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Present Forecast

Table 1 shows a decomposition of the fiscal stimulus packages adopted until 
mid January 2009. The stimulus is decomposed into expenses related to tax 
cuts and expenses related to extra public spending.

Table 1. Decomposition of the fiscal stimulus packages adopted until mid 
January 2009.

Note: The table only includes the countries that are directly modelled in HEIMDAL. The 
estimate for EU-27 in 2010 is a weighted average of the countries listed in the table. 
Source: Bruegel Institute, except 2010 estimates for Belgium, Sweden, the European Com-
mission and EU-27 that are own estimates. 

Table 2 shows the present forecast. In table 2 it is assumed that the automat-
ic stabilisers are at work and that the member country packages adopted up 
until mid January and the stimulus provided by the EU are implemented (cf. 
table1). In the baseline scenario in table 2 the EU-27 will go into deep reces-
sion in 2009, where private consumption and investments will drop, which 
in turn will diminish both export and import. The recession will also affect 
the labour market as employment will fall and unemployment increase  by 
nearly 2½ percentage point over the next two years. Because profits will be 
lower and less people will be employed, tax revenues will decrease and ex-
penses to public benefit will increase and the public budget will worsen.

2009 2010
Extra spending Tax cut Total Extra spending Tax cut Total

% of GDP % of GDP % of GDP % of GDP
% of 
GDP % of GDP

Belgien 0.2 0.1 0.3 0.2 0.0 0.2
Danmark 0.0 0.0 0.0 0.0 0.0 0.0
Finland 0.0 0.0 0.0 0.0 0.0 0.0
France 0.7 0.0 0.7 0.0 0.0 0.0
Germany 0.6 0.8 1.4 0.5 1.3 1.8
Italy 0.2 -0.2 0.0 0.0 0.0 0.0
Netherlands 0.0 0.5 0.5 0.0 0.0 0.0
Spain 1.1 0.0 1.1 0.0 0.0 0.0
Sweden 0.3 0.1 0.4 0.2 0.1 0.3
UK 0.2 0.8 1.0 0.0 0.0 0.0
Imputed EU-27 - - 0.78 - - 0.43
European
Commission - - 0.07 - - 0.02
EU-27 (total) - - 0.85 - - 0.45



3

Table 2. Present forecast for the EU-27 economy.
 2008 2009 2010 2011 2012
GDP growth (%) 0.8 -2.1 0.4 1.7 1.8
Employment (million) 220.6 216.4 215.3 216.0 217.0
Unemployment rate (% of labour force) 7.1 8.8 9.4 9.4 9.3
Government balance (% of GDP) -2.0 -4.6 -5.0 -4.7 -4.6
Source: Calculation by ECLM based on the international model "HEIMDAL".

The forecast in  table 2 includes financial stimuli and automatic stabilisers. 
The  financial  stimulus  packages  adopted  until  January  2009 by  member 
states will certainly have effects on the real economy. Without them, the re-
cession would be even deeper, with further loss of growth, jobs, further in-
crease in unemployment. Besides the fiscal stimuli listed in table 1 several 
governments have provided extra credit. It is unsure to what extend the extra 
credit will influence the real economy, but without the extra credit it would 
definitely draw in the direction of a deeper recession. 

It is also clear from table 2, that the packages adopted until now, are not 
enough to prevent a severe economic crisis. Therefore additional stimuli are 
needed.  There is a fundamental need for enforcing the investments in mem-
ber states as well as on the EU-level. Otherwise, we will not be able to live 
up to the decision made at the PES-Council in Madrid in December 2008: 
That through coordinated investments and other finance stimuli at the EU-
level, everything possible should be done to avoid massive loss of jobs and 
a dramatic increase in unemployment.   

Additional fiscal stimuli

To illustrate the magnitude of the need for extra investments in 2009 and 
2010 to - just partly - respecting the common decision on a recovery plan in 
Madrid December 2008, we have calculated a new scenario. 

