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The Autumn 2022 Forecast
Key messages

»1nhe EU economy at a turning point”

T 1. Our economy is at a turning point, set to stagnate
i in 2023 and pick up in 2024.

Auturnn 2022 2. Inflation is nearing the peak but will remain high in
2023.

3. The labour market is expected to show resilience.

4. Government deficits are set to remain above 3%,
but debt ratios will decline.

5. Risks are skewed to negative outcomes amid
heightened uncertainty.

DOWNLOAD:

aaaaaaaaaaaaaaaaaaa

b003-29630a2cbd62_en?filename=ip187_en_0.pdf

Source: Remarks by Commissioner Gentiloni at the press conference on the Autumn 2022
Economic Forecast, 11 November 2022.



https://ec.europa.eu/info/system/files/economy-finance/ip173_en.pdf
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A combination of shocks
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Outline

The Autumn forecast
for euro area and EU

Assumptions
and input

Special issues
in autumn ‘22

1.

3.

. How  will

How will Russia’s war
of aggression evolve
and affect the EU
economy?

Europe’s
energy crisis unfold
over the forecast
horizon?

Will the EU’s external
environment
deteriorate further?

Economic growth
Labour market
Inflation & HICP
Current account
Public finances
Risks

1

2.

. How is

. What are the macro

effects and risks of
commodity-driven
inflation?

Will the labour
market withstand a
slowdown?

inflation
affecting household
finances and energy
poverty?
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Expected In
2022-2024

Budgetary impact lasts
Labour market integration

Observed

Humanitarian Higher public spending

Precautionary saving
Lower consumption/investment

Falling confidence
Increased uncertainty

Uncertainty

Commodities Sharp price increases Higher inflation
Lower real incomes & demand
Financial Repricing of assets Increased volatility
Tightening of conditions  Pressure on banking sector?
Supply chains  Disrupted value chains  Restructuring of supply chains
Delays, higher costs Reallocation of activity
Global Higher trade costs Lower trade and GDP growth

Lower EU-RU trade EU-RU decoupling

economy

Long term

Increased labour supply
Lower capital stock?

Faster energy transition
Reallocation

Higher financing costs

Increased resilience
Higher costs

Less globalised production
Efficiency losses
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Russia’s war and the economic outlook

Growth forecasts were revised Inflation forecasts followed

down since February an upward trend
Graph 1: GDP growth forecasts for 2022 and Graph 2: HICP inflation forecasts for 2022 and
2023 (euro area, Consensus, Jul 21-Nov 23) 2023 (euro area, Consensus, Jul 21-Nov 22)
5 , 9 . .
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Russia’s war: key assumptions

Persistent geopolitical
tensions

Geopolitical tensions assumed to
remain elevated throughout the
forecast horizon.

All sanctions against Russia remain
in place as on the cut-off date of
the forecast (including those in
place since the annexation of
Crimea in 2014).

About 4> million persons
fleeing the war in the EU

Number of people fleeing to the EU
assumed to grow by end-2022 to 42
million and be constant in 2023-2024.

Estimates of geographical distribution
rely mainly on actual applications for
temporary protection. Almost two thirds
assumed to stay in PL, CZ, DE.

Employment rate assumed to increase
to 50% by end-2024 (30% of all
persons fleeing to EU).

Fiscal costs per person are based on
calculations using EUROMOD. Annual
gross fiscal costs of about 0.2% of GDP
in 2022-2024 (highest in 2023).
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Energy prices

Electricity prices Gas prices Oil prices

Graph 3a: Electricity, EU Graph 3b: Natural gas Graph 3c: Cruse oil
composite, price assumptions (TTF), price assumptions (Brent), price assumptions
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Prices of oil, gas and electricity are (see also Box 1 in the AF22 on “Future prices
derived from futures prices. in forecast assumptions”)
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The EU’s external environment: growth

Global expansion has ...non-EU GDP growth is set
weakened in 2022 and... to remain moderate
Graph 4: Growth of global GDP Graph 5: Non-EU GDP growth and contributions
Global PMIs (excl. EU) by country/region
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= Global manufacturing PMI (RHS) China
Global services PMI (RHS) Advanced economies excl. EU
Sources: OECD, IMF and national sources for GDP, S&P Global for PMI === World excl. EU (y-o-y %)




