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Winter 2023 Economic Forecast: EU economy set to avoid recession, but
headwinds persist

Brussels, 13 February 2023

Almost one year after Russia launched its war of aggression against Ukraine, the EU economy
entered 2023 on a better footing than projected in autumn. The Winter interim Forecast lifts the
growth outlook for this year to 0.8% in the EU and 0.9% in the euro area. Both areas are now set to
narrowly avoid the technical recession that was anticipated for the turn of the year. The forecast also
slightly lowers the projections for inflation for both 2023 and 2024.

Outlook improves thanks to enhanced resilience

Following robust expansion in the first half of 2022, growth momentum abated in the third quarter,
although slightly less than expected. Despite exceptional adverse shocks, the EU economy avoided
the fourth-quarter contraction projected in the Autumn Forecast. The annual growth rate for 2022 is
now estimated at 3.5% in both the EU and the euro area.

Favourable developments since the Autumn Forecast have improved the growth outlook for this year.
Continued diversification of supply sources and a sharp drop in consumption have left gas storage
levels above the seasonal average of past years, and wholesale gas prices have fallen well below pre-
war levels. In addition, the EU labour market has continued to perform strongly, with the
unemployment rate remaining at its all-time low of 6.1% until the end of 2022. Confidence is
improving and January surveys suggest that economic activity is also set to avoid a contraction in
the first quarter of 2023.

Headwinds, however, remain strong. Consumers and businesses continue to face high energy costs
and core inflation (headline inflation excluding energy and unprocessed food) was still rising in
January, further eroding households' purchasing power. As inflationary pressures persist, monetary
tightening is set to continue, weighing on business activity and exerting a drag on investment.

The Winter interim Forecast's projected growth for 2023 of 0.8% in the EU and 0.9% in the euro area
is respectively 0.5 and 0.6 pps higher than in the Autumn Forecast. The growth rate for 2024
remains unchanged, at 1.6% and 1.5% for the EU and the euro area, respectively. By the end of the
forecast horizon, the volume of output is set to be almost 1 per cent above that projected in the
Autumn Forecast.

After peaking in 2022, inflation to ease over the forecast horizon

Three consecutive months of moderating headline inflation suggest that the peak is now behind us,
as anticipated in the Autumn Forecast. After reaching an all-time high of 10.6% in October, inflation
has decreased, with the January flash estimate down to 8.5% in the euro area. The decline was
driven mainly by falling energy inflation, while core inflation has not yet peaked.

The inflation forecast has been revised slightly downwards compared to autumn, mainly reflecting
developments in the energy market. Headline inflation is forecast to fall from 9.2% in 2022 to 6.4%
in 2023 and to 2.8% in 2024 in the EU. In the euro area, it is projected to decelerate from 8.4% in
2022 t0 5.6% in 2023 and to 2.5% in 2024.

Risks to the outlook are more balanced

While uncertainty surrounding the forecast remains high, risks to growth are broadly balanced.
Domestic demand could turn out higher than projected if the recent declines in wholesale gas prices
pass through to consumer prices more strongly and consumption proves more resilient. Nonetheless,
a potential reversal of that fall cannot be ruled out in the context of continued geopolitical tensions.
External demand could also turn out to be more robust following China's re-opening — which could,
however, fuel global inflation.

Risks to inflation remain largely linked to developments in energy markets, mirroring some of the
identified risks to growth. Especially in 2024, upside risks to inflation prevail, as price pressures may
turn out broader and more entrenched than expected if wage growth were to settle at above-average



rates for a sustained period.
Background

The Winter 2023 Economic Forecast provides an update of the Autumn 2022 Economic Forecast,
which was presented on 11 November 2022, focusing on GDP and inflation developments in all EU
Member States.

This forecast crucially hinges on the purely technical assumption that Russia's aggression of Ukraine
will not escalate but will continue throughout the forecast horizon. It is also underpinned by a set of
technical assumptions concerning exchange rates, interest rates and commodity prices with a cut-off
date of 27 January. For all other incoming data, including assumptions about government policies,
this forecast takes into consideration information up until and including 1 February.

The European Commission publishes two comprehensive forecasts (spring and autumn) and two
interim forecasts (winter and summer) each year. The interim forecasts cover annual and quarterly
GDP and inflation for the current and following year for all Member States, as well as EU and euro
area aggregates.

The European Commission's next forecast will be the Spring 2023 Economic Forecast, scheduled to
be published in May 2023.
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Full document: Winter 2023 Economic Forecast
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Quotes:

The EU economy beat expectations last year, with resilient growth in spite of the shockwaves from the Russian war of
aggression. And we have entered 2023 on a firmer footing than anticipated: the risks of recession and gas shortages have faded
and unemployment remains at a record low. Yet Europeans still face a difficult period ahead. Growth is still expected to slow
down on the back of powerful headwinds and inflation will relinquish its grip on purchasing power only gradually over the coming
quarters. Thanks to a united and comprehensive policy response, the EU has weathered the storms that have hit our economies
and societies since 2020. We must show the same resolve and ambition in tackling the challenges we face today.

Paolo Gentiloni, Commissioner for Economy - 13/02/2023

Europe’s economy is proving resilient in the face of current challenges. We were able to narrowly avoid a recession. We are
somewhat more optimistic about growth prospects and the projected decline in inflation this year. But we still face multiple
challenges, so this is no time for complacency - not least because Russia’s relentless war against Ukraine is still causing
uncertainty. We are determined to boost our industrial competitiveness to strengthen overall growth and resilience. Given all the
geopolitical shifts and risks, it is essential to maintain the EU’s position as a leading global economic player.

Valdis Dombrovskis, Executive Vice-President for an Economy that Works for People - 13/02/2023
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