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OVERVIEW 
 

 

1 

The global economy is in the midst of its deepest and most widespread 
recession in the post-war era. The EU economy is not spared. The marked 
intensification of the financial crisis last autumn prompted a global economic 
downturn which, in turn, further weakened the financial sector. While the 
ambitious policy actions taken by governments and central banks since last 
autumn have prevented a systemic financial meltdown and have also 
succeeded in bringing about a certain degree of stabilisation, financial 
markets and institutions remain under stress.  

The global economy is 
in deep recession... 

The economic situation continues to be exceptionally uncertain. Investor 
confidence within the banking sector remains fragile, notwithstanding the 
improvement noted in some market segments. This forecast assumes that the 
measures already in place to support the banking sector will begin to have a 
stronger impact in the coming quarters, thereby also facilitating the 
transmission of the supportive monetary policy stance to the real economy. 
An improved performance of banks by the end of this year should provide the 
basis for a pick-up in bank lending.  

...with financial sector 
risks still elevated 

As the financial crisis intensified, global trade and industrial production 
virtually collapsed in the final quarter of 2008. Soft and hard indicators 
suggest that the sharp contraction in real GDP continued in the first quarter of 
this year. Looking ahead, still tight financial conditions and weak confidence 
are set to continue to weigh on economic activity, but they are likely to be 
gradually offset by the impact of strongly expansionary macroeconomic 
policies.  

Recession has hit 
worldwide... 

World GDP is expected to contract by some 1½% in 2009, with the downturn 
being especially pronounced in advanced economies. GDP is projected to fall 
by about 3% in the US and by a stark 5¼% in Japan in 2009. Moreover, the 
economic downturn has increasingly spilled over to emerging and developing 
economies. Although China seems to be in a relatively good position to 
counter the global recession in view of the arsenal of policy instruments still 
available, growth is expected to slow sharply this year (to some 6%). 
Following the impact of the significant policy stimulus worldwide and 
gradually resuming trade flows, global growth is expected to recover to close 
to 2% in 2010.  

...with global GDP set 
to fall by 1½% in 2009... 

Against this backdrop, GDP is forecast to contract by 4% in both the EU and 
the euro area in 2009, implying a further downward revision of some 2 
percentage points (pps.) compared with the interim forecast of January 2009. 
The downturn is projected to be broadbased, with almost all Member States 
expected to post negative growth rates this year. For both areas, GDP should 
stabilise in 2010 with a subdued recovery gradually taking hold on the back 
of improving financial conditions, stronger external demand, and supportive 
macroeconomic policies. Inflation is expected to continue to fall rapidly this 
year, entering negative territory for a few months in the middle of the year, 
while unemployment soars and budget deficit and debt rise sharply. 

...and by 4% in the EU, 
hurting labour markets 
and public finances 
alike 

Although the economic downswing has become more broadbased in recent 
quarters, differences across EU countries persist. Strongly export-oriented 
economies have been particularly affected by the collapse in global 
manufacturing. Some countries remain subject to a deeper and more 
protracted downturn due to their direct exposure to the financial crisis or a 

The downturn has 
become broadbased 
across EU countries... 




















































































































































































































































































































