Autumn 2022

European
Commission

The economic forecast for Europe

The external environment: trade

Supply chain pressures have Global trade growth
eased but remain an issue slowed in late 2022
Graph 6: Container ship traffic at major ports Graphd7: Nond—EUcllmport \{olumes, wo_rld and

(Kiel Institute) advanced and emerging economies
6
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Source: Kiel Institute for the World Economy
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Financial markets and monetary policy

Increasing sovereign yields ...as central banks tighten
and a strong US dollar... due to inflationary pressures.
Graph 8: 10-year-bond yields and exchange rates Graph 9: Policy interest rates, US, UK, euro area
vis-a-vis the US dollar (Jan. 1- Oct. 31, 2022) (November 2021-15 November 2022)
301 ops. (Oct. 31 % change | 1° 40w ECB main refi rate: r‘
s | versus Jan. 1) 4 10 35 - Until July 27: 0.00%
i o f o -
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ECB

e Federal Reserve Bank of England

Source: Central banks, US Treasury Department, Ministry of Finance of Japan.

Note: A negative change signals depreciation of the currency. “It would be counter-productive to tighten monetary po/icy at

the current juncture” (ECB, Speech by P. Lane, 8 Nov 2021)
https://www.ecb.europa.eu/press/key/date/2021/html/ecb.sp211108~c915d47d4c.en.html
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Financial markets and monetary policy

Yield spreads to German bund Interest rate expectations
almost stable since July higher than in the summer
Graph 10: Sovereign bond spreads to German Graph 11: Short-term interest rate
bund and German bund yield. expectations, euro area
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Recent developments in the EU

GDP surprised on the upside ...with expansion continuing
in the first half of 2022... in main sectors
Graph 12: GDP demand-side components, EU Graph 13: Gross value added, sectors, EU
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The near-term outlook

High-frequency indicators Consumers’ assessment of
such as ESI and PMI point the situation and outlook
to a slowdown deteriorated sharply
Graph 14: Economic Sentiment Indicator Graph 15: Consumers’ assessment of the
(EC) and PMI, euro area past and future economic situation, EU
Composite | Industry Services 10
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Source: S&P Global, European Commission.

Note: Standardised data based on 2000-'07 sample. Note: Dotted lines show series averages in 2010-2019.
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Domestic demand

Private consumption dampened Uncertainty and financial
by lower disposable incomes conditions weigh on investment
Graph 16: Private consumption, and real gross Graph 17: Investment breakdown and
disposable income and its components, EU developments since 2019-Q4, EU excluding Ireland
16 1o, data up to o forecast % -4 %,gps. Investment ' Change in investment- pPZS-
- pps. 2022-Q2 (lhs) :' 3.7 (rhs) pps. 3 [ growth by asset i to-GDP ratio since |
I b 15| 6 | i 2019-Q4 (rhs)
8 |: 2 4 | : 4 1
4 i F 1 2
0 : 0 0 0
-4 E 1 -2 F
-8 E 2 4r 11
12 il 3 6T i
16 | I 25 4 8 - 5 -2
:' 19 20 21 22 23 24 19 20 21 22 23 24
-20 o 50 51 . ! - -5 s Other assgts _Eq“i!’”_“e"t
Construction e Public inv.
Terms of trade Direct taxes, social contr Private inv. Investment total
Non-labour income mmmm Comp. per employee
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Note: Forecast figures are annual data. . "
(see also Box 2 in the AF22 on “Household wealth and

savings in the euro area - the effect of inflation”)
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“GROWTH EXPECTED TO
REGAIN TRACTION
AFTER WINTER
SLOWDOWN”

Growth 2.8% (+0.3 pps)

Inflation 1.9% (+0.3 pps.)

