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1 Recent and much better than expected growth performance is the issue at stake here. The euro area 
registered a 0,5% q-on-q growth in the first quarter of 2008, growth in Germany even going as high as 
1,5% growth. However, the following should be taken into account:  Mild winter conditions, additional 
working days from the leap-year as well as a major build up of stocks, worth 1% of German GDP, are 
inflating first quarter growth figures in an artificial way. Moreover, the fact that inventory build up has 
contributed 1% to GDP growth is actually quite disturbing. A build up in stocks implies that demand 
does not meet production and that production will be adjusted downwards in coming quarters in order 
to return to a more normal level of stocks.   
 
2 This works through different channels such as demand multipliers, investment accelerators and 
financial accelerators. 
3 This is particularly the case for the euro area. In the euro area, collectively bargained wage growth has 
stayed very close to a rate of 2% over the past fifteen years. This 2% growth rate may well constitute a 
floor below which workers and trade unions do not want to accept pay deals (because, for example, 
inflationary expectations are well anchored around this 2% figure and workers are highly reluctant to 
accept a cut in real wages). If this is the case, then depressing domestic price inflation requires to create 
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a substantial amount of slack in the economy so as to convince workers to accept real wage cuts 
anyway . 
4 For example, to address a real property bubble of 15%, central banks would need to raise interest 
rates to such an extent that economic activity would be depressed by 5%. This represents a massive 
loss in output. Gerlach S and Assenmacher-Wesche,K Can monetary policy really be used to stabilise 
asset prices? March 2008 at www.voxeu.org 
5 FreddieMae and FreddieMac 
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6 Compared to a situation where member states engage in fiscal expansion on their own.  

 
7 See background note attached  
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8 The Star « China signals policy shift, yuan to appreciate faster », December 28, 2007 at 
www.thestar.com 
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