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2014

(October
2014)

2014
(April
2014)

2015
(October)

2015
(April . 3.0 1.3 1.0 2.7

20 | 4) Source: IMF,World Economic Outlook.

3.1 1.3 0.8 1.4
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* Growth too low to bring down debt and
unemployment

Policy agenda: Strengthening the recovery

» Supporting demand and mending balance sheets

* Rebalancing and growth policies




~—Core

Stressed

Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14

Sources: Haver Analytics, Bloomberg, and IMF staff calculations.
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* Accommodative monetary stance

* Comprehensive assessment of large banks

* Progress toward banking union

» Refinements to fiscal governance




- Net Exports

Domestic Demand
® GDP Growth

2010Q1 2011Q1 2012Q1 2013Q1 2014Q1

Source: Haver Analytics , Eurostat and IMF staff calculations.
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Aniunbalanced rebalancing
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1999 2001 2003 AV IS 2007 2009 2011 2013
Source: IMF WEO and IMF staff calculations.
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[niiation 1S worryingly: 1ow:

-2

12 countries 5 countries

-4
Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14

Source: Eurostat and IMF staff calculations.
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Medium-term risks high debt——Ilow: growith:

iz
'L

IRL PRT ESP GRC ITA FRA

Source: Eurostat, ECB and IMF staff calculations.
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Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14

Source: Eurostat and IMF staff calculations.
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9 1 1 ' , ~ <141 IS~ ' SINt
Addaressing risk ol low: growith, Migh debt

* Fiscal policy: allow automatic stabilizers to
operate, use flexibility incorporated in fiscal
framework
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Explaining the current account revernsal

External Adjustment
Contributions to change of CA 2007-2012

(Percent of GDP) M Cyclical
Potential output
Other structural
M Initial conditions

Periphery

[ Private credit

M Unexplained

RRRRRRES
L]

Greece Ireland Italy Portugal Spain France Germany
Sources: WEO, EER, DOTS, and IMF staff

The policy agenda: rebalancing and growth policies



How much rebalancing; is needed?

N et Foreign Asset Postion
(Percent of GDP)

100
—France -==-Germany =—Greece - lIreland

Iltaly ——=Portugal = Spain

oo amam o, &
’------” - &

1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Note: NFA/GDP implied by WEO projections,assuming no valuation effects going forwaro

The policy agenda: rebalancing and growth policies
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O - T 100

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
o |

Sources: Haver Analytics, Bloomberg and IMF staff calculations.
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-10
2008 2009 2010 2011 2012 2013

Source: World Economic Outlook and IMF staff calculations.

Y

>olicy agenda: Supporting demand, mending balance sheets
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2011 2012

Source: IMF WEO and IMF staff calculations.

Policy agenda: Supporting demand, mending balance sheets
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<9,

-2 -1,5 o | -0,5 0 0,5 |
MTO (structural balance, % of GDP)

Sources: European Commission and IMF staff calculations.

The policy agenda: supporting demand
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Relative price adjustments in deficit countries

ULC-based REER
(log difference, ULC peak to 13Q2)

Relative ULC
B NEER
€ REER

GRC IRL PRT ESP GER FRA ITA

Peaks: GRC (09Q4), IRL (08Q4), PRT (09Q1), ESP (09Q2),
08Q4 forDEU, FRA, and ITA.

The policy agenda: rebalancing and growth policies



But decline in unit laboer cost reflects labor

shiedding

ULC (Economy) Productivity (Economy)

(log difference, peak to latest) (log difference, peak to latest)
30
(minus) Productivity

B Wage 20

¢ ULC
10

0

-10 B (minus) Employment
B Real output
€ Productivity

-20

-30

GRC IRL PRT ESP DEU FRA ITA GRC IRL PRT ESP GER FRA ITA
Peaks: GRC (09Q4), IRL (08Q4), PRT (09Q1), ESP (09Q2), Peaks: GRC (09Q4), IRL (08Q4), PRT (09Q1), ESP (09Q2),
08Q4 forDEU, FRA, and ITA. Latest: IRL (12Q4), GRC (13Q1), 08Q4 forDEU, FRA, and ITA. Latest: IRL (12Q4), GRC (13Q1),
all others (13Q2). all others (13Q2).

The policy agenda: rebalancing and growth policies



A closer look

Ireland: Cumulative ULC Portugal: Cumulative ULC
(log difference, peak (08Q4) to 13Q2) (log difference, peak (09Q1) to 13Q2)

S
e

S
W

]
e e ]
o A
A
b e e
e ]
b
o
o ]

EEEWage B Wage
——ULC —ULC

08Q4 09Q1 10Q1 11Q1 12Q1 13Q1

Spain: Cumulative ULC Greece: Cumulative ULC
(log difference, peak (09Q1) to 13Q2) (log difference, peak (09Q4) to 13Q1)

~ E==(minus) Productivity E==R (minus) Productivity
EEl Wage B Wage
—ULC —ULC

09Q1 10Q1 11Q1 12Q1 13Q1 09Q4 10Q4

The policy agenda: rebalancing and growth policies




Explaining the current account revernsal

Contributions to change in current account:
(2008-2012, percentage of 2008 GDP)

B Exports Ed Imports [JIncome B Transfer ¢ CA

FRA ITA
Sources: Haver and IMF WEO.

The policy agenda: rebalancing and growth policies



German surplus retlects high'savings, low investment

Germany, Drivers of Current Account Changes

2001-2012
(in percent of GDP)
6 B Government
Corporations
4 - Households
2
0
-2
S
-4
Current Account Saving Investment

Sources: Eurostat and IMF staff calculations.

The policy agenda: rebalancing and growth policies
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1999 2002 2005 2008 2011 1999 2002 2005 2008

Sources: IMF External Balance Assessment and IMF staff calculations.

The policy agenda: rebalancing and growth policies
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Enhance competition in the product market, reduce costs in regulated
network sectors
» Improve business environment and reduce red tape

Continued progress on Euro Area and EU policies:
Complete the Banking Union, to help internal and external rebalancing

Stronger governance framework (Macroeconomic Imbalance Procedure,
European Semester and national reform agendas)
Deepening capital markets

@

The policy agenda: rebalancing and growth policies
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