European
Commission

Spring 2022 Summer 2022
“RUSSIAN INVASION “RUSSIA’S WAR
TESTS EU ECONOMIC WORSENS

RESILIENCE” THE OUTLOOK”

2.3% (-0.5 pps) 1.5% (-0.8 pps)

3.2% (+1.3 pps) 4.6% (+1.4 pps)

Autumn 2022

“THE EU ECONOMY
AT A
TURNING POINT”

0.3% (-1.2 pps)

7.0% (+2.4 pps)
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GDP growth 2022-2024

Terms-of-trade shock results in ...a lower growth path
weaker growth outlook and a... than previously expected
Graph 18: Real GDP during recession & recovery, Graph 19: Growth paths, AF22 and before
€uro area
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Near-term forecast and heterogeneity

A technical recession Different shock exposure
expected in 22-Q4/23-Q1 and growth heterogeneity
Table 1: GDP growth forecasts (g-0-q) in Graph 20: GDP growth in Member States

Commission forecasts, 2000-2022 , ,
8 '% ' |
EU GDP growth in ... 7 2022 2023 2024
...release bl t+2 Total 6
quarter (t) and 5
beyond
47 33
<0% 9 3 1 13
(01g4, 08g4, 09q1,  (09q1, (0992) 3 . !
0992, 12q1, 12q4, 0992, 2 i ' 16
2092, 21q1, 22q4) 22q4) i ’
1 P03
=0% 61 67 369 497 0 , —mt
Total 70 (forecasts) 70 370 510 -1 - '
Other MS ~ ——EU NL
PL —ll DE
ES FR

The bars for all 27 current Member States are ranked by size.
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Growth forecast for Europe

Growth in 2022 is Growth in 2023 weaker
reflecting high carryover across Member States
Graph 21: GDP growth, 2022 (areas) and Graph 22: GDP growth, 2023 (areas) and

2022-Q4 (g-o-q, dots), EU 2023-Q1 (g-o0-q, dots), EU
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Labour market

Labour market slack ... and labour market
has recently declined ... tightness persists
Graph 23: Change in labour market Graph 24: Unemployed persons (15-74
slack since 2019-Q4, EU, EA and MS years) per vacancy (unadjusted)
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=22-Q2 - 19-Q4 Member States; data not available for DK, EE, FR and IT.
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Labour market

Employment gains since ...and persons with high
2019 for older persons... educational attainment levels
Graph 25: Employment by age group, EU Graph 26: Employment by educational attainment
(2019-Q4 - 2022-Q2) cumulative change level, EU (2019-Q4 - 2022-Q2) cumulative change
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Labour market outlook

Labour market is expected ...with unemployment rates
to remain resilient... in 2024 close to 2019 levels
(see Special Issue 3 in the AF22) Graph 28: Employment growth and
Graph 27: Employment growth and unemployment rate, EU
unemployment rate, EU
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Wages

...With the rebound in

Real compensation per 2024 not offsetting the

employee expected to fall in

2022 and in 2023 preceding declines
. . Graph 30: Real compensation, growth
Graph 29: Compensat_lon of employees per between 2021 and 2024, EU, EA and
head, real and nominal, EU (y-o-y, %) Member States
6 % i forecast 101 2024 versus
5 I 2021 (%)
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Inflation

HICP inflation is broad- Contributions to energy
based, largely driven by inflation from electricity,
energy inflation gas and fuel prices
Graph 31: Inflation breakdown, EU Graph 32: Contributions from energy

commodity prices to HICP energy inflation, EU
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Inflation outlook

Negative base effects to start
lowering annual inflation

Graph 33: HICP inflation and base effects, euro
area, January 2019-December 2023

12
HICP inflation with zero

10 F month-on-month rates from
November 2022 onwards

8 {AF22 in brackets}
22-Q4 9.9% {10.2%}

6 L 2022 8.3% [8.5%}
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HICP inflation is forecast
to diminish gradually

Graph 34: HICP inflation, euro area
(Autumn 2022 forecast)
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Inflation outlook

High inflation differences Highest inflation rates
across Member States mostly in Central and
Graph 35: HICP inflation map 2022, EU Eastern Europe
<6% Graph 36: HICP inflation, 2022-2024
. >6% o 582‘1‘{;;5”5 mEU and euro area
. >7% 3 Other Member States
. >9% . 30 llélaesn::rir;tl?é%sefrom Central and
. >11% ’ 25
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Current account

Extra-EU trade balance Current account surplus
driven by increased costs of expected to remain lower
energy imports than in previous years
Graph 37: Extra-EU trade balance, EU Graph 38: Current account balance, EU
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Public finances

In 2022, the net budgetary cost

of measures to mitigate impact

of high energy prices estimated
at 1.2% of GDP (EU)

Graph 40: Cost of measures in 2022 and
stylised additional costs in 2023, EU/EA/largest
MS

Various fiscal measures taken to
mitigate impact of high energy
prices (e.g., price and income
measures, new taxes/levies)

Graph 39: Energy measures in 2022 by category
Income [ targeted, a5 .

