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ECONOMY STILL SLOWING 
Growth prospects for the Austrian 
economy have deteriorated since the end 
of 2011, mainly due to slowing eurozone 
demand, and thus real GDP growth 
forecast has been revised downwards to 

0.6%. Resistant consumers and healthy public finances, as well as 
stable unemployment, although all exposed to downward risks in 
2012, imply that the economy is unlikely to slide into recession 
this year. 

WEAKER FOREIGN TRADE 
Exports fell by 0.5% q/q in Q4 and growth of exports volume is 
anticipated to stand at 1.2% in 2012, while net exports should 
contribute just 0.3% to GDP, in line with below 1% figures seen 
in 2011 and 2010. Demand for Austria’s exports from its key 
trading partners is estimated to grow by 1.2% in 2012, compared 
to 6.3% in 2011. 

SUPRISINGLY FAR-REACHING AUSTERITY 
Despite Austria’s relatively strong public finances, February saw 
the government introducing fiscal tightening equal €26.5bn (1.6% 
of GDP a year) in 2012-2016. Such far-reaching austerity is 
believed to have been triggered by the recent S&P’s downgrade 
of the country’s sovereign debt to AA+. A weak reaction to this 
move from the markets, as bond yields stayed at similar levels 
after an initial blip, did not stop the government from 
implementing the programme. New austerity measures are 
believed to aim at gaining the financial markets’ favour and 
comprise freezing public servants pay in 2013, lowering pension 
adjustment rates, reductions in subsidies, cuts in regional budgets, 
downsizing of large-scale government investment projects, a 
health system reform and a new capital gains tax on real estate.  

RESISTANT CONSUMPTION 
The historically resistant Austrian consumer is likely to offset 
slower exports in 2012. Consumer spending is forecast to reach 
0.8% in 2012, although there are some downside risks from fiscal 
austerity and deteriorating labour market, with unemployment 
expected to reach 4.5% in 2012. 

OUTLOOK 
The economy is expected to grow due to its strong fundamentals 
and resistant consumption. There are risks on the downside, such 
as possible oil prices hikes or deteriorating credit conditions in 
the eurozone if the sovereign debt crisis escalates. However, the 
government has leeway for limiting its newly introduced austerity 
measures should growth slow further, as budget deficit is 
estimated to already be below 3% of GDP and public debt – at 
around 74% of GDP. 

MARKET OUTLOOK 

GDP: Slower growth but recession should be 
avoided in 2012. 

 

Inflation: To stay broadly unchanged.  

Interest rate: ECB to keep the repo rate on hold.  

Employment: Upside risks to unemployment due to new 
austerity measures. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -3.6 2.4 3.0 0.6 1.5 

Consumer spending -0.2 1.7 0.8 0.8 1.2 

Industrial production -11.2 6.8 7.3 1.4 3.3 

Investment -7.4 0.0 5.2 0.9 2.2 

Unemployment rate (%) 4.8 4.4 4.1 4.5 4.6 

Inflation 0.5 1.8 3.3 2.1 1.9 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 3.9 3.2 3.3 3.8 3.7 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 8.4 million (2010) 

GDP US$419.3 billion (2011) 

Public sector balance -3.75% of GDP (2011) 

Parliament Coalition between the Social 
Democratic Party (SPÖ) and Austrian 
People’s Party (ÖVP) 

President Heinz Fischer 

Federal Chancellor Werner Faymann 

Election dates September 2013 (Legislative) 
 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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SLOWDOWN CONTINUES 
Belgium’s robust growth ground to a halt 
in mid-2011 and the slowdown continued 
into 2012. Exports have been hit most 
severely, due to deteriorating external 
demand, and are expected to shrink 

further in 2012. This will impact on investment and hiring and 
thus on consumer spending. The latter has stagnated and is 
expected to fall in H1, followed by a modest recovery in H2. The 
economy is likely to endure stagnation in 2012, but a marked 
decline is unlikely. 

CONSUMERS UNDER ATTACK  
Consumer spending has been curtailed by rising unemployment 
affected by subdued investment, soft demand and fiscal tightening. 
Private consumption is thus expected to grow by 0.3% in 2012.  