As  stated  the  outlook for  the  European  economy would  be  much  worse 
without the adopted packages.  But the packages adopted up until now are 
not enough to prevent a severe economic crisis. Therefore additional stimuli 
are needed. 

In the following scenario it is assumed that all European countries increase 
their public spending and investment so the total stimulus in each country 
corresponds to 1½ percent of GDP in 2009 and extra 1½ percent of GDP in 
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2010. The stimulus already adopted (cf. table 1) is already taken into ac-
count. As an example France needs to stimulate the economy with addition-
al 0.8 percent of GDP in 2009 and 1½ percent of GDP in 2010 in order to 
reach the total stimulus of 1½ percent of GDP in 2009 and extra 1½ percent 
of GDP in 2010.

It is clear, that the composition of the extra stimulus package differ between 
the member states. But it is assumed that the extra investments are imple-
mented from the list in the PES recovery plan.  

In the model simulations it is assumed that the  fiscal stimuli will increase 
both consumer and investor confidence. This can to some extend be inter-
preted as the effect  of extra credit.  In that way the model simulations to 
some extend do take the provision of extra credit into account. On the other 
hand, the negative effect on the government budget that is coursed by provi-
sion of extra credit, is not modeled. This means that the budget estimates be-
low can be a bit overestimated.    

Table 3 shows the effects on the European economy of a scenario where all 
European countries increase their public spending and investments as de-
scribed above, i.e. so they correspond to the level of 1½ percent in 2009 and 
extra 1½ percent in 2010. 

Table 3. Present EU-27 forecast with additional fiscal stimuli
 2008 2009 2010 2011 2012
GDP growth (%) 0.8 -1.0 1.0 1.8 1.9
Employment (million) 220.6 217.7 217.8 219.0 220.2
Unemployment rate (% of labour force) 7.1 8.4 8.7 8.5 8.3
Government balance (% of GDP) -2.0 -4.9 -5.3 -4.0 -3.9
Source: Calculation by ECLM based on the international model "HEIMDAL", on the basis 
of the estimates in Table 2.

Figure  1-4 show a graphical presentation of the effect of additional public 
spending and investment. The effects of additional public spending and in-
vestment on a number of European countries are shown in table 6-11 in the 
appendix.
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Figure 1. Development in EU-27 GDP growth, 2009-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".

Figure 2. Development in employment in EU-27 (millions), 2008-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL". 
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Figure 3. Development in the EU-27 unemployment rate, 2008-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".

Figure 4. Effect on the public budget in EU-27 (percent of GDP), 2007-
2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".

On top of that further improvements can be obtained if investments are tar-
geted at so called “intelligent” investments. Intelligent investments are in-
vestments  such  as  education  and  knowledge,  research  and  development, 
child  care,  infrastructure,  green  technology,  social  services  and  lifelong 
learning. Investing in these high quality areas will not only have a demand 
side effect in the short run, but will also have long lasting structural effects 
on the economy. That is increased productivity, higher participation rates on 
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the labour market and lower structural unemployment. In other words if we 
invest in “intelligent” investments we can not only dampen the severe reces-
sion in the short run, but also improve the structures in the longer run. 

Box 1 illustrates that targeting part of the stimuli at education the unemploy-
ment rate can be reduced further in the short run.     

Box 1. Targeting part of the stimuli at education
In this scenario the same additional amount is spend as above. But instead 
of investing broad in both capital and labour, more of the investment is 
targeted at education. This could have the form of "intelligent work shar-
ing" where reduction in working time is compensated/supplemented by 
training/education to totally "normal" working time. And for unemployed 
an increased part will participate in training/education.  

As it is shown from figure 5 this will reduce unemployment further as a 
larger share of the labour force are under education while the amount of 
jobs are unchanged. It is assumed that some of the investments are tar-
geted at education and labour market training corresponding to an increas-
ing reduction in the unemployment rate by ½ a percentage point in 2012. 

