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Abstract: The paper deals with the impact of the economigiscon the EU27 and Euro area using another
scientific approach. The main objective of the papeo realise a forecast of the economic recoeenpss
Europe for the next two years. In order to redlss, the scientific method and the approach ammected to
the latest other researches in this topic area.ahladysis and the conclusions of the paper aredb@sdatest
official statistical data, statistical tables areftinent diagrams. The results of the analysisnawe forecasts
for the main economic indicators for EU27 and Earea. The problem is that the crisis is far awaynfr
being solved and EU27 is not able to manage a mealestic economic recovery plan.
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1 Introduction

The global financial crisis led to an economic remy process across the EU which operated
optimaly still the third quarter of 2011 (Reinh&tM., Rogoff K.S., 2009). The problem is that the
economic recovery process is slower. It is affettgdhe weak demand in the private sector and the
tighter credit conditions (European Central Barl D). On the other hand, the economic environmen80
changes quickly and is very difficult to find peent trends for the next few years. This is why, we
tried to realise an overview on the EU economytarfdrecast its evolution. It is the main objectofe
this research. The analysis deals with the lateslicdted scientific papers and with the official
statistical data from Eurostat and the World Bakdka result, we were forced to operate only to 2010
2013 time period data. We supported the analysisthe conclusions of this paper with pertinent
diagrams and statistical tables.

2 Related Works Survey

There are a lot of books and scientific papers $eduon the economic forecasting under the global
crisis impact. A recent book coordinated by Carizofocused on the theoretic approach of the
forecasting processes, including policy making fomdasts or macroeconomic models. A distinct part
of the book covers the risks and accuracy in faeg (Carnot N., Koen V., Tissot B., 2011).
Another scientific approach provides up-to-dateerage of both new and well-established fields in
the sphere of economic forecasting. The chapterswaitten by world experts in their respective
fields, and provide authoritative yet accessibleoaats of the key concepts, subject matter, and
techniques in a number of diverse but related ateasvers the ways in which the availability ofee
more plentiful data and computational power havenbesed in forecasting, in terms of the frequency
of observations, the number of variables, and tee aof multiple data vintages. Greater data
availability has been coupled with developmentstatistical theory and economic analysis to allow
more elaborate and complicated models to be emedathe volume provides explanations and
critiques of these developments (Clements M.P.dreb.F., 2011).

2012 started with two important dedicated sciemtifboks. First of them is signed by Gonzéalez-Rivera
G. and started from the idea tHatowledge of forecasting methods is among the rdestanded
qualifications for professional economists, andifess people working in either the private or publi
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sectors of the economy. The general aim of thisbtek is to carefully develop sophisticated
professionals, who are able to critically analyineetseries data and forecasting reports becauge the
have experienced the merits and shortcomings etésting practice (Gonzalez-Rivera G., 2012).

The second is based on the economic and monetsagtdi predicted by Peter Schifnd nobody
understands what to do in this situation betten ttte man who saw it coming. For more than a
decade, Schiff has not only observed the economy,atlso helped his clients restructure their
portfolios to reflect his outlook. What he seesapds a nation facing an economic storm brought on
by growing federal, personal, and corporate delat]ittle savings; and a declining dollar. Crasbd?r
2.0 picks up right where the first edition-a beléitsg book that predicted the current market mayhem
left off. This timely guide takes into account @iramatic economic shifts that are reshaping thédwvor
and provides you with the insights and informatiomavigate the dangerous terrain. Throughout the
book, Schiff explains the factors that will affgaiur future financial stability and offers a speécif
three step plan to battle the current economic demn(Schiff P.D., 2012).

3 Recovery and Disparities across the EU Member S&s
3.1 The Economic Growth

As principle, a temporary slowdown in the economdativity is not unusual during the economic
recovery. During the latest 3.5 years, the EU27thedEuro area faced to GDP growth rates of about
1%. The economic forecasts for 2013 is more opticaly than for 2012 for almost all economic
indicators (see Table 1).

