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The mind-boggling difference in approach to the crisis
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■

In our Chart of the Week we illustrate the vast difference between the planned 2021 fiscal response to the crisis in the US and
the eurozone. In times of crisis, the private sector cuts their demand for consumption and investment, leaving an “output gap”
between aggregate demand and supply. In the present crisis, this has been witnessed to an extreme degree because of the
mandated and voluntary social distancing, which impacts demand, particularly for services. Economics 101 tells you that it
makes sense for the fiscal authorities to boost expenditures and defer or cut taxes with a view to filling-in this gap, both to
protect the most vulnerable in society and to reduce the economic scarring effects (i.e. the destruction of productive capacity).

■

As illustrated, we estimate the 2021 output gap in the US to be around USD 900bn, while the eurozone gap is some EUR
1tn. These numbers reflect both the fact that the eurozone entered the crisis a year ago with an existing output gap, and the
US did not, and the fact the eurozone economy took a bigger hit to demand in 2020 than the US. These are the holes
policymakers should aim to fill. Given the severity of the crisis and the high uncertainty surrounding the economic outlook,
including with respect to fiscal multipliers, we believe that doing too much would be better than doing too little.

■

The US administration has taken this view to heart, aiming for an eye-watering stimulus of USD 2.8tn, made up of USD 0.9tn
signed into law at end-December and Biden’s plan for another USD 1.9tn. We think the latter component will be scaled back
to around USD 1.2tn, but that still leaves a fiscal injection of USD 2.1tn. To this you may add about USD 200bn in automatic
stabilizers, giving a total boost to demand of 2.5 times the output gap, assuming a multiplier of about one.

■

In sharp contrast, the eurozone is planning just about EUR 420bn in national and EU fiscal injections this year. If you add the
automatic stabilizers, which are larger in the eurozone than in the US for any given output gap, of about EUR 300bn then
you’ll get just over 70% of the output gap covered.

■

Bottom line: The US will get a massive boost to growth and employment this year, which will push inflation somewhat
higher, but – in our assessment – not dramatically so because of the fairly flat Phillips Curve. The eurozone will not close the
output gap, which will leave 2021 GDP short of the pre-pandemic level - with no risk of pushing inflation sustainably back to
the ECB target.
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Notes:
a)

“Output gap” is made up of two components. The first component reflects the damage caused by the pandemic and is
computed as the percentage gap between the level of real GDP in 4Q20 and its pre-crisis trend. The second
component catches the pre-crisis output gap, which we estimate to have been (negative) 2-2.5% for the eurozone,
and zero for the US. Percentages are then translated into current units of local currencies taking nominal 2020 GDP
as reference.

b)

“Discretionary” fiscal stimulus includes already approved and expected fiscal stimulus measures for 2021. In the US,
this includes the already-passed USD 900bn package plus our expectation for USD 1.2tn in new measures (short of
President Biden’s USD 1.9tn proposal). In the euro area, it includes measures financed through both national and EU
money.
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