AUSTERITY  
The austerity budget approved at the end of 2011 was a positive 
signal to the markets and so was the additional €1.8bn of fiscal 
tightening announced by the government in March, in response to 
a deteriorating growth outlook. However, the fiscal squeeze is 
being realised by introducing taxes, rather than cutting spending, 
with this being easier to agree on within Belgium’s new six-party 
coalition. As taxes and labour costs are already one of the highest 
in the EU, such approach may not be the most optimal of all. On 
top of that, public debate should probably shift from fiscal 
tightening to promoting growth and competitiveness, in a 
balanced budget environment. Labour reforms, e.g. 
decentralisation of wage bargaining or de-indexation of wages 
from prices, are becoming particularly pressing, as firms will need 
an incentive to continue hiring. Such changes would boost growth 
and consequently help close the gap in public finances and reduce 
debt interest costs (as % of GDP). On a positive note, the new 
budget included raising effective retirement age to 62 by 2016.  

INVESTMENT FALLING  
Cooling demand, the uncertainty over the eurozone sovereign 
debt crisis and squeezed credit are resulting in falls in investment 
(-1.5% in 2012).  

OUTLOOK 
After an expected stagnation in 2012, the Belgian economy is 
likely to grow at 1.3% in 2013. Weak recovery (in comparison 
with recent robust growth) is anticipated as the banking sector is 
likely to take a long time to restore its capacity to lend to 
businesses, while fiscal consolidation will continue. However, the 
highly open Belgian economy (ranked the most globalised in the 
world in the recent KOF globalisation index) should benefit from 
a pick-up in the eurozone demand in mid-2012. 

MARKET OUTLOOK 

GDP: Stagnation in 2012.  

Inflation: Inflation to ease slightly throughout the year.  

Interest rate: ECB repo rates to stay on hold.  

Employment: Unemployment to rise slightly.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.7 2.3 1.9 0.0 1.3 

Consumer spending 0.8 2.3 0.8 0.3 1.7 

Industrial production -11.9 8.4 4.2 1.2 3.8 

Investment -8.1 -0.9 5.2 -1.5 2.9 

Unemployment rate (%) 7.9 8.3 7.2 7.5 7.9 

Inflation -0.1 2.2 3.5 2.2 2.0 

US$/€ (average) 1.39 1.33 1.39 1.33 1.33 

US$/€ (end-period) 1.44 1.34 1.29 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 3.9 3.5 4.2 4.7 5.2 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.95 million (2011) 

GDP US$514.2 billion (2011) 

Public sector balance -4.9% of GDP (2010) 

Parliament 

A six-party coalition government made 
up of Flemish and Walloon Socialists, 
Liberals and Christian Democrats 

Head of State King Albert II 

Prime Minister Elio Di Rupo 

Election dates 2014 (Legislative) 
 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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SLOWER GROWTH 
Growth at the end of 2011 and at the 
beginning of 2012 has been slow due to 
the same reasons as in much of CEE - 
deteriorating outlook for external demand 
in the country’s key markets and 

weakening domestic demand. However, unlike many other 
countries in the region, Bulgaria is expected to grow in 2012. 

CONSUMER SPENDING WEAKER 
Consumer spending has been slowing mainly due to economic 
uncertainty in the eurozone and worsening credit conditions, 
causing households to deleverage; however, it is set to recover in 
2012 and 2013. There is a positive effect of surprisingly muted 
inflationary pressures, with CPI falling from 2.6% in November to 
2% in December. The main downside risks to this forecast are a 
possible rise in oil prices and exacerbation of credit supply in the 
eurozone if the worst scenario about the impact of the Greek 
haircut becomes real. The latter would cause withdrawals of 
funds by Western banks, with Greek banks holding 30% of the 
country’s assets. 

STRONG FISCAL POSITION 
The government’s deficit target of 2.5% in 2011 has been 
overshot by 0.4%, which is one of the reasons for low yields on 
government bonds in the recent time. In addition, the 
government debt is still the lowest in the EU at 16% and its 
servicing has become cheaper. Despite these successes, the 2012 
target of 1.3% is widely seen as overly optimistic.  