Table 1 EU27’s economic forecast (%)

Indicator 2010 2011 2012 2013

GDP 2.0 16 0.6 15 31
Private consumption 1.0 0.4 0.4 1.1

Public consumption 0.7 0.3 -0.2 0.1

Total investment -0.3 1.9 0.8 3.0

Unemployment rate 9.7 9.7 9.8 9.6

Inflation rate 21 3.0 2.0 1.8

Public debt (% of GDP) 80.3 82.5 84.9 84.9

Source: European Commission, European Economicdaste- Autumn, 2011, Brussels, p.29.

The Euro area is forecasted to achieve worst ecimnoesults in terms of GDP, investments,
unemployment rate and public debts. Even that dlnatls Euro area members are developed
economies, the future economic evolution of Gre&pgin, Portugal and Italy will have a negative
impact (see Table 2).

Table 2 Euro area’s economic forecast (%)

Indicator 2010 2011 2012 2013
GDP 1.9 15 0.5 1.3
Private consumption 0.9 0.5 0.4 1.0
Public consumption 0.5 0.1 -0.2 0.3
Total investment -0.5 2.0 0.5 2.9
Unemployment rate 10.1 10.0 10.1 10.p
Inflation rate 16 26 17 16
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‘ Public debt (% of GDP) | 85.6‘ 88.0| 90.4‘ 90.9‘

Source: European Commission, European Economicdast— Autumn, 2011, Brussels, p

An optimistic point of view talks about the crisextinction on the European financial markets
2012. Moreover, some of the 2011 turmoil will digapr or subside. As a result, the consumers
investors’ confidence will return and will suppa@tweak economic recovery across the EU27
Euro area. Té positive evolution of the rare materials’ prieeshe third quarter of 2011 will suppc
both European consumers and producers and thera@mgomwth, as wel

The economic recovery in USA and Japan will lea@ toetter evolution of the world tradnd will
support the world economic recovery efforts. A &sstul approach to the sovereign debt probl
and the confidence growth at the end of 2012 destalproduce economic normality in 20

When the consumers will increase their confidentehie economic environment, the househc
saving rate will decresand the consumption will increase. The increaseoimsumption will lead t:
an increase in investment under favourable financonditions

Starting the second quarter of 2011, the exporteme the main engine of the economic gro
across the EU27 and Euro area. As a result, thexpeirts supported by 0.2% the annual econc
growth.

The recovery process was influenced by signifiaiaparities between the Member States. Tl
disparitieswere connected to: the priv leverage (at the beginning of the global crisigg asse
prices’ fall (especially on the housing market)e thealth of the banking sector and the pu
finances’soundnessMoreover, the competitiveness and the expdructure supported this evolutic
As a result, the most developed Member States teddfom the world trade recovery and obtai
greater benefits from the foreign trade than tireioMember State

Some Member States with high growth rates (SweHoland, Germany) succeded to achieve G
higher than those from the peeisis period. On the other hand, there are gresgadties betwee
EU27 and Euro area connected to the forecastedagomgrowth (sedigure 1).

mEU27

EEuro are

2010 2011 2012 2013

Figure 1 GDP forecast (%)

Source: personal contribution

3.2  The Private andPublic Consumptior
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The private consumption had the most important rdmution to the GDP growth during the thi
guarter of 2009 and the first quarter of 2011. Tussumption was dimensioned by the low groof
the available real incomes.

