the future and greater willingness to consume and invest the future may 

to Europe's consolidation 

continue to consolidate, while the coun-



 

tries with room for fiscal maneuvering relaxes

and investment, can potentially be a catalyst for growth an

increased demand will have spillover effects to countries that continue consolidating because 

of the integration of the European countries economies.

 

The latest IMF World Economic

portance that not all European countries

countries should adjust in the same way, to the same extent, or at the same time, lest their e
forts become self-defeating. Countries with relatively stro
example, should not adjust to the same extent as countries lacking those strengths or facing 
market pressures. Through mutually consistent actions, policymakers can help anchor expect
tions and reestablish confidence”.
countries should postpone their consolidation. 

interest rates or other factors that create adequate fiscal space, including some in the euro a
ea, should reconsider the pace of near
the short term to counter cyclical revenue losses will further undercut activity, diminish popular 
support for adjustment, and undermine market confidence.
 

But one thing is certain; the 

crisis and to create trust which in turn

enormous uncertainty that is present in Europe, both in the financial markets and amo

sumers and investors, it is very likely that a more credible and binding cooperation on fiscal 

policy in itself can stimulate growth. By reducing uncertainty in financial markets and among 

consumers and investors in the future, growth can be obtained

pact does not include stimulants in itself. However, the fiscal coordination should reach further 

and have more perspective than the newly adopted fiscal pact and even more important it 

should be accompanied by initiatives

 

One way to maintain the tight budget requirements, while increasing countries ability to 

stimulate the economies during economic downturn, is by dividing the public budget into an 

operating-related part and an investmen

for the operating-related part of the budget, but it seems inappropriate to have very rigid rules 

on investment – regardless of business cycles. Such a division of the budget, where the r

quirement for the budget deficit mainly relates to the operating

present situation make it possible to stimulate growth through investment in countries that 

have relatively small budget deficits and public debt.

 

When it comes to future fiscal coordination there should be far greater focus and commitment 

to tightening and consolidating public finances in times when the economy is doing well. In this 

sense the requirement for the structural balance (which is cyclically adjusted) is a step in

right direction, as it, opposite the general government balance, is not affected by the state of 

the economy. It is the lack of discipline and lack of consolidation of public finances up until the 

crisis, which is the main villain in the far

moment. It is not enough to focus only on whether the deficits are too large from a monetary 

                                                          
1
 World Economic Outlook Update January 2012.

with room for fiscal maneuvering relaxes a bit and stimulates consumption 

investment, can potentially be a catalyst for growth and job creation in the economy. The 

increased demand will have spillover effects to countries that continue consolidating because 

of the integration of the European countries economies. 

World Economic Outlook Update (late January 2012) empha

all European countries consolidate simultaneously.”Importantly, not all 
countries should adjust in the same way, to the same extent, or at the same time, lest their e

defeating. Countries with relatively strong fiscal and external positions, for 
example, should not adjust to the same extent as countries lacking those strengths or facing 
market pressures. Through mutually consistent actions, policymakers can help anchor expect
tions and reestablish confidence”. At the same time it is emphasized, that some European 

countries should postpone their consolidation. ”Among those countries, those with very low 
interest rates or other factors that create adequate fiscal space, including some in the euro a

onsider the pace of near-term fiscal consolidation. Overdoing fiscal adjustment in 
the short term to counter cyclical revenue losses will further undercut activity, diminish popular 
support for adjustment, and undermine market confidence.”1. 

 future challenges for Europe are both to put an

trust which in turn can generate growth and jobs in Europe.

enormous uncertainty that is present in Europe, both in the financial markets and amo

sumers and investors, it is very likely that a more credible and binding cooperation on fiscal 

policy in itself can stimulate growth. By reducing uncertainty in financial markets and among 

consumers and investors in the future, growth can be obtained despite the fact that the fiscal 

pact does not include stimulants in itself. However, the fiscal coordination should reach further 

and have more perspective than the newly adopted fiscal pact and even more important it 

should be accompanied by initiatives stimulating growth and employment. 