EXTERNAL ENVIRONMENT 
Bulgaria’s economic exposure to the eurozone means that 
demand in its key markets is set to stagnate in 2012, with the first 
falls in two years seen in January (-14% m/m, -10.2% y/y). It is 
particularly worrying that despite efforts to diversify the 
country’s export markets geographically, the highly vulnerable 
Greece is still the main EU destination for Bulgaria’s exports 
(with relatively healthy Turkey being the largest trading partner 
outside of the pact). In addition, despite still being an attractive 
investment location, thanks to low wages and a competitive 
corporate tax (10%), the country is attracting substantially less 
investment than it did at the peak in 2007. FDI in 2012 is 
estimated at €1.8bn, thus roughly seven times lower than in 2007.  

OUTLOOK 
GDP growth for 2012 is now forecast at 1.4%, lower than at the 
end of 2011, as the impact of the eurozone crisis is larger than 
initially estimated.  

MARKET OUTLOOK 

GDP: Growth in 2012 slower but positive.  

Inflation: Stable with upside risks.  

Interest rate: Interest rates will remain stable.  

Employment: Unemployment to remain elevated at around 
10.5%. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -5.6 0.3 2.1 1.4 2.6 

Consumer spending -7.2 -0.2 0.6 1.3 2.4 

Industrial production -17.9 1.8 5.9 3.1 4.7 

Investment -15.2 -19.9 -7.9 2.1 4.1 

Unemployment rate (%) 7.6 9.5 9.6 10.5 9.7 

Inflation 2.8 2.4 4.2 3.0 3.2 

Lev/€ (average) 1.96 1.96 1.96 1.96 1.96 

Lev/US$ (average) 1.41 1.48 1.41 1.52 1.50 

Money market rate (%) 2.0 0.2 0.2 0.4 1.5 

Interest rates 10-year (%) 7.2 6.0 5.4 5.5 6.0 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 7.5 million (2010) 

GDP US$ 54.2 billion (2011) 

Public sector balance -2.1% of GDP (2011) 

Parliament GERB 

President Rosen Plevneliev 

Prime Minister Boyko Borisov 

Election dates July 2013 (Parliamentary) 
2016 (Presidential) 

 

ECONOMIC ACTIVITY 
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OUTLINE 
Czech Republic is likely to be heading 
towards stagnation in 2012, following 
negative growth in the last two quarters of 
2011. The economy is facing faltering 
demand from the eurozone in H1and fiscal 

tightening internally. However, an unstable ruling coalition makes 
far-reaching structural reforms unlikely, while steady access to 
domestic funding and relatively low public debt levels make 
strong tightening difficult to justify. 

FALLING EXPORTS 
Output has stagnated as export-orientated Czech Republic is 
facing muted demand from abroad. For example, the country's 
flagship industry – car manufacturing – was confronted by car 
registration in Europe falling by 12.9% y/y in January. On a 
positive note, confidence in Germany, the country’s main trading 
market, has been surprisingly strong since the start of the year. 

TROUBLESOME INFLATION 
Inflation is still persistently high, as is the case in the rest of CEE. 
With regional currencies seeing appreciation at the end of 2011, 
the most important factor behind higher consumer prices are 
increased global prices of energy. In the case of Czech Republic, a 
hike in the lower rate of VAT from 10% to 14% has been an 
additional temporary factor increasing inflation. In recognition of 
these facts and given record low consumer confidence, the Czech 
National Bank kept interest rates unchanged for the 22nd 
consecutive month in March.  

SUBDUED CONSUMPTION 
Record low consumer confidence is a result of rising 
unemployment, fiscal tightening and stricter lending conditions, 
with consumer credit to households down by 1.5% y/y in January. 
Moreover, high inflation is eroding households’ real incomes. 

OUTLOOK 
2012 is bound to see a fall in consumer spending (estimated at 
0.8%), driven by low confidence on the back of high inflation, 
rising unemployment and fiscal tightening. The Czech economy 
will continue to be affected by a slowdown in the eurozone in the 
first half of the year. However, with business confidence 
returning to the EU and with signals of improved sentiment in 
Germany, Czech Republic's main train partner, we can expect a 
brighter second half of the year. 

 

 

MARKET OUTLOOK 

GDP: GDP to stagnate in 2012.  

Inflation: Anticipated to continue rising in the first half 
of 2012. 

 

Interest rate: To remain unchanged at 0.75%.  

