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EURO AREA COULD GROW 2.0% IN 2010,
STUDY FORECASTS

If exit strategies are delayed too long, we risk entering a new boom-bust-cycle

Current levels of stimulus are appropriate. But government expenditure from
2011 should be held to two percentage points below nominal GDP growth

Given the time lag, an exit from monetary policy expansion should begin
earlier than for fiscal policies

BRUSSELS, 09 NOVEMBER 2009 - Allianz SE, one of Europe’s leading financial-
service providers, and the Lisbon Council, a Brussels-based think tank, today launch
the autumn update of The European Growth and Jobs Monitor, their bi-annual
performance ranking of European economies. Published on the eve of the 09-10
November eurogroup/ecofin meetings, which will bring together Europe’s top central
bankers and finance ministers, the study predicts stronger-than-expected eurozone
growth in the second half of 2009 and in 2010. But it also warns European central
bankers and finance ministers that — while today’s policies are appropriate and
necessary — failure to execute a prudent and timely exit from today’s once-in-a-
generation crisis-driven expansionary policies could lead to a second “finance

fuelled” bubble economy — a scenario the study calls on leaders to avoid.

Among the study’s main findings:

= GDP in the 16-country euro area could grow 2.0% on average in 2010,

followed by a slightly slower expansion of 1.5% in 2011;



= The drop in investment seen in the recent crisis will translate to relatively
slower output growth overall in the years to come. Potential output in the euro
area will likely increase by less than 1% in 2009 and 2010, edging up in the
period 2011 to 2014 to between 1.0% and 1.3%;

= Even moderate GDP growth will push up utilization rates. The -2.7% output
gap that opened up in 2009 will close again relatively quickly. By 2012, the
euro area will have probably returned to normal utilization rates;

= The economic crisis dealt a heavy blow to key European indicators as
measured by The European Growth and Jobs Monitor's benchmark Lisbon
Indicator. Particularly heavily hit were indicators for economic and productivity

growth and sustainability of public finances.

The report calls on central bankers, finance ministers and other top officials to bear in
mind several key points as they seek prudent solutions to restore sustainable growth

to Europe:

» Today’s stimulus packages are appropriate and necessary;

= |If exit strategies are delayed too long, we risk entering a new boom-bust-
cycle;

» Given the long time lag of monetary policy, an exit from monetary policy
expansion should begin earlier than for fiscal policies;

» Fiscal policy stimulus will continue in most countries in 2010, and is still
needed. But beginning in 2011, when government outlays will rise only slowly
due to the termination of demand programmes, active consolidation of
government expenses should take place;

» For Europe, government expenditure starting in 2011 should be held two
percentage points below nominal GDP growth (which should be close to 4%

per annum over the next four years). This is a winning formula, which would



do much to restore sustainability to public finances and safeguard today’s
recovery;

= A turnaround of monetary policies may be hampered by strong revaluation
effects, especially on the euro. Therefore, international coordination is

essential.

Says Prof. Dr. Michael Heise, chief economist of Allianz, and principal author of the
study: “The stimulus packages in place for next year are both necessary and
appropriate. But it is time to start being vigilant again. We must make sure that the
progress we see will lead to sustainable growth, not more financially fuelled growth.

We must learn the lessons of the past, and not allow another bubble to develop.”

About the study’s principal author:

Prof. Dr. Michael Heise is chief economist and head of corporate development of
Allianz SE. In that capacity, Prof. Dr. Heise advises the board of Allianz SE on
economic and strategic issues. He is responsible for analysis and forecasts of the
German and the international economy and financial markets. Prof. Dr. Heise studied
and graduated at Cologne University and lectured at the European Business School
in Oestrich-Winkel and at the Johann Wolfgang Goethe University in Frankfurt-am-
Main. He is honorary professor at the Johann Wolfgang Goethe University. Since
2003, he has been a member of the Lisbon Council’s Board of Economists. Before
joining Allianz Group, Heise was secretary general of the German Council of

Economic Experts and chief economist and head of research at DZ Bank.
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About Allianz SE

Allianz is one of the world's leading insurers and financial services providers and one
of the first Societas Europeae. Founded in 1890, Allianz SE is now present in more
than 70 countries with over 150,000 employees. Allianz provides its about 75 million
customers worldwide with a comprehensive range of services in the areas of property
and casualty insurance, life and health insurance, and asset management. Additional
information may be found at www.allianz.com/news and www.knowledge.allianz.com

About the Lisbon Council

The Lisbon Council is a Brussels-based think tank and policy network, committed to
making a positive contribution by engaging political leaders, and the public-at-large,
in a constructive exchange about Europe’s economic and social future. Incorporated
in Belgium as an independent, non-profit and non-partisan association, the Lisbon
Council is among Europe’s most authoritative and thoughtful voices on economic
reform and social renewal. Its homepage is www.lisboncouncil.net.
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