The real compensation granted to the employeesdsed during the crisis and were only parti
recovered in 2010. During the first two quarter011, the inflation rate increased based on tbd
and energy prices’rgwth. This evolution led to another decrease égfivate consumptior-0.3% in
EU27 and Euro area). The decrease of the EU prisatsumption was caused by the nege
evolution of the consumtion in Germany and Fraasea result of the real incon decrease

The forecasts talk about a low increase in the wompsion during 201-2013. This evolution will b
not able to decrease the disparities between Eah@7Euro area (see Figure

® EU27-Public cons.
mEU27-Private cons
Euro areaPublic cons

® Euro aredPrivate con:

Figure 2 Consumprion forecast (%)

Source: personal contribution
3.3 The crisis mpact on the EuropeanTrade

The global crisis had a powerful impact on inveptdrhis is why the inventory management beci
more responsive to the short term fluctuationsthednanagers increased their risk aversion, kee
thestocks low (European Commission, 20

Recent surveys suggest that stocks in productitigitgcare increasing. Starting March 2011,
European producers increased their stocks of figbroducts. But the increasing of the financ
costs could forceompanies to “cut" back in their stoc

The negative trend of the world trade forced the2EWember States to accelerate the exy
recovery in order to support their economic growkl.a result, the exports growth ridecreased in
the EU27, from 2.% in 2010, to 0.6% in 2011 and from 2.2% to 0.7%umo are:

The European trade forecasts talk about negatwels; which are supported by the risk factors a
financial market turmoil. The high uncertainty mdglay the expenditures implementatiand
investment decisions that will affect the EU27 expoMoreover, the global economic outlc
deteriorating will not bring anything good for thgobal trade development. The EU27 exports
grow lower in 2012 and, probably higher in 2(

Some Membe States, as Germany and Finland, realise a geraitop their exports to the emerge
economiesThis is a positive conjuncture because the emérgeuntries will achive high econorr
growth rates during 2012-2018he Member States which are focuse( the capital goods expotr
will face to difficulties caused by the import demdadecrease during the economic recession
Euro area will face to the Euro exchange r.
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The European imports will decrease as a resuli@gtonomic downturn. The EU27ports of goods
and services will decrease from 10% in 2010, t6®i» 2011 and 3.0% in 2012. The Euro area f¢

to the same trend: a decrease from 9.5% in 2018,086 in 2011 and 3.0% in 2012. The Europ

imports are strongly connected to level ard structure of domestic demand and the exchanges

(see Figure 3).

mEU27

EEuro are

Figure 3 Net exports forecast (%)

Source: personal contribution

The growth of the import goods’ prices (includin) during the first two quarters of 2011 sto| the
households and companies to buy goods from imfddnis trend will continue during 20-2013,
when the households will increase their demandiéonestic good

2012 is forecasted to decrease the import inputsael. Maybe an economic growth in 20will be
followed by an increase in the domestic demand.b\ee the gross fixed capital formation and
private investment will support a 5% growth of thmports in EU27 and Euro ar

In 2011, the foreign trade increased about -13% in the EU27 and Euro area. The evolution of
services’foreign trade was positive: the importsrdased by 4.5% and the exports decreased by
Unfortunately, the goods foreign trade growth wd#iciease by more than 50% in 2012, relate
2011. The services exports will decrease moderatdiife the imports will grow slowly. In 2013, tl
foreign trade will start the recovery, based or@very in the EU27’s economic activ

3.4  The Myth of Low Unemployment

The average aggregate evolution of the Europeamoecy hides high disparities between the Men
States. A part of the Euro area&suntrie: succeded to decrease their imbalan@éss process wa
supported by a strengthening competitiveness indefécit countries. Spain, Ireland and Gre
succeded to decrease the employment costs duritg-2011 and are focused on the same obje:
in 2012. But Germany, Belgium and Finlandd a negative performance connected to
employment costs.