Employment: Unemployment expected to continue rising 
throughout the year. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.5 2.6 1.6 0.1 1.9 

Consumer spending -0.3 0.5 -0.4 -0.6 1.1 

Industrial production -13.6 10.3 6.9 1.3 4.7 

Investment -11.4 0.0 -0.8 -0.6 1.9 

Unemployment rate (%) 8.1 9.0 8.5 8.6 8.4 

Inflation 1.0 1.5 1.9 3.2 1.9 

Koruna/€ (average) 26.45 25.29 24.59 25.85 26.65 

Koruna/US$ (average) 19.06 19.10 17.70 20.13 20.47 

Interest rates: 3-month (%) 2.2 1.3 1.2 1.2 1.2 

Interest rates 10-year (%) 4.7 3.7 3.5 3.4 3.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.5 million ( 2010) 

GDP US$ 216.4  billion (2011) 

Public sector balance -3.73% of GDP (2011) 

Parliament Civic Democratic Party and TOP 09 
coalition  

President Mr. Václav Klaus 

Prime Minister Mr. Petr Nečas 

Election dates October 2012 (Senate) 
February 2013 (Presidential) 
May/June 2014 (Chamber of Deputies) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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SLOWER GROWTH 
Danish economy is forecast to grow by 
0.7% in 2012 as most domestic and 
external indicators remained broadly 
unchanged in Q4 2011 and at the start of 
2012. Risks from the eurozone persist and 

may weigh on growth in Denmark, with the March bailout to 
Greece being a step in the right direction, but believed to bring a 
delay, rather than termination of a threat of a financial crisis in 
the region.  

CONSUMERS SUBDUED 
Although consumer spending increased sharply in Q4, this is 
likely to be merely a correction after sharp falls earlier in 2011. 
Consumption is expected to slow in H1 2012 due to falling real 
wages and despite stable inflation, with the latter affected by two 
counterbalancing factors – increasing oil prices and weak demand. 
Consumption is being additionally affected by falling house prices, 
which result in many households holding negative equity on their 
assets, on top of already high private debt burden. This may 
trigger far-reaching deleveraging by households, putting further 
pressure on consumer spending. Meanwhile, stable 
unemployment rates provide a degree of support to consumer 
spending. Moreover, with the recent survey by the National 
Bureau of Economic Research concluding that the Danes are the 
happiest nation in the world, consumer confidence may surprise 
on the upside, despite what is suggested by traditional economic 
indicators. 

STIMULUS POSSIBLE 
Given Denmark’s relatively healthy public finances and the fact 
that it is led by a new socialist government, public sector fiscal 
stimulus in 2012 is a likely prospect. Indeed, DMO (Debt 
Management Office), part of the central bank, has taken 
advantage of the recent low yields on Danish sovereign debt and 
issued additional bonds in February, which were originally 
scheduled for 2013. However, structural reforms, especially to 
the early retirement system, are possible this year, despite fierce 
resistance from the opposition parties and a lack of public 
backing.  

OUTLOOK 
Denmark’s economic growth will be subdued in 2012, but 
recession is unlikely, unless the situation in the eurozone follows 
one of the most pessimistic scenarios. Subdued consumption and 
stagnant investment will be aided by exports, which should start 
recovering in H2, as well as by a possible fiscal stimulus. 

 

MARKET OUTLOOK 

GDP: Slower but positive growth in 2012.  

Inflation: Inflation to ease slightly throughout the year.  

Interest rate: Interest rates to remain unchanged, in line 
with the ECB policy which the central bank 
tends to follow. 

 

Employment: Stable.   

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.9 1.3 1.1 0.7 1.3 

Consumer spending -4.2 1.9 -0.2 1.2 1.3 

Manufacturing production -14.8 1.6 2.1 0.3 2.5 

Investment -13.4 -3.7 0.3 1.7 2.3 

Unemployment rate (%) 4.9 6.2 6.1 6.3 6.4 

Inflation 1.3 2.3 2.8 2.1 1.9 

Dkr/€ (average) 7.45 7.45 7.45 7.45 7.45 

Dkr/ US$ (average) 5.36 5.62 5.36 5.80 5.72 

Interest rates: 3-month (%) 2.5 1.2 1.4 0.9 0.9 

Interest rates 10-year (%) 3.6 3.0 2.7 2.2 2.9 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 5.6 million (2010) 

GDP US$ 334 billion (2011) 

Public sector balance -3.4% of GDP (2011) 

Parliament 
Liberal Party, Social Democrats  and 
Socialist People’s Party coalition 

Head of State Queen Margrethe II 

Prime Minister Helle Thorning-Schmidt 

Election dates September 2015 (Parliamentary) 
 

ECONOMIC ACTIVITY 
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GROWTH SLOWING 
After strong growth of 1.1% q/q, decline of 
exports caused GDP to slow on a 
quarterly basis to just 0.1% in Q4. The 
main driver of growth in H1 2011 – strong 
domestic demand – has been fading and is 

forecast to slow to 0.4% in 2012, thus no longer able to offset 
deteriorating exports to the same extent as last year. However, 
recession will most certainly be avoided thanks to Finland’s stable 
financial system and a healthy fiscal position.  