Income / untargeted, 20.0% % of GDP
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(for details see Box I.2.4 in AF22 on “Fiscal measures = Additional estimated cost if energy measures were extended until end-2023
-g w - - H n
to mitigate the impact of high energy prices”) u Cost of energy measures in 2023
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Public finances

Expenditures set to be the key Recovery and Resilience Facility
for deficit reduction pushes up public investment
Graph 41: Expenditures, revenues, and net Graph 42: Public investment in 2024 (versus
lending, EU 2019), EU
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Risks

The balance of risks to growth Risks assessed in a model-
is skewed to the downside based scenario analysis
=  Security of gas supply = Scenario 1 (‘preparedness’): the

shortfall in imports from Russia is

= Strain in the corporate sector due partly offset by imports from others.

to rising input costs and higher
interest rates = Scenario 2 (‘procrastination’): in

o , 2023 a delayed refilling of storages.
= Potential inconsistency between y Hing g

fiscal and monetary policies = Model simulations point to significant
economic impacts if EU fails to
prepare for the 2023/24 winter.

(see Special Issue 1 in the AF22 on "Commodity-
[p andemic] driven inflation: Macro effects and risks")

= More persistent inflationary
pressures
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Annex

Table 1: Overview - the Autumn 2022 forecast Table 2: International environment
Real GDP Inflation Unemployment Current account Budget balance (Annualpercentage change] Autyrn 2022 forecast
rate (a) 2019 2020 2021 2022 2023 2024
2022 2023 2024 2022 2023 2024 2022 2023 2024 2022 2023 2024 2022 2023 2024 Real GDP growth
Belgium 28 02 15 104 62 33 58 64 63 27 29 26 52 58 -5 Hoponi 89 W8 <6 £ L £ 2
Germany 16 -06 14 88 75 29 31 35 35 37 47 50 23 31 26 3::;:3 :,':,i:om ;i 21 2 ]:Z ;Z 412 gj Olj
Estonia 01 07 21 193 66 26 6.1 66 62 04 07 1.1 23 37 -33 Emerging and developing Asia 334 52 a2 69 44 48 5.0
reland 79 32 3l 83 60 28 44 48 50 181 182 178 02 08 12 - China B6 60 22 81 3.4 45 47
Greece 6.0 1.0 2.0 10.0 6.0 2.4 126 126 121 -8.6 -86 -8.1 -4.1 -1.8  -08 - India 70 45 66 83 6.9 6.0 6.3
Spain 45 10 20 85 48 23 127 127 126 09 08 12 -46 -43 3.6 Latin America 74 01 73 68 3.0 17 2.2
France 26 04 15 58 44 22 77 81 7.7 25 -13 08 -50 -53 -51 - Brazil 23 12 -39 46 25 0.8 10
kaly 3.8 0.3 1.1 8.7 6.6 2.3 8.3 8.7 8.5 08 -02 0.5 5.1 3.6 -42 MENA 57 2 33 40 5.4 3.5 33
Cyprus 5.6 1.0 1.9 80 42 25 72 72 69 96 73 62 1.1 1.1 1.6 cs 45 26 26 48 6.8 11 32
Latvia 19 -03 26 169 83 13 71 81 79  -64 -68 -40 71 34 -13 = Russla : I L - R .
Lithuania 25 05 24 189 91 21 60 71 70 39 28 26 -9 -44 -1g  Sub-Saharan Africa 3 27 20 43 33 34 37
Luxembourg 15 10 24 84 38 31 47 51 49 35 30 39 01 -17 -o5 condidateCountries )