Figure 5. Development in the EU-27 unemployment rate, 2008-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".
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In the calculations above it is assumed that all 27 member countries are par-
ticipating in the growth alliance up to a point where all member countries 
have stimulated their economy with 1½ percent of GDP in 2009 and extra 
1½ percent of GDP in 2010. It could be the case that some of the new Cent-
ral and Eastern European member countries are not able to stimulate their 
economies to that extend. 

The nine Central and Eastern European countries that could have trouble 
with  expanding  their  public  spending  as  described  above  are:  Bulgaria, 
Czech Republic,  Estonia,  Hungary,  Latvia,  Lithuania,  Romania,  Slovakia 
and Slovenia. These nine member countries made up 4.3 percent of the total 
EU-27 GDP level in 2007. 

If the nine Central and Eastern European countries do not participate in the 
expansion of public spending and investment it will not change the aggreg-
ated calculations of the effect on EU-27 significantly. This is because these 
countries only make up a little more than four percent of the total EU-27 
GDP level. It will however effect growth and employment in the countries 
that are not participating, but there will still be a positive effect from the ad-
ditional stimuli in the rest of EU, as the countries that are not participating 
will benefit from the positive spillover effects from countries that are parti-
cipating. 

Showing the importance of coordination

Figure 6 shows the effects  on the GDP forecast in 2009 in a number of 
countries  when  the  countries  are  boosting  their  economy  by  increasing 
spending and investment alone compared to the case where all countries are 
increasing spending and investment. Just as in the calculations above  it is 
assumed that all European countries increase their public spending and in-
vestment so the total stimulus in each country corresponds to 1½ percent of 
GDP in  2009  and  extra  1½ percent  of  GDP in  2010,  and  the  stimulus 
already adopted taken into account.

The figure shows a clear picture. All the listed countries are benefitting as 
well as contributing to the reinforcing spillover effects between countries. In 
other words a coordinated effort to suppress the economic crises will lift 
GDP levels in all countries and thus be in everybody’s favour. 
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Figure 6. GDP forecast in 2009 when one country and all countries are in-
creasing spending and investment.

Source: ECLM calculations on the international model HEIMDAL.

In the figure above it is seen that Germany is benefitting highly from a co-
ordinated  action.  This  is  due  to  the  fact  that  Germany  is  already in  the 
present forecast close to the target of stimulating the economy with 1½ per-
cent of GDP in 2009 and has already stimulated with more than 1½ percent 
of GDP in 2010. Germany will therefore benefit highly from a coordinated 
action. Belgium is also experiencing large benefits as well, which is because 
Belgium is a small country that will benefit highly from the increased inter-
country trade. The largest spillover effects and benefits from a coordinated 
action  will  therefore  be seen in small  countries  or countries  that  depend 
highly on trading with other European countries.

In the calculations above it is assumed that the stimulus will create the same 
extend of consumer and investor confidence in the individual countries no 
matter if the country stimulate alone or if the stimuli is coordinated. It is 
though very likely that a coordinated action will reinforce the confidence in 
the economy making the gains from a coordinated action even larger than 
shown in the figure above.   
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At the risk of an even more severe recession   

It is difficult to predict the future, especially now where the risks and uncer-
tainties are larger than ever. The scenario presented in table 2 is the most 
likely scenario for the future. That being said there is still lots of uncertain-
ties drawing in the direction of an even more severe recession than presen-
ted above. 

In this light a negative risk scenario has been calculated illustrating the pos-
sibility of a so called “worst case scenario”. If the economy is hit harder 
than first assumed, there is a chance that the EU-27 will experience negative 
GDP growth on more than three percent in 2009 raising the unemployment 
rate to as much as 10 percent already in 2010. The “worst case scenario” is 
illustrated in table 4. In the calculations it is assumed that consumer and in-
vestor confidence will drop even lower than assumed in table 2 and that the 
EU-27 economy as  a  consequence  will  be hit  even harder  than first  as-
sumed. Just like in the present forecast in table 2 the “worst case scenario” 
in table 4 includes financial stimuli (cf. Table 1) and automatic stabilisers.