EXPORTS FALLING SHARPLY 
Exports contracted by 0.7% q/q in Q4 and are expected to be 
subdued in 2012 due to weak external demand from the 
eurozone, Finland’s main trading partner. In 2011 Finland saw the 
largest decline in exports (-0.8%) of all the eurozone countries, 
although this was partly due to base effects, i.e. an exceptionally 
strong exports performance in 2010.  

CONSUMPTION  
Consumption growth is expected to slow in 2012 to 0.4% as 
consumer confidence has started deteriorating and thus far 
impressively low unemployment is forecast to edge to 8% in Q3 
2012, after a January 2012 low of 7.5%. There is still a risk of 
rising inflation, as a slowdown in the economy may be 
counterbalanced by rising oil prices. 

INVESTMENT SHRINKING 
Investment is forecast to decline in 2012 by 1.5% due tighter 
financing conditions and uncertainty surrounding the eurozone 
crisis, resulting in many projects being cancelled or delayed. 

OUTLOOK  
Although the Finnish government and indeed the new 
conservative president are committed to austerity, the country’s 
healthy public accounts offer some room for a fiscal stimulus, if 
required. The budget deficit is currently expected to fall to 1.7% 
of GDP in 2012 (2011: 2%) and public debt – to 48% of GDP. 
This is based on a growth forecast of 0.6% in 2012, which takes 
into account an impending stagnation in exports, falls in 
investment and subdued consumption. 

 

 

 

 

 

MARKET OUTLOOK 

GDP: Slower but positive growth in 2012.  

Inflation: Sticky but expected to ease slightly this year.   

Interest rate: ECB to keep the repo rate at 1%.  

Employment: Unemployment to rise slightly to 8%.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -8.4 3.7 2.9 0.3 1.4 

Consumer spending -2.7 3.0 3.3 0.4 1.3 

Industrial production -18.1 4.7 1.6 -1.0 1.9 

Investment -13.3 2.6 4.6 -1.5 1.8 

Unemployment rate (%) 8.2 8.4 7.8 8.1 7.7 

Inflation 0.0 1.2 3.4 2.6 2.2 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 3.7 3.0 3.0 2.8 3.2 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 5.37 million (2010) 

GDP US$266.5 billion (2011) 

Public sector balance -2.1% of GDP (2011) 

Parliament Six-party governing coalition 

President Sauli Niinistö 

Prime Minister Jyrki Katainen 

Election dates April 2015 (Legislative) 
January 2018 (Presidential) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
 

-5.0

-2.5

0.0

2.5

5.0

-10.0

-5.0

0.0

5.0

10.0

2001 2003 2005 2007 2009 2011F 2013 F

GDP GROWTH (annual %) - left
INFLATION (annual %) - right

FINLAND 

 
 

 

 
 

 

 

 

ECONOMIC SNAPSHOT 
 

  
 

MARKETBEAT 
 

A Cushman & Wakefield Research Publication 

 

Q1 2012 
 

mailto:unsubscribe@eur.cushwake.com


 

 

Cushman & Wakefield LLP 
43-45 Portman Square 
London W1A 3BG 
www.cushmanwakefield.com/knowledge 

This report has been produced by Cushman & Wakefield LLP or use by those with an interest in commercial property solely for information purposes. It is 
not intended to be a complete description of the markets or developments to which it refers. The report uses information obtained from public sources 
which Cushman & Wakefield LLP believe to be reliable, but we have not verified such information and cannot guarantee that it is accurate and complete. The 
report also refers to these economic sources: Consensus Economics Inc.; The Economist; Reuters; Capital Economics; Oxford Economics Ltd; Centre for 
Business & Economic Research. No warranty or representation, express or implied, is made as to the accuracy or completeness of any of the information 
contained herein and Cushman & Wakefield LLP shall not be liable to any reader of this report or any third party in any way whatsoever. All expressions of 
opinion are subject to change. Our prior written consent is required before this report can be reproduced in whole or in part. Should you not wish to 
receive information from Cushman & Wakefield LLP or any related company, please email unsubscribe@eur.cushwake.com with your details in the body of 
your email as they appear on this communication and head it “Unsubscribe”. ©2012 Cushman & Wakefield LLP. All rights reserved. 