World excluding EU 85.0 29 -2.7 6.0 3.1 2.9 3.4
Malta 57 28 37 6.1 40 24 32 31 3.0 5.1 55 60 60 -57 -44 T O Goedh e SEEES, vlES
Netherlands 46 06 13 116 42 39 37 43 43 57 53 69 -1.1 -40 -3. World excluding EU, import Py — oo . 7
Austria 46 03 1.1 87 67 33 50 52 53 02 00 -01 34 28 -19
EU export market growth 25 -85 99 6.2 19 315
Poriugal 6.6 0.7 1.7 8.0 5.8 2.3 5.9 5.9 5.7 -1.5 0.9 038 -1.9 -1.1 038 (a) Relative weights in % based on GDP (at constant prices and PPS) in2021(b) Imports of goods and services to the various
Slovenia 6.2 0.8 1.7 9.2 6.5 815} 4.1 4.3 4.1 -0.6 -0.5 -0.3 -3.6 -5.2 -2.7 markets (incl. EU-markets) weighted according to their share in country's exports of goods and services.
Slovakia 19 05 19 118 139 346 63 64 64  -65 -56 -53 -42 -58 -47
Finland 23 02 14 72 43 19 70 72 69 02 03 01 1.4 23 23
Euro area (20) 32 03 15 85 61 26 68 72 70 15 19 24 -35 -37 -33 R
Bulgaria 31 10 24 128 74 32 52 52 53 2 30 92 84 =28 25 lable3: Inflation outlook - euro area and EU
Czechia 25 0.1 1.8 156 95 35 27 33 3.6 -58  -69 -59 -43  -41  -30 (Annual percentage change) Euro area (20) EU
Denmark 30 00 13 79 37 20 45 55 56 67 74 78 1.8 05 04 Autumn 2022 Autumn 2022
Crodatia 6.0 1.0 1.7 10.1 6.5 2.3 6.3 6.3 5.9 0.2 -0.6 -0.8 -1.6 -2.4 -2.7 forecast forecast
Hungary 55 0.1 26 148 157 39 36 42 42 76 63 -43  -62 -44 52 2021 2022 2023 2024 2021 2022 2023 2024
Poland 4.0 0.7 2.6 13.3 13.8 4.9 2.7 3.0 3.1 -2.9 -2.5 -1.6 -4.8 -5.5 -5.2 Private consumption deflator 23 7.2 5.8 2.5 25 8.0 6.4 2.8
Romania 58 1.8 22 118 102 68 54 58 54 9.1 -88 -84 65 50 -48 GDP deflator 21 46 53 34 24 52 57 35
Sweden 29 -06 08 81 66 18 72 76 78 33 33 42 02 02 00 Hice 26 85 61 26 29 93 7.0 3.0
EU 33 03 16 93 70 30 62 65 64 11 14 19 -34 -36 .32  Compensafionperemployes 862 40 86 40 46 52 30
United Kingdom 42 09 09 79 75 29 38 44 48 56 60 58 64 44 37  nitlabourcosis 01 30 48 27 o1 32 S0 28
Import prices of goods 97 216 4.7 0.4 96 217 5.5 0.7
China 3.4 4.5 4.7 3 5 8 8 8 3 2.1 1.6 1.1 5 5 8
Japan 17 16 12 25 3.1 1.8 27 25 25 07 12 17  -69 -47 -3.4
United States 18 07 17 79 34 23 37 41 44 38 32 28 -59 67 -7.1
World 3.1 25 3.1 : : : : : : : : : : : :
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Table 4b: Composition of growth - EU

Table 4a: Composition of growth - euro area
Autumn 2022 forecast

2019 2020 2021 2022 2023 2024
Real percentage change
Private consumption 14 7.7 38 3.7 0.1 15
P ublic consumption 17 10 43 14 0.3 0.8
Gross fixed capital formation 6.9 -6.2 3.6 2.8 0.5 2.3
Change in stocks as %of GDP 0.7 04 10 15 13 15
Exports of goods and services 2.8 -9.0 10.6 6.6 2.0 3.4
Final demand 26 -6.9 6.2 4.3 0.9 2.2
Imports of goods and services 4.8 -85 8.4 6.8 19 3.5
GDP 16 -6.1 53 3.2 0.3 15
GNI 14 -6.4 59 3.3 0.1 15
p.m.GDP EU 18 &7 54 3.3 0.3 16
Contribution to change in GDP