The first recovery year brought low progress onl#fur markets.The European companies adjt
their labour imputs by decreasing the number ofkedrhours by each employ rather than by
eliminating jobs. As a result, the economic expansi@s Welt first by normalizing the number
workedhours, but not by increasing the marginal labor legmpent. This represents a deviation fc
the standard conection between the economic gramdhthe unmployment decrease, known as Ol
Law. Nowadays, the unemployment decrease needglerhieconomic growth rate than in -
economic theory.
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The EU27 labour market reflects the process toepvesjobs during the crisis and the differ
support schemes irfgmented on the labor market by the Member Si governments (Boe,
Bruecker, 2011)

From the second quarter of 2011, the employed pergeew by 0.2% in the EU27 and 0.3% in
Euro area (see Figure 4). Between 2.5% and 5%eoéitiploees participat in shorter working hou
during recession in Germany and It

mEU27

mEuro are

Figure 4 Labour forecast (%)

Source: personal contribution

Underthe economic recovery, the unemployment rate watslestacross the EU27 (about 9.5%)

the Euro area (about 10.0%). Asesult, 22.5 million persons are unemployed in EDE million
persons in the Euro aredjoreover, there are great disparities between thenbkr States connect
to jobs creating and unemployment re

During August 201@ecember 2011, for examplSpain achieved the greatest unemployment
21.2%. Germany, Poland, Belgium and Austria emeffgach the crisis with lower unemployme
rates (Burda M.C., Hunt J., 201 The latest unemployment growth in some EU27 perigl
countries supports the Eddour marke indicatorsdispersiorincreasing.

The situation is forecasted to become worst dugifgz-2013. The employment rate will grow
0.1% in the EU27 and 0.0% in the Euro area. Orother hand, the unemployment rates will be 9
in the EU27 and0.1% in the Euro area (see Figure

mEU27

Euro are
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Figure 5 Unemployment forecast (%)

Source: personal contribution

The EU27 labour markets have a high level of dityerdt is made by the crisis’ asymmetric effects
and the different constraints of the financial sednd fiscal policy. These elements reflect the
disparities between the Member States connectétetgectoral composition of the employment and
the institutional features.

The low forecasted economic performance in 2012 sk the employment growth in all Member

States which achieved expansion in 2011, excepiunggary and Romania. The unemployment rate
will grow in more Member States in 2012. Three lodrh will face with unemployment growh rates

higher by 0.5% related 2011. The extreme unemploymates will be 4% in Austria and 20% in

Spain.

3.5 The Challenge of Inflation

The inflation evolution in 2011 was supported bg thcrease of the rare materials’ process in 2010
(about 30%) and in the first quarter of 2011. Tiniscess pushed the import prices to high levels in
EU27 and the Euro area.

At the end of 2011, the inflation rate achievedbif EU27 and 6.0% in the Euro area. During 2012-
2013, the unemployment rate will decrease to 1.99%62across the EU27 and Euro area (see Figure
6).

w ‘I\.

3 == Euro area
/\ ——EU27
2

2010 2011 2012 2013

Figure 6 Inflation forecast (%)

Source: personal contribution

During the economic recovery, the wages increasedenately. As a result, the average wages
increased rate was 1.5%-2.0% in the Euro area 111.20he economic perspective supports a wage
annual average growth rate of 2.25% in the EU272a0% in the Euro area during 2012-2013.0n the
other hand, the non-wage labour costs will grothtosame rates.

The labour productivity increased by 1.25% in 2@ht is forecasted to grow by 0.5% in 2012 in
Eu27 and the Euro area. During the first threetgusuof 2011, the industrial prices grew suppohied
the energy prices’ evolution, which representeduat25% from the prices index. The prices’trend
influenced the used production capacity. The awenaged production capacity rates decreased in
2011, from 81.1% to 80.7% in EU27 and from 81.69%8Q®% in the Euro area.
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During the same first three quarters of 2011, thesamer prices were affected by volatility and by
indirect taxes and administered pricegreases. As a result, the inflation rate increaseu that in
2010. The contribution of the energy prices totttal inflation was about 1.25% in 2011. UK faced
to an inflation growth of about 0.25%, caused by thxes’ increase, and another growth by 1.0%,
caused by a new VAT of 20%.

The indirect taxation and the methodological chanbad a significant impact on core inflation,
affecting the prices of all goods, except thoseugprocessed food and energy. Moreovtkee, past
experiences show that an increase in oil pricddwsr impact on growing core inflation (Bachmeier
LJ., Chal., 2011).