GROWTH IN Q4 
France was one of the few eurozone 
economies to expand on a quarterly basis 
in Q4 2011. Growth was driven by 
exports, which are expected to decelerate 
due to weakening demand from the 

eurozone, but not as severely as anticipated at the end of the 
year. In addition, business and investment activity are likely to be 
suppressed in H1 due to the markets’ cautiousness in the run up 
to the presidential election. 

HOUSEHOLDS UNDER PRESSURE 
Households remain under the pressure of rising unemployment 
and inflation being stickier than expected. In addition, availability 
of credit is still low, as the ECB’s long term loan program is yet 
to translate into higher borrowing to households. Most probably, 
availability of credit will remain tight as banks use new funds to 
shore up their balance sheets. The election may result in either 
tax rises if Hollande were to win or fiscal consolidation, were it 
Sarkozy to be successful. Both candidates will have to make 
decisions addressing the increasingly unrealistic 3% budget deficit 
target in 2012, which will be either neutral or have a negative 
impact on consumer spending. 

ANTI-BUSINESS ELECTION PLEDGES 
It is difficult to assess what turn policy will take after the 
presidential election as Mr Holland and Mr Sarkozy received 
similar support in the first round of voting. Populist pledges by Mr 
Hollande, such as a 75% top income tax and a hike in corporate 
tax for banks are expected to be ditched after the election as the 
socialist candidate is likely to swing back to the middle in the 
second round and indeed during his time in office. However, such 
U-turn is not guaranteed, which leaves businesses and markets 
cautious, given common perception that the country needs to 
improve its competitiveness. In some analysts’ opinion a success 
of the socialist candidate may therefore result in further credit 
rating downgrades and thus in marked increases in French 
sovereign bond yields. Sarkozy on the other hand appears 
determined to reduce France’s public debt and create a more 
sustainable state funding, but even if he wins the election, his 
policies are expected to face strong resistance. 

OUTLOOK 
We expect stagnation of the French economy in 2012, as a 
contraction at the start of the year will merely be offset by a 
modest pick-up in Q3 and Q4. Most economic indicators will be 
sluggish in H1, while inflation may remain elevated, weighing on 
consumers’ purchasing power.  

MARKET OUTLOOK 

GDP: Stagnant growth in 2012.  

Inflation: Sticky but expected to ease slightly in 2012.  

Interest rate: ECB to keep the repo rate at 1%.  

Employment: Unemployment to rise in H1 and to ease in 
H2. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.6 1.4 1.7 0.2 0.9 

Consumer spending 0.2 1.4 0.3 0.2 0.9 

Industrial production -12.7 4.7 2.4 -0.8 1.4 

Business investment -8.8 -1.4 2.9 0.6 2.5 

Unemployment rate (%) 9.1 9.3 9.3 9.7 9.8 

Inflation 0.1 1.5 2.1 2.0 1.8 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.0 1.0 

Interest rates 10-year (%) 3.6 3.1 3.3 3.1 3.3 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population (Metropolitan France) 64.9 million (2010) 

GDP US$ 2,777.9 bn (2011) 

Public sector balance -5.7% of GDP (2011) 

Parliament Centre-right coalition led by UMP 

President Nicolas Sarkozy 

Prime Minister François Fillon 

Election dates 22nd April and 6th May 2012 
(Presidential) 
June 2012 (Legislative) 

 

ECONOMIC ACTIVITY 
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IMPROVED CONFIDENCE 
Germany’s business, investor and 
consumer surveys from the first three 
months of 2012 have been surprisingly 
positive and indicate that the country may 
avoid contraction in 2012. The headline 

economic sentiment indicator rose from 5.4% to 22.3% in March, 
while February Ifo business confidence indicator also recorded 
growth. 

