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In view of the still rampant Corona pandemic, the EU Commission has recently lowered its growth forecasts for 2021. With the delays in some EU countries’ vaccination programmes, the
lockdowns could also drag on, delaying the expected economic recovery, the Commission argues.

Against this backdrop, the eurozone’s economies are still expected to contract in the current first quarter, picking up down the road as the vaccination programmes get underway. The
forecast is based on the assumption that there will be initial opening measures towards the end of the second quarter and then a more noticeable easing in the second half of the year. “An
improved outlook for the global economy is also set to support the recovery,” the report states.

For the year as a whole, however, the economy in the euro area is likely to grow by only 3.8 per cent, according to the current EU forecast – the Commission had recently still assumed a
gross domestic product (GDP) growth of of 4.2 per cent. For the EU as a whole, the new GDP growth forecast is 3.7 per cent.

The outlook for next year, however, is more optimistic. While the commission had still expected an increase of 3.0 per cent in its last forecast in autumn, the 2022 forecast for the eurozone
has been revised to 3.8 per cent. Figures for 2020 show that the eurozone likely got off somewhat a little more lightly than expected. After the EU had last forecast a drop of 7.8 per cent,
first estimates of the statistics authority Eurostat now show a reduced economic slump of 6.8 per cent.

Forecast for Austria halved

According to the EU forecast, the outlook for Austria’s economy has worsened somewhat. For 2021, the EU has halved its growth forecast from 4.1 to 2 per cent. The Commission justifies
its revision with the lockdown in the first quarter and the effects of travel restrictions on winter tourism. In 2022, however, Austria’s economy is expected to regain its momentum and grow by
5.1 per cent.

For Germany’s economy, Brussels expects 3.2 per cent growth in 2021 and 3.1 per cent the following year. In Germany, an extension of the lockdown recently gave rise to further economic
concerns. The restrictions due to the pandemic are costing the German economy dearly. According to current survey data and calculations by the Munich-based research institute ifo,
Germany is losing EUR 1.5bn in value added per week.

In addition, the Corona-induced recession among major trading partners has caused the German economy to suffer the worst decline in exports since the 2009 financial crisis. Exports of
goods dropped by 9.3 per cent to EUR 1,204.7bn in 2020, according to the latest figures from the Federal Statistical Office.

Significant recovery in Spain and Italy

According to the EU Commission’s forecasts, Italy and Spain, both of which have been hit hard by the crisis, could see a significant economic recovery in 2021. For Italy, the Commission
expects a recovery of 3.4 per cent, after a drop of 8.8 per cent in the past year. For Spain, the EU forecasts growth of 5.6 per cent after the record drop of 11 per cent in 2020. Spain’s
economy had already caused a pleasant surprise in Q4 of 2020 with a small growth of 0.4 per cent. For France, the eurozone’s second largest economy, the Commission expects growth of
5.5 per cent for the current year and 4.4 percent for 2022.

Overall, the EU Commission sees the risks of its forecasts as more balanced than in autumn, but still high. The actual extent of the economic recovery is likely to depend, above all, on the
further development of the pandemic and the success of the vaccination programmes.  Thus, progress with vaccines could lead to unexpectedly rapid easing and thus a stronger recovery.
On the other hand, an unexpectedly persistent pandemic development or any vaccine delays could have a negative impact.

“There is also a risk that the crisis could leave deeper scars in the EU’s economic and social fabric, notably through widespread bankruptcies and job losses,” the Commission writes. This
would also hurt the financial sector, increase long-term unemployment and exacerbate inequalities.
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Outlook for inflation remains subdued

Inflation development is expected to remain subdued, according to the latest EU forecast. The Commission expects an inflation of no more than 0.3 per cent for 2020, rising to 1.4 per cent
in the current year 2021. Compared to the autumn forecast, inflation expectations for the eurozone and the EU have thus been raised slightly for 2021, but remain low overall, with “The
delayed recovery [is] set to continue dampening aggregate demand pressures on prices,” the report states. Inflation thus remains well below the European Central Bank’s (ECB) medium-
term inflation target of 2.0 per cent.

Source for forecast percentages: EU commission
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