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The Eurozone recovery is expected to pick up in the first quarter of 2014 with a GDP growth rate of +0.4% (after +0.2%
and +0.1% respectively in the previous two quarters). Growth is forecasted to decelerate slightly in the following two
quarters. The recovery is expected to be broad based across sectors and countries and the consolidation of the upturn
would be determined by a progressive improvement of domestic demand and a slightly positive contribution of the
external sector. Private investment will continue to grow over the forecasting horizon due to the increase in activity and
the need for new production capacity after the sharp adjustment phase determined by the financial crisis. However,
prospects for consumption remain subdued owing to fiscal austerity measures in some member States combined with a
continuing labor market slack and slow growth in real disposable income. Under the assumptions that the oil price
stabilizes at USD 107 per barrel and that the euro/dollar exchange rate fluctuates around 1.38, the headline inflation is
expected to increase marginally in the next two quarters, remaining well below the threshold of 2%.

Weaker external demand in emerging economies, especially in Asia, and an escalation of international tensions in
Eastern Europe, which could determine a sharp rise in European gas prices and weight on households and firms’
expenditure, are key downside risks related to this scenario.
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Notwithstanding this general trend, construction
investment will remain weak. Equipment investment, on
the contrary, will expand at a faster pace over the Infiaion 07 08 0s 08
forecast horizon, stimulated by improving confidence,
positive external demand and a gradual stabilization of
domestic-demand prospects.
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In Q1 2014 inflation hit a year-on-year growth of +0.7% ey
after the +0.8% increase reported at the end of 2013.
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This trend partly reflects impulses from the energy 1.5% 1
sector, while domestic price pressures are expected to
remain subdued.
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Methodological note

This quarterly publication is prepared jointly by the German Ifo institute, the French Insee institute, and the lItalian Istat institute. The
forecast results are based on consensus estimates building on common methods by the three institutes. They are based on time-series
models using auxiliary indicators from business surveys by national institutes, Eurostat, and the European Commission. The joint three-
guarter forecast covers Eurozone industrial production, GDP, consumption, investment, and inflation.

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

® Ifo Konjunkturprognose, Ifo Michael Kleemann +49 (0) 89 92 24 1220
®  Conjoncture in France, Insee Etienne Chantrel  +33 (0) 1 41 17 59 63
" |stat Roberta De Santis +39 06 46733620
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