STRONGER PERFORMANCE IN SPRING 
Germany has yet again proved to be a European outlier as 
despite mixed sentiment the economy is experiencing a moderate 
upswing. Domestic demand appears to be healthy, with further 
gains expected from construction and private consumption. At 
the same time foreign demand remains sluggish, but is expected 
to start improving in H2. The already tight labour market has 
improved further and there are in fact signs that Germany may 
already be suffering from a shortage of highly skilled workers. 
These developments are likely to bring acceleration of wage 
growth to a level above inflation, but below the official demands 
put forward by the trade unions. Wage increases, coupled with 
high energy prices, are likely to create some upside inflationary 
pressure this year. In addition, German consumers remain 
somewhat cautious in the light of the debt and confidence crisis 
in the eurozone. Private consumption growth is expected to 
stand at 1.2% in 2012. 

EXPORTS 
Export growth is expected to slow in 2012 due to faltering 
demand in Germany’s main trading partners, such as France, Italy 
and the Netherlands, which is unlikely to be offset by recovering 
demand in the US and UK. Growth of exports will thus rely on 
non-eurozone export orders, which have indeed been growing 
and reached the 2008 pre-crisis levels in the second half of 2011, 
while at the same time eurozone orders were at 78% of 2008 
levels. Germany’s leading economic institutes forecast export 
growth to reach around 3% in 2012 (2011: 8.4%).  

OUTLOOK  
The German economy is forecast to expand by 1% in 2012, 
outpacing a majority of its peers in the eurozone, but slowing 
considerably in comparison with the 2011 growth of 3.1%. March 
and April Ifo and ZEW surveys point to a marked improvement 
in the outlook for H2, while the assessment of current conditions 
fell slightly.  

  

 

MARKET OUTLOOK 

GDP: Growth will slow down but remain in positive 
territory in 2012. 

 

Inflation: Inflation is expected to moderate.  

Interest rate: ECB to hold interest rates on hold.  

Employment: Labour market to continue improving.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.1 3.6 3.1 1.0 1.5 

Consumer spending 0.0 0.6 1.4 1.2 1.1 

Industrial production -15.5 10.0 8.0 0.5 2.6 

Investment -11.4 5.2 6.6 1.9 4.0 

Unemployment rate (%) 8.1 7.7 7.1 6.8 6.7 

Inflation 0.3 1.2 2.3 1.9 1.8 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 0.9 0.9 

Interest rates 10-year (%) 3.3 2.8 2.7 2.1 2.5 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 83 million (2010) 

GDP US$ 3,573 billion (2011) 

Public sector balance -0.96 % of GDP (2011) 

Parliament Coalition between CDU/CSU and FDP 

President Joachim Gauck 

Chancellor Angela Merkel 

Election dates October 2013 (Legislative) 
2015 (Presidential) 

 

ECONOMIC ACTIVITY 
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FURTHER FALLS 
GDP fell by 6.8% in 2011, marking a fourth 
consecutive year of decline. Conditions 
deteriorated towards the end of the year, 
with GDP falling by 7.5% in Q4. 2012 is 
likely to see a contraction similar to the 

one in 2011 as profound weaknesses within the Greek economy 
persist and adverse external environment is likely to continue at 
least until mid-2012. 

FIRST DEBT SWAP ACCOMPLISHED 
The first private sector debt swap was agreed on in March, with 
most holders of Greek bonds accepting or forced to accept 
discounted yields, a move possible thanks to ‘collective action 
clauses’ put retrospectively into bondholders’ contracts. The deal 
paved the way for another €130bn of financing from the IMF, 
which will however be accompanied by requirements of further 
austerity. Austerity totalling 5.5% of GDP will be required in 
2013-2014 in order to close the gap in the budget. 

WORRIES REMAIN 
Despite reaching an agreement with bondholders, the 
government still suffers from unsustainable bond yields and 
persistently high public debt, with the latter likely to rise in the 
short term due to the ongoing slowdown, causing government 
revenues to fall. Public debt is not expected to return to 
sustainable levels until 2020, when it is estimated to reach 120% 
of GDP. Austerity measures and rising unemployment as well as a 
negative outlook for the eurozone and thus for Greek exports 
are leading to exacerbation of the country’s fiscal stance. Taking 
the economy back on the growth path will require successful 
structural reforms tackling the labour market inefficiencies as well 
as low tax receipts. 

