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After a strong first half of the year, the EU economy has now entered a much more challenging
phase. The shocks unleashed by Russia's war of aggression against Ukraine are denting global
demand and reinforcing global inflationary pressures. The EU is among the most exposed advanced
economies, due to its geographical proximity to the war and heavy reliance on gas imports from
Russia. The energy crisis is eroding households' purchasing power and weighing on production.
Economic sentiment has fallen markedly. As a result, although growth in 2022 is set to be better
than previously forecast, the outlook for 2023 is significantly weaker for growth and higher for
inflation compared to the European Commission's Summer interim Forecast.

Growth set to significantly contract at the turn of the year

Real GDP growth in the EU surprised on the upside in the first half of 2022, as consumers vigorously
resumed spending, particularly on services, following the easing of COVID-19 containment
measures. The expansion continued in the third quarter, though at a considerably weaker pace.

Amid elevated uncertainty, high energy price pressures, erosion of households' purchasing power, a
weaker external environment and tighter financing conditions are expected to tip the EU, the euro
area and most Member States into recession in the last quarter of the year. Still, the potent
momentum from 2021 and strong growth in the first half of the year are set to lift real GDP growth in
2022 as a whole to 3.3% in the EU (3.2% in the euro area) - well above the 2.7% projected in the
Summer Interim Forecast.

As inflation keeps cutting into households' disposable incomes, the contraction of economic activity
is set to continue in the first quarter of 2023. Growth is expected to return to Europe in spring, as
inflation gradually relaxes its grip on the economy. However, with powerful headwinds still holding
back demand, economic activity is set to be subdued, with GDP growth reaching 0.3% in 2023 as a
whole in both the EU and the euro area.

By 2024, economic growth is forecast to progressively regain traction, averaging 1.6% in the EU and
1.5% in the euro area.

Inflation yet to peak before gradually easing

Higher-than-expected inflation readings throughout the first ten months of 2022 and broadening
price pressures are expected to have moved the inflation peak to year-end and to have lifted the
yearly inflation rate projection to 9.3% in the EU and 8.5% in the euro area. Inflation is expected to
decline in 2023, but to remain high at 7.0% in the EU and 6.1% in the euro area, before moderating
in 2024 to 3.0% and 2.6% respectively.

Compared to the Summer Interim Forecast, this represents an upward revision of nearly one
percentage point for 2022 and more than two points in 2023. The revisions mostly reflect
significantly higher wholesale gas and electricity prices, which exert pressure on retail energy prices
as well as on most goods and services in the consumption basket.

Strongest labour market in decades to remain resilient

Despite the challenging environment, the labour market has continued performing strongly, with
employment and participation at their highest and unemployment at its lowest in decades. The
forceful economic expansion pulled a net additional two million people into employment in the first
half of 2022, raising the number of employed persons in the EU to an all-time high of 213.4 million.
The unemployment rate remained at a record-low of 6.0% in September.

Labour markets are expected to react to the slowing of economic activity with a lag, but to remain
resilient. Employment growth in the EU is forecast at 1.8% in 2022, before coming to a standstill in
2023 and moderately edging up to 0.4% in 2024.

Unemployment rates in the EU are projected at 6.2% in 2022, 6.5% in 2023, and 6.4% in 2024.

https://ec.europa.eu/commission/presscorner/detail/en/ip_22_4511


Low growth, high inflation and energy-support measures weigh on deficits

Strong nominal growth in the first three quarters of the year and the phasing out of pandemic-
related support have been driving a further reduction of government deficits in 2022, despite new
measures adopted to mitigate the impact of surging energy prices on households and firms. After
falling to 4.6% of GDP in 2021 (5.1% in the euro area), the deficit in the EU is forecast to decline
further to 3.4% of GDP this year (3.5% in the euro area).

In 2023, the aggregate government deficit is, however, set to slightly increase again (to 3.6% in the
EU and 3.7% in the euro area) as economic activity weakens, interest expenditure increases, and
governments extend or introduce new discretionary measures to mitigate the impact of high energy
prices. Their planned withdrawal in the course of 2023 and the resumption of growth should reduce
the pressure on public purses thereafter. As a result, the deficit is projected at 3.2% of GDP in the
EU and 3.3% in the euro area in 2024.

Over the forecast horizon, a further reduction in the debt-to-GDP ratio is projected in the EU, from
89.4% of GDP in 2021 to 84.1% of GDP in 2024 (and from 97.1% to 91.4% in the euro area).

Exceptional degree of uncertainty

The economic outlook remains surrounded by an exceptional degree of uncertainty as Russia's war of
aggression against Ukraine continues and the potential for further economic disruptions is far from
exhausted.

The largest threat comes from adverse developments on the gas market and the risk of shortages,
especially in the winter of 2023-24. Beyond gas supply, the EU remains directly and indirectly
exposed to further shocks to other commodity markets reverberating from geopolitical tensions.

Longer-lasting inflation and potential disorderly adjustments on global financial markets to the new
high interest rate environment also remain important risk factors. Both are amplified by the potential
for inconsistency between fiscal and monetary policy objectives.

Background

This forecast is based on a set of technical assumptions concerning exchange rates, interest rates
and commodity prices with a cut-off date of 31 October. For all other incoming data, including
assumptions about government policies, this forecast takes into consideration information up until,
and including, 27 October. Unless new policies are announced and specified in adequate detail, the
projections assume no policy changes.

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 Winter 2023 Economic Forecast will update GDP and inflation projections
and is expected to be presented in February 2023.
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Members of the college said:

This is a turning point for the EU economy as we deal with the spillovers of Russia’s unprovoked war against Ukraine and a
complex geopolitical environment: high energy prices fuelling inflation, people across Europe struggling with rising living costs, and
our companies losing competitiveness. Following relatively strong economic performance this year, the economic outlook for next
year has weakened and we expect only 0.3% growth of the EU economy next year. But a strong labour market coupled with
reforms and investments in the Recovery and Resilience Facility should help to support the economy. Our focus now is to support
the most vulnerable with targeted measures, align fiscal and monetary policies to tackle inflation, and secure our future energy
supplies as fast as possible.

https://economy-finance.ec.europa.eu/economic-forecast-and-surveys/economic-forecasts/autumn-2022-economic-forecast-eu-economy-turning-point_en
https://twitter.com/VDombrovskis?ref_src=twsrc%255Egoogle%257Ctwcamp%255Eserp%257Ctwgr%255Eauthor
https://twitter.com/PaoloGentiloni
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We are approaching the end of a year in which Russia has cast the dark shadow of war across our continent once again. The EU
economy has shown great resilience to the shockwaves this has caused – thanks in no small part to the strong policy decisions
taken since the start of the pandemic, in a spirit of unity and solidarity. Yet soaring energy prices and rampant inflation are now
taking their toll and we face a very challenging period both socially and economically. Today’s forecast is subject to multiple risks
and uncertainties, but of one thing I am sure: if we as Europeans can remain united, we can successfully navigate these
difficulties and emerge stronger on the other side.
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