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Winter forecast 2012-14: Gradually overcoming
headwinds
While financial market conditions in the EU have improved substantially since last
summer, economic activity was disappointing in the second half of 2012. However, leading
indicators suggest that GDP in the EU is now bottoming out and we expect economic
activity to gradually accelerate. The pick-up in growth will initially be driven by increasing
external demand. Domestic investment and consumption are projected to recover later in
the year, and by 2014 domestic demand is expected to take over as the main driver of
strengthening GDP growth.
The weakness of economic activity towards the end of 2012 implies a low starting point for
the current year. Combined with a more gradual return of growth than earlier expected,
this leads to a projection of low annual GDP growth in 2013 of 0.1% in the EU and a
contraction of -0.3% in the euro area. Quarterly GDP developments are somewhat more
dynamic than the annual figures suggest, and GDP in the fourth quarter of 2013 is
forecast to be 1.0% above the level reached in the last quarter of 2012 in the EU, and
0.7% in the euro area.
The contrast between the improved financial market situation and the muted
macroeconomic prospects for 2013 is to a large extent due to the balance-sheet
adjustment process, which continues to weigh on short-term growth. As this process
advances, it will also strengthen the basis for growth in 2014, which is projected at 1.6%
in the EU and 1.4% in the euro area.
Olli Rehn, Commission Vice-President for Economic and Monetary Affairs and the Euro
said: "The ongoing rebalancing of the European economy is continuing to weigh on growth
in the short term. The current situation can be summarised like this: we have
disappointing hard data from the end of last year, some more encouraging soft data in the
recent past, and growing investor confidence in the future. The decisive policy action
undertaken recently is paving the way for a return to recovery. We must stay the course
of reform and avoid any loss of momentum, which could undermine the turnaround in
confidence that is underway, delaying the needed upswing in growth and job creation."
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A gradual pickup of consumption and investment expected
Important policy measures adopted since last summer have shifted markets' assessment
of the viability of EMU and the fiscal sustainability of its Member States.
A combination of cyclical weakness, uncertainty and the protracted adjustment of balance
sheets and redeployment of resources across the economy – typical of the aftermath of a
deep financial crisis – is currently holding back domestic consumption and investment. The
return of confidence among households and businesses should however reduce the
negative impact of these factors. As the easing of financial market tensions is expected to
feed through into better lending conditions, this should open the way for a gradual return
of consumption and investment growth in the course of 2013.
The current weakness in economic activity is expected to lead to an increase in
unemployment this year to 11.1% in the EU and 12.2% in the euro area.
As the impact of higher energy prices on inflation is expected to wane, consumer-price
inflation in the EU is forecast to decrease gradually in the course of 2013 and to stabilise
at around 1.7%% in the EU and 1.5% in the euro area next year.

Fiscal consolidation progressing
The sizeable fiscal measures that Member States are implementing should lead to another
reduction of headline fiscal deficits to 3.4% in the EU and 2.8% in the euro area in 2013.
The reduction of the structural budget balance is expected to advance at a slightly slower
pace this year than in 2012. The ongoing fiscal consolidation is containing the rise in debtto-GDP levels, which should see a further slight increase in 2013 as GDP growth remains
subdued.
While risks to the growth outlook are still predominantly to the downside, the risk
distribution has become substantially more balanced. The effective implementation of
policies to reinforce the Economic and Monetary Union and foster the necessary
adjustments is critical in order to keep the risk of another aggravation of the sovereigndebt crisis at bay. Other downside risks relate to labour market weakness feeding back
into domestic demand and slowing reform momentum as well as the still large mediumterm budgetary challenges in the US and Japan. Upside risks to GDP growth could
materialise if the progress with crisis resolution and structural reforms is faster and/or the
return of confidence stronger than expected. Risks to the inflation outlook appear
balanced.
The detailed report is available at:
http://ec.europa.eu/economy_finance/eu/forecasts/2013_winter_forecast_en.htm
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