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A recession in sight

Euro-zone GDP growth remained subdued in Q3 2011 at 0.1%: a technical rebound for a few GDP
components was partly offset by the deceleration in external demand, increased uncertainty stemming
from the ongoing European sovereign debt crisis as well as fiscal consolidation in several member
states. Private consumption expanded only modestly (+0.2%) while investment fell slightly (-0.1%).
Taking stock of the deterioration of business surveys since the summer, the euro zone is expected to
undergo a short recession with GDP declining around the turn of the year (-0.3% in Q4 2011 and -0.2%
in Q1 2012) and stagnating in Q2 2012. Household consumption will be held back by fiscal consolidation
and deteriorating labour market conditions (-0.1% in Q4 2011 and zero in both Q1 and Q2 2012). Due
to weak public investment and the expected postponement of many private sector projects, total
investment is expected to fall over the forecast horizon. Under the assumption that international oil
prices will be stable over the forecast horizon at around USD 104 per barrel for Brent) and that the
euro/dollar exchange rate fluctuates around 1.35, inflation is expected to reach 1.9% in June 2012,
down from 2.8% in December 2011. This scenario is subject to various risks, in particular those
stemming from possible turbulences in euro area sovereign debt markets.
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Several factors will contribute to this
unfavourable development. Persistent
uncertainty is likely to trigger a postponement
of many private investment projects.

After a decline by 0.5% in the previous quarter,
private consumption bounced back in Q3 (+0.2
%), as some temporary factors weighing on
demand during Q2 expired. However, weak
consumer confidence and deteriorating labour
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Furthermore, the recent increase in banks’ contraction in domestic demand will further
financing costs and the implementation of limit inflationary pressures.
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Core inflation is projected to decrease from
2.0% in November 2011 to 1.6% at the end of
Q1 2012 and decrease further to 1.5% in June
2012 as weak labour market conditions persist.
Low capacity utilisation and the expected

Methodological note

This quarterly publication is prepared jointly by the German IFO institute, the French INSEE institute, and the Italian
ISTAT institute. The forecast methods are shared by the three institutes. They are based on time-series models using
business surveys by national institutes, Eurostat, and the European Commission. The joint two-quarter-ahead
forecast covers euro-zone industrial production, GDP, consumption, investment, and inflation. Publication is timed to
coincide with Eurostat’s third release of quarterly national accounts.

Further economic analysis for each country (Germany, France, Italy) is available by:

- Ifo Konjunkturprognose, Ifo Nikolay Hristov +49 (0) 89 92 24 1225
- Conjoncture in France, INSEE Nicolas Jegou +33(0) 14117 5963
- ISTAT Roberta De Santis +39 (0) 64 67 33 620

Next release: April 3, 2012 (date of Eurostat’s third release of quarterly national accounts)
Next forecast horizon: 2012 Q3
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