Table 4. “Worst case” forecast for the EU-27 economy.
 2008 2009 2010 2011 2012
GDP growth (%) 0.8 -3.1 0.1 1.7 1.9
Employment (million) 220.6 215.4 213.3 214.0 214.9
Unemployment rate (% of labour force) 7.1 9.1 10.0 10.0 9.9
Government balance (% of GDP) -2.0 -5.0 -5.7 -5.3 -5.1
Source: Calculation by ECLM based on the international model "HEIMDAL".

To illustrate the sensitivity of the results it is now assumed that the “worst 
case” forecast will come true and that each country will stimulate the eco-
nomy up to 1½ percent of GDP in 2009 and extra 1½ percent of GDP in 
2010 with the already adopted stimuli taken into account, just like in the 
former calculations in table 3. Table 5 illustrates the effects on the EU-27 
economy given the gloomier underling basis. As shown below the stimulus 
will in this case be nowhere near adequate to prevent a severe growth crisis 
and the stimulus is far from enough to secure that employment will reach its 
2008 level within a shorter  time period. But as mentioned earlier  for in-
stance unemployment can be lowered more than shown in table 5 if the ex-
tra stimulus is targeted at so called “intelligent” investments such as educa-
tion.



11

Table 5. “Worst case” EU-27 forecast with additional fiscal stimuli
 2008 2009 2010 2011 2012
GDP growth (%) 0.8 -1.9 0.7 1.8 2.0
Employment (million) 220.6 216.6 215.9 216.9 218.1
Unemployment rate (% of labour force) 7.1 8.8 9.3 9.1 8.9
Government balance (% of GDP) -2.0 -5.3 -6.0 -4.6 -4.4
Source: Calculation by ECLM based on the international model "HEIMDAL".

Figure 7-10 gives a graphical illustration of the effects on the EU-27 eco-
nomy.

Figure 7. Development in EU-27 GDP growth, 2009-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".

Figure 8. Development in employment in EU-27 (millions), 2008-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL". 
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Figure 9. Development in the EU-27 unemployment rate, 2008-2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".

Figure 10. Effect on the public budget in EU-27 (percent of GDP), 2007-
2012.

Source: Calculation by ECLM based on the international model "HEIMDAL".
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Appendix

Table 6-11 show the effects of additional public spending and investment on 
a number of European countries. 

Table 6: Forecast for Germany (with and without additional spending and 
investment in the other member countries), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) 1.3 -2.3 0.8 1.5 1.6
Employment (million) 40.3 40.0 39.8 39.9 40.0
Unemployment rate (% of labour force) 7.3 8.1 8.9 8.7 8.6
Government balance (% of GDP) -0.1 -2.9 -4.2 -3.7 -3.6
Additional spending and investment:
GDP growth (%) 1.3 -1.5 1.0 1.7 1.8
Employment (million) 40.3 40.1 40.0 40.2 40.4
Unemployment rate (% of labour force) 7.3 7.8 8.3 8.1 7.9
Government balance (% of GDP) -0.1 -2.6 -3.6 -3.1 -2.9
Note: Germany has already stimulated the economy with nearly 1½ percent of GDP in 
2009 and has already stimulated with 1½ percent of GDP in 2010. The effects shown in the 
table is therefore mainly the spill over effects from other European countries increasing 
their spending and investment.
Source: Calculation by ECLM based on the international model "HEIMDAL".