The 2012 forcasted inflation rate will be about?2.th EU27 and 1.7% in the Euro area. In 2013, the
inflation rate will achieve 1.75% in EU27 and 1.586the Euro area. There were greate disparities
connected to the inflation rates beyween the Menfttates in 2011. The inflation rates varied from
1.1% in Ireland, to 5.2% in Estonia and 5.9% in Rom. Moreover,the inflation rates in the five
largest economies in the Euro area in 2011 rangedden 2.2% and 3.0%he two largest economies
outside the Euro area recorded higher inflatetes: 3.7% in Poland and 4.3% in UK. During 2012-
2013, the Member States will achieve lower inflaticates, excepting Hungary and the Czech
Republic.

3.6 The Financial Market and the Public Debt

The negative evolution of the public finances astbe EU27 and the Euro area was supported by the
economic downturn and the sharp deterioration effitancial market conditions under the sovereign
debt crisisNevertheless2011 marked the transition from stabilization &cél consolidation both in
EU27 and the Euro area.

In 2011, the general public deficit achieved 4. ®@BP in EU27 and 4.1% of GDP in the Euro area.
The public deficit improvement in 2011 was caused the additional consolidation measures
implemented by several Member States, in respangeetfinancial market pressure.

37

The general public deficit will decrease slowly idgr2012-2013. As a result, the public deficit viié
3.9% and 3.2% in EU27 and 3.4% and 3.0% in the Brea in 2012 and 2013 (see Figure 7).
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mEU27

mEuro are

Figure 7 Public deficits (% of GDP)

Source: personal contribution

Only 4 of the27 Member States are not subject to the ExcessigiciD Procedure Estonia,
Luxembourg, Sweden and Finland. The European Cosimnisisked to Bulgaria, Hungary and Mz
to decreseheir general public deficit less than 3% of refe GDP in 2011. The sangoals have
Belgium, Cyprus, Italia, Lithuaniand Polan until 2012.For the remaining Member States, EDP 1
be applied in 2013 or later.

On the other hand, Greece, Portugreland and Latvia benefit by financiassistanc, according to
the implementation stage of their individual progranfsesonomic adjustmeiThe growth of the
public revebues and the expenditures decreasesuwyfort thegeneral government balar improving
in 2012. The forecats for 2013 talk about an avemdeficit of 45.0% of GDP in EU27 and 46.0%
GDP in the Euro area

Despite the expected improvement of the budgetdmation in most Member States, the size
public debt was revised up slightly. 2011,themain engine of thpublic debt upward revision fithe
Euro area inflation was the lowiflation. In 2012, the main driver of thaebt growth is given t the
downward revision of thgrowth prospect Across EU27, thgross debt ratio is projected to reac
peak of about 85% of GDP in 2012 &to stabilize in 2013. Thgross debt ratian the Euro areis
projected tachieve 90% of GDP in 20!

4 Conclusions

The wncertainty generated by the current situation ghhand the risks of weakening econol
outlook remains very current f&U27 The risks connected to the growth prospecésrea Some of
these risks, such as financial crisis and loworld growth ratehave already materialized and h
been included in forecast®n the other han new risks have emerged and affeéet growth prospeci
in EU27.

The financial crisis that has not been exceeded stilyhave great side effects on other ma
segments and othe real econom This crisis can generate a stronger and harmfudb@ek thar
currently expected.

The inflation risks appear more balanc The e&onomic activity may suffer constraints of pr
increases higher than currently envisa A stronger than expected recovery in giebal economit
growth or the tensions increase the oilexporting countries could lead to stronger inflasioy
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pressures. Moreover, the long-term measures regatde economic recovery, based on liquidity and
exceptional liquidity, could ultimately lead to anger than expected growth in the consumer prices

The crisis is far away from being solved and EU2hat able to manage a more realistic economic
recovery plan.
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