Private consumption 0.7 -4.1 20 19 0.0 0.8
P ublic consumption 04 0.2 10 0.3 0.1 0.2
Investment 14 -14 0.8 0.6 ©,l 0.5
Inventories -0.2 -0.3 03 0.2 0.0 0.0
Exports 14 -4.3 48 5.2 11 e
Final demand 37 -9.9 8.8 6.3 13 3.4
Imports (minus) -2.1 38 -35 -3.1 -1.0 -19
Net exports -0.7 -05 13 0.2 0.1 0.1

Table 5: Labour market outlook - euro area and EU

(Annual percentage change) Euro area EU
Autumn 2022 Autumn 2022

2021 2022 2023 2024 2021 2022 2023 2024
Population of working age (15-64) 0.0 0.3 0.2 0.1 -01 0.4 0.2 0.0
Labour force 12 0.9 0.4 0.3 11 0.9 0.4 0.3
Employment 14 18 0.1 0.5 14 18 0.0 0.4
Employment (change in million) 22 3.0 0.2 0.9 28 3.7 0.0 10
Unemployment (levels in millions) »8 1.3 12.0 n7 5.0 13.3 14.1 13.9
Unemployment rate (%of labour force) 77 6.8 7.2 7.0 7.0 6.2 6.5 6.4
Labour productivity, whole economy 38 12 0.1 0.9 39 14 0.2 10
Employment rate (a) 62.7 63.6 63.6 63.8 623 63.2 63.0 63.3

(a) Employment as a precentage of population of working age. Definition according to structural indicators. See also note 6 inthe
Statistical Annex. For the EU and EA, this table now also displays employment in persons, limiting the comparability to figures published
in previous forecasts.

Autumn 2022 forecast

2019 2020 2021 2022 2023 2024
Real percentage change
Private consumption 15 -7.1 4.1 3.7 0.1 15
Public consumption 19 10 4.1 13 0.3 0.8
Gross fixed capital formation 6.5 -54 36 3.0 0.5 2.3
Change in stocks as %of GDP 0.8 04 12 18 16 17
Exports of goods and services 3.1 -84 105 6.3 2.1 3.6
Final demand 27 -6.4 6.5 4.4 0.8 2.3
Imports of goods and services 46 -79 9.0 6.7 19 3.5
GDP 18 57 54 3.3 0.3 16
GNI 17 -5.8 58 3.4 0.2 LS
p.m.GDP EU 16 -6.1 53 3.2 0.3 15
Contribution to change in GDP
Private consumption 0.8 -3.8 21 19 0.1 0.8
Public consumption 0.4 0.2 09 0.3 0.1 0.2
Investment 14 -12 08 0.7 0.1 0.5
Inventories -0.2 -04 05 0.4 -0.2 0.0
Exports 15 -4.1 4.8 3.2 12 2.0
Final demand 3.9 -93 9.2 6.4 13 3.5
Imports (minus) -2.1 36 -38 -3.1 -10 -19
Net exports -0.6 -05 10 0.0 0.2 0.1
Table 6: General Government budgetary position - euro area and EU
(% of GDP) Euro area EU
Autumn 2022 Autumn 2022
2021 2022 2023 2024 2021 2022 2023 2024
Total receipts (1) 472  47.1  46.7  45.7 468 46.4  46.1 45.2
Total expenditure (2) 523 50.5 50.3 49.0 515 49.8 49.7 48.4
Actual balance (3) = ()-(2) 51 -3.5 -3.7 -3.3 46 -3.4 -3.6 -3.2
Interest expenditure (4) 15 16 18 19 14 15 17 19
Primary balance (5) = (3)+(4) -3.6 -19 -19 -14 -3.3 -18 -18 -14
Cyclically-adjusted budget balance (a) 42  -3.7 -3.4 -3.2 39 -36 -3.2 -3.0
Cyclically-adjusted primary balance (a) -28 -2.1  -16 -13 25 -2.0 -15 -11
Structural budget balance (a) -4.2 -3.6 -3.4 -3.2 -39 -3.6 -3.2 -3.0
Change in structural budget balance (a) -05 0.6 0.2 0.3 02 0.3 0.3 0.3
Gross debt 971 93.6 923 914 894 86.0 84.9 84.1

(a) as a % of potential output. The structural budget balance is the cyclically- adjusted budget balance net of
one-off and othertemporary measures estimated by the European Commission.
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