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Those with Strong Safety Nets Relied on Automatic Stabilizers.
The United States Passed a Large Stimulus Package

Automatic and discretionary fiscal impulse in response to the crisis

Impact on fiscal deficits cumulated over the period 2008-2010, as a percent of 2008 GDP
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The Cumulative Impact of Fiscal Packages was to
Sharply Increase Fiscal Deficits
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Cumulative impact of fiscal packages over the period 2008-2010 on fiscal balances as % of 2008 GDP

Spending B Revenues == Fiscal balance

Supportive filscal packages

i) Decrease in tax revenues

ii) Increase in government spending

Tightening filscal packages
i) Increase in tax revenues
i) Decrease in government spending
Source: OECD
USA AUS CAN ESP FIN DEU DNK OECD* NLD MEX' AUT PRT FRA TA IRL

KOR NZL LUX OECD*®* CZE SWE JPN BEL GBR SVK POL NOR' CHE HUN ISL

10



The Competitiveness Disparity Problem
in Europe is as Serious as the Debt Problem

Different trends in unit labour costs contributed to Northern Europe
eurozone imbalances
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1 Instead of 1999 = 1.00, Greece is indexed to 2000 = 1.00. This is because the exchange rate between the Greek drachma
and the euro was fixed in June 2000
2 2009 data not available

SOURCE: OECD



The Introduction of the Euro Lowered Borrowing Costs in
Many Countries and Encouraged Excessive Borrowing

Yields on 10-year government bonds —— Greece —— Ireland —— Spain —— Germany

Percent, monthly —— Portugal ltaly France
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