Figure 1.8. Euro Area: Divergences in Cyclical Positions,
Structural Fiscal Balances, and Real Interest Rates

Despite relatively large (and widening) output gaps, Germany and ltaly are set to
experience relative large fiscal contractions in 2003, and Germany will also face
relatively high real interest rates.

Output Gap -3
-~ (actual less potential output, as percent of potential) -

- Rest of -
- euro area -1

Germany
- France

1998 99 2000 01 02 03

Structural Balance -05
- (percent of potential GDP) -

Rest of
euro area

Germany

1998 99 2000 01 02 03

- Short-term Real Interest Rate -35

Germany

Rest of
- euro area

1 1
1998 99 2000 01 02