Table 7: Forecast for France (with and without additional spending and in-
vestment), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) 0.7 -1.8 0.4 1.8 1.9
Employment (million) 25.8 25.4 25.2 25.2 25.3
Unemployment rate (% of labour force) 7.7 9.6 10.7 10.7 10.5
Government balance (% of GDP) -3.2 -5.4 -5.0 -4.8 -4.7
Additional spending and investment:
GDP growth (%) 0.7 -1.1 1.2 1.9 1.9
Employment (million) 25.8 25.5 25.4 25.5 25.6
Unemployment rate (% of labour force) 7.7 9.3 10.0 10.0 9.8
Government balance (% of GDP) -3.2 -5.9 -5.8 -4.2 -4.2
Source: Calculation by ECLM based on the international model "HEIMDAL".
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Table 8: Forecast for Italy (with and without additional spending and invest-
ment), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) -0.6 -2.0 0.3 1.8 1.7
Employment (million) 23.0 22.6 22.6 22.6 22.7
Unemployment rate (% of labour force) 7.1 8.6 8.8 8.8 8.7
Government balance (% of GDP) -2.8 -3.8 -3.7 -3.5 -3.7
Additional spending and investment:
GDP growth (%) -0.6 -0.6 0.6 1.7 1.8
Employment (million) 23.0 22.7 22.8 22.8 22.9
Unemployment rate (% of labour force) 7.1 8.4 8.5 8.4 8.3
Government balance (% of GDP) -2.8 -4.9 -4.5 -3.0 -3.2
Source: Calculation by ECLM based on the international model "HEIMDAL".

Table 9: Forecast for Spain (with and without additional spending and in-
vestment), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) 1.2 -2.0 -0.2 1.3 2.0
Employment (million) 20.2 19.4 19.1 19.2 19.2
Unemployment rate (% of labour force) 11.3 15.5 17.0 16.9 16.8
Government balance (% of GDP) -3.4 -6.2 -5.7 -5.2 -5.1
Additional spending and investment:
GDP growth (%) 1.2 -1.5 0.4 1.8 2.2
Employment (million) 20.2 19.5 19.3 19.4 19.5
Unemployment rate (% of labour force) 11.3 15.2 16.2 16.1 15.9
Government balance (% of GDP) -3.4 -6.3 -6.5 -4.6 -4.4
Source: Calculation by ECLM based on the international model "HEIMDAL".

Table 10: Forecast for the UK (with and without additional spending and in-
vestment), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) 0.7 -2.8 0.2 1.8 1.9
Employment (million) 29.4 28.6 28.7 28.9 29.0
Unemployment rate (% of labour force) 5.7 7.7 7.4 7.4 7.3
Government balance (% of GDP) -4.6 -8.8 -9.6 -9.2 -9.2
Additional spending and investment:
GDP growth (%) 0.7 -1.9 1.2 1.8 2.1
Employment (million) 29.4 28.7 29.2 29.5 29.8
Unemployment rate (% of labour force) 5.7 7.3 6.4 5.9 5.7
Government balance (% of GDP) -4.6 -8.9 -10.2 -8.3 -8.2
Source: Calculation by ECLM based on the international model "HEIMDAL".
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Table 11: Forecast for Belgium (with and without additional spending and 
investment), 2008-2012.
 2008 2009 2010 2011 2012
Present forecast:
GDP growth (%) 1,3 -2,1 0,2 1,8 1,8
Employment (million) 4,49 4,46 4,42 4,43 4,45
Unemployment rate (% of labour force) 6,8 7,8 8,9 8,9 8,6
Government balance (% of GDP) -0,9 -3,0 -4,3 -4,1 -3,9
Additional spending and investment:
GDP growth (%) 1,3 -0,6 0,8 1,8 2,0
Employment (million) 4,49 4,48 4,46 4,46 4,48
Unemployment rate (% of labour force) 6,8 7,4 8,2 8,3 8,1
Government balance (% of GDP) -0,9 -3,7 -4,7 -3,2 -3,1
Source: Calculation by ECLM based on the international model "HEIMDAL".


