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Conurissioner Henning ChrJ.stophersen today presented a revlslon of Ehe surrmrer
forecasts for 1993 and 199{ and first figures for 1995. The conventlonal assunption
of 'no pollcy change' applies, fuplylng that the forecast for 1995 is essentially an
extrapolation of, expected trends tn 1994. The main features are sumarized below.
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The outlook

In its main lines, the present short-tern growth outlook for 1993-94 is almost
identical to the one presented a few months ago. The sharp deterioraEion in
economic activity, which started in the second half of last year, has levelled off
since early summer. It thus appears that the trough of the present recession is
being reached or may have passed. llost economic indicators continue hovering around
historically low leve1s, suggesting sluggish economic activity in coming months. The
emergence of more solid rates of real Gross Domestic Product (GDP) growth L L/2
percent or more is tentatively anticipated for the second half of next year and
beyond.

OveraII, Corununity GDP is now expected to decline by about half a percent, in 1993,
followed by a moderately-paced recovery from next year onwards with growth rates of
about L L/4 percent and 2 percent in 199{ and 1995 respectively. If these growth
forecasts prove correct, output growth around tshe cyclical trough would be the
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weakest in Conununity history, clearly outstripping that experienced during t.he
previous downturns of the mid-1970s and the early 1980s. Both the recession and the
expected modest upswing are broadly based across Community rnember countries. Output
this year is expected to fal1, or at best to stay flat, in nine EC nenrber countries;
aI] nine are forecast to experience a modest turnaround in activity next year, with
grorth of GDP ranging between l/2 pnrcent and L L/2 percent. OnIy in Denmark,
rreland and the United Klngdom is GDP e:(p€cted to erpand at a rate close to
potential. Conversely, in lrlest Germany, e:rpectations are for stagnation, of output
in 1994, following a 2 l/4 percent faU thls year.

The anticipated glowness of the recovery In the Cormunity reflects the combined
influence of a nr.unber of growth-constraining factors. Firstly, despite successive,
gradual reduct,ions in interest rates in the Corununity over t,he last twelve months,
both nominal and real rateg remain high, especially relative to the dept,h of the
Present downturn. In addition, the yleld curve has remained inverted, suggesting
continued tight monetary conditions in the Conununit,y. Second1y, during the Last
couple of months, several member countries have implemented or announced sizeable
fiscal consolidatJ.on progsarn-c in order to rein in the observed deterioration in
their budgetary positions. While such efforts are reguired to bring these economies
back on a sustained, medium-term growth path, the demand-dampening impact of fiscal
retrenchnent risks outweighing the positive crowding-in effects in the short run.

This weakness in activity is being accompanied by unprecedented job losses and a
steady climb in the unemployment rate. Corununity-wide unemployment is likely to rise
throughout 1994 and may not peak before the middte of 1995 at about lL l/2
percentage of the civilian Labour force. The present increase in unemployment is
largely cyclical in nature, but structural elements - such as corporate
reatructuring and a shift from Labor to capital - are playing a role aIso. In this
context, it is noteworthy that the faII in employment is almost entirely
concentrated in manufacturing industry. Although in the services sector the overall
nurnber of jobs has thus far remained broadly unchanged, the growing number of job
l-osses in this sector is a worrying feature.

The recession is creating great difficulties in aII member countries for budgetary
policies. The present forecasts confirm a deterioration in general government net
borrowing to close to 6 l/2 percentage of GDP this year in the Cormrunity as a whole,
foLlowed by a modest improvement only over the next two years. This is the net
outcome of several, partially offsetting factors. Adverse cyclical influences and
discretionary fiscal-demand st,imuli in some member countries have been contributing
to a widening of budget deficits. on the other hand, falling interest rates and
fiscal consolidation efforts in other countries have curtailed the trend to some
extent.

OnIy modest progress is being made in reducing inflation, still averaging 3 l/4
percent in 1993, progressively edging down further lo 3 l/2 percent and 3 1/4
Percent on average in 1994 and 1995 respectively. This resistance of inflation is an
important factor behind the cautious, step-wise monetary easing. On the other hand,
the EC's current account is expected to show some moderate improvement, essentially
reflecting weak import demand, though remaining slightly in deficit in 1995.

o

collsvs
Text Box



-3-

Main risks and uncertainties

The Corunission services' forecast of a recovery are essentially rellant on: a
further easing of monetary conditions, a restoration of private sector confidence
and a rebound of exports, particularly intra-EC. A nurnber of major risks and
uncertainties continue to surround the timing and strengrth of the hoped-for
recovery, with the majority on the downside, particularly as regrards 1994.

-- The forecast recovery is essentially predicated on further falls in German
interest rates, followed by parallel movernents in the other ERM member countries.
However, inflation could prove to be more registant than e:<pected, particularly in
Germany, so that the assuoed monetary easing could occur later and to a lesser
extent. In addition, given lon rates of capacity utlllzation and rather poor demand
outlook, the business sector response to lower interest rateg could be weaker and
slower than anticipated.

-- e major uncertainty concerns the developnent of the household savings ratio. A
moderately declining ratio is implied in the forecasts basically reflecting a
gradual revival in consumer confidence. Increased fears about future income growth
resulting from high and rising unemployment combined with widespread moves towards
budget consol-idation, could keep consuner confidence at. its historically low level.
rn such a scenario, precautionary saving is likely to rise, thereby inhibiting a
modest upturn in private consunpLion. In addition, failure to make 'systemic'
improvements in the Comnunity (namely a successful irplementation of the Treaty on
European Union) and the world economy (particularly a completion of the Uruguay
Round before the end of this year) could lead to a further erosion of business
confidence.

-- Finally, despite some recent encouraging signs, growth prospects in West Germany
remain rather gloomy. The economy is dealing with severe structural problems, as it
tries to cope with the cost of unification and at the same time to make its
industrial base more competitive. These problems may reguire more time and effort to
be resolved than anticipated in the present forecasts. A worse-than-expected outturn
in Germany, would obviously adversely affect economic prospects for Germany's main
EC trading partners.

On the other hand, a stronger recovery cannot entirely be ruled out. It woufd
require a more aggressive loosening of monetary conditions, a relatively stronger US

do1lar against EC currencies, stronger improvements in EC competitiveness and more
dynamic growth in the Conrnunity's main trading partners. In addition, early and
significant progress in the implementation of the Maastricht Treaty together with
credible and determined macroeconomic and structural actions could generate a strong
rebound in private sector confidence, thereby entailing a faster-than-expected pick-
up in domestic demand in the Conununity.

Press Contacts: EIla Krucoff
TeL: (2021 852-9540

For the following tables:
The member states of the European Corununity are
Republic of Germany (D), Greece (GR), Spain (E),
(I), Luxembourg (L), Netherlands (NL), Portugal

llaeve O'Beirne
TeI: (2021 852-9549

Belgium (B),
France (F),
(P), and the

Denmark (DK), Federal
Ireland (IRL), Italy
United Kingdom (UK).
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AUTU}IN 1993 FORECASTS

MAIN ECONOMIC IND]CATORS 1991-1995
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