One way to maintain the tight budget requirements, while increasing countries ability to 

late the economies during economic downturn, is by dividing the public budget into an 

related part and an investment-related part. It makes good sense to have strict rules 

related part of the budget, but it seems inappropriate to have very rigid rules 

regardless of business cycles. Such a division of the budget, where the r

or the budget deficit mainly relates to the operating-related part, would, in the 

present situation make it possible to stimulate growth through investment in countries that 

have relatively small budget deficits and public debt. 

scal coordination there should be far greater focus and commitment 

to tightening and consolidating public finances in times when the economy is doing well. In this 

sense the requirement for the structural balance (which is cyclically adjusted) is a step in

right direction, as it, opposite the general government balance, is not affected by the state of 

the economy. It is the lack of discipline and lack of consolidation of public finances up until the 

crisis, which is the main villain in the far-reaching economic and fiscal crisis that we see at the 

moment. It is not enough to focus only on whether the deficits are too large from a monetary 
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bit and stimulates consumption 

d job creation in the economy. The 

increased demand will have spillover effects to countries that continue consolidating because 

emphasizes the im-

”Importantly, not all 
countries should adjust in the same way, to the same extent, or at the same time, lest their ef-

ng fiscal and external positions, for 
example, should not adjust to the same extent as countries lacking those strengths or facing 
market pressures. Through mutually consistent actions, policymakers can help anchor expecta-

At the same time it is emphasized, that some European 

”Among those countries, those with very low 
interest rates or other factors that create adequate fiscal space, including some in the euro ar-

term fiscal consolidation. Overdoing fiscal adjustment in 
the short term to counter cyclical revenue losses will further undercut activity, diminish popular 

to put an end to the debt 

jobs in Europe. With the 

enormous uncertainty that is present in Europe, both in the financial markets and among con-

sumers and investors, it is very likely that a more credible and binding cooperation on fiscal 

policy in itself can stimulate growth. By reducing uncertainty in financial markets and among 

despite the fact that the fiscal 

pact does not include stimulants in itself. However, the fiscal coordination should reach further 

and have more perspective than the newly adopted fiscal pact and even more important it 

One way to maintain the tight budget requirements, while increasing countries ability to 

late the economies during economic downturn, is by dividing the public budget into an 

related part. It makes good sense to have strict rules 

related part of the budget, but it seems inappropriate to have very rigid rules 

regardless of business cycles. Such a division of the budget, where the re-

related part, would, in the 

present situation make it possible to stimulate growth through investment in countries that 

scal coordination there should be far greater focus and commitment 

to tightening and consolidating public finances in times when the economy is doing well. In this 

sense the requirement for the structural balance (which is cyclically adjusted) is a step in the 

right direction, as it, opposite the general government balance, is not affected by the state of 

the economy. It is the lack of discipline and lack of consolidation of public finances up until the 

economic and fiscal crisis that we see at the 

moment. It is not enough to focus only on whether the deficits are too large from a monetary 



 

aspect. When the economy was doing well surpluses should have been much greater and the 

deficits should have been muc

change focus and be much more concerned with the development of the real economy and 

demand austerity measures when the economy is doing well, rather than when the economy is 

in downturn. 

 

As shown in the scenarios, there is an alternative way for Europe.

opment for European economy

and employment.  

 

aspect. When the economy was doing well surpluses should have been much greater and the 

deficits should have been much smaller than they actually were. The EU must therefore 

change focus and be much more concerned with the development of the real economy and 

demand austerity measures when the economy is doing well, rather than when the economy is 

there is an alternative way for Europe. But a more positive deve

opment for European economy requires policy initiatives focusing on growth 
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demand austerity measures when the economy is doing well, rather than when the economy is 

more positive devel-


