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Autumn forecast 2012-14: sailing through rough waters
The short-term outlook for the EU economy remains fragile, but a gradual return to GDP
growth is projected for 2013, with further strengthening in 2014.
On an annual basis, GDP is set to contract by 0.3% in the EU and 0.4% in the euro area in
2012. GDP growth for 2013 is projected at 0.4% in the EU and 0.1% in the euro area.
Unemployment in the EU is expected to remain very high.
The large internal and external imbalances that built up in the pre-crisis years are being
reduced, but this process continues to weigh on domestic demand in some countries, and
economic activity diverges significantly across Member States. At the same time,
competitiveness lost in the first decade of EMU in some Member States is being gradually
restored, so that export growth is projected to increase progressively as global trade
starts reaccelerating. Further progress in consolidating public finances is underpinning this
rebalancing process.
The structural reforms undertaken should begin to bear fruit over the forecast period,
while advancements in the EMU architecture continue to strengthen confidence. This
should pave the way for a stronger and more evenly distributed expansion in 2014. GDP
growth in 2014 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: "Europe is going through a difficult process of macroeconomic rebalancing, which will
still last for some time. Our projections point to a gradual improvement in Europe's growth
outlook from early next year. Major policy decisions have laid the foundations for
strengthening confidence. Market stress has been reduced, but there is no room for
complacency. Europe must continue to combine sound fiscal policies with structural
reforms to create the conditions for sustainable growth to bring unemployment down from
the current unacceptably high levels."
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A modest recovery in 2013
After the contraction recorded in the second quarter of 2012, economic activity is not
expected to recover before year end. GDP growth in 2013 is projected to be very modest
before firming somewhat in 2014. Net exports are projected to continue contributing to
growth. Domestic demand is expected to remain weak in 2013 and to pick up only in
2014, as it continues to be held back by the on-going deleveraging in some Member
States and the reallocation of resources across sectors. This process is set to leave its
mark on the labour market. Unemployment is expected to peak just below 11% in the EU
and 12% in the euro area in 2013, though with large variations among Member States.
While being low for the EU as a whole, financing costs diverge markedly between Member
States. Recent policy decisions have eased tensions, although difficulties in parts of the
banking sector and the weak economy are likely to continue to weigh on credit supply.
Energy prices and indirect tax increases continued to be the main drivers of consumer
price inflation in recent quarters. However, underlying domestic price pressures are
subdued and inflation is forecast to fall below 2% in the course of 2013.

Fiscal consolidation progressing
Fiscal consolidation is progressing. Government deficits are expected to fall to 3.6% in the
EU and 3.3% in the euro area in 2012. The available information from budgets for 2013
points to continued, though somewhat slower, consolidation with headline government
deficits projected at 3.2% of GDP in the EU and 2.6% in the euro area. This is also
reflected in the structural improvements of the budget balance, which in the EU is
expected at 1.1pp of GDP in 2012 and 0.7pp in 2013, and in the euro area at 1.3pp and
0.9pp, respectively. General government debt in 2012 stands at 93% in the euro area and
at 87% of GDP in the EU. For 2013, it is projected to rise to 95% of GDP in the euro area
and 89% in the EU, but to stabilise thereafter.
Strong policy actions at national and EU level and the progress in reforming the
institutional framework of EMU have reduced downside risks to the growth outlook.
Confidence and future growth prospects would be affected if employment turned out
worse than projected. On the other hand, in view of recent policy decisions, financial
market stress in the EU may recede faster and confidence may rebound more strongly
than expected, which would have a positive impact on domestic demand. Risks to the
inflation outlook are broadly balanced.
The detailed report is available at:
http://ec.europa.eu/economy_finance/eu/forecasts/2012_autumn_forecast_en.htmhttp://
ec.europa.eu/economy_finance/eu/forecasts/2012_autumn_forecast_en.htm
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