OUTLOOK 
A further contraction of a similar magnitude as in 2011 is now 
expected this year as consumer spending remains affected by high 
unemployment, falling wages and uncertainty, while investment is 
subdued due to low domestic and external demand. In addition, 
net exports are unlikely to pick up until mid-2012, with an 
impending recovery in the rest of the eurozone. The Greek 
economy will continue to struggle as all components of growth 
are expected to fall, which will not be accompanied by a marked 
improvement in fiscal accounts in the short or medium term. Due 
to these developments, there is a renewed risk of social unrest, 
putting continuity of the austerity programme in its current shape 
at risk. The upcoming May parliamentary election adds to this 
uncertainty.  

MARKET OUTLOOK 

GDP: Contraction of a similar magnitude as in 2011 
expected this year. 

 

Inflation: Inflation to fall substantially throughout 2012.   

Interest rate: ECB anticipated to hold interest rates on hold.  

Employment: Unemployment will continue rising.  

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -2.3 -4.4 -6.8 -5.6 -1.1 

Consumer spending -1.8 -4.6 -6.8 -6.1 -2.9 

Industrial production -9.4 -5.9 -8.4 -1.7 -3.2 

Investment -11.2 -16.5 -20.8 -6.5 -2.4 

Unemployment rate (%) 9.4 12.5 17.0 21.5 22.9 

Inflation 1.2 4.7 3.3 1.3 0.7 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 5.2 9.2 19.0 37.0 37.0 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 11.3 million (2010) 

GDP US$ 303.1 billion (2011) 

Public sector balance -10.0% of GDP (2011) 

Parliament Pasok 

President Karolos Papoulias 

Prime Minister Lucas Papademos 

Election dates May 6th 2012 (Parliamentary) 
2015 (Presidential)  

 

ECONOMIC ACTIVITY 
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DIFFICULT YEAR AHEAD 
Q4 figures surprised positively with 
growth at 0.3% q/q, bringing the figure for 
H2 to 1.5% y/y. Industrial production and 
higher than expected consumption were 
the main drivers of recovery. After decent 

growth in 2011, Hungary is facing a year riddled with 
uncertainties. With the government not inclined to compromise 
on its contentious laws on judicial and central bank independence 
as well as on media oversight, negotiations on the much needed 
IMF assistance are likely to be protracted. The ruling Fidesz party 
will probably be forced by the markets to accept the conditions 
imposed by the EU and the IMF, albeit probably not until it runs 
out of liquidity and finds itself at the brink of a financial crisis, thus 
no sooner than at the end of Q2. 

OBSTRUCTIVE GOVERNMENT 
Controversial regulations pushed through parliament by 
Hungary’s populist government have forced IMF to impose strict 
lending conditions before granting a requested €20bn standby 
loan. At the same time the EU withdrew €495mn of Hungary’s 
cohesion funds, having failed to press Fidesz to withdraw the 
legislation that creates a corrupted, overly centralised system 
controlled by powerful interest groups, as described in a March 
report by Transparency International. These developments not 
only put Hungary’s public finances at risk, but also jeopardise the 
country’s reputation within the financial markets, causing a threat 
of sky rocketing bond yields and thus increased servicing of public 
debt (currently at 83% of GDP). In addition, Mr Orban’s recent 
message about Hungary refusing to become a Western European 
colony is unlikely to attract the much needed FDI. Given that 
there is no effective opposition to Fidesz, the prospect of 
restoring the country’s image looks bleak.  

CONSUMPTION – RARE PIECE OF GOOD NEWS 
Q3 saw consumption resisting a slide into recession. However, 
Q4 reflected consumers’ struggle with rising unemployment, 
uncertainty and depreciating forint, pushing up (widespread) 
foreign currency denominated mortgage repayments. H1 2012 is 
bound to exacerbate the outlook for consumers further. 

OUTLOOK 
Hungarian GDP is forecast to contract in 2012, with recession 
expected in H1 and a pick-up in H2.  

 

 

MARKET OUTLOOK 

GDP: Mild contraction in 2012.  

Inflation: To remain high due to elevated oil prices, with 
a possible moderation at the end of the year. 

 

Interest rate: Cuts unlikely before the end of the year.  

Employment: Employment is expected to remain stable.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -6.7 1.3 1.8 -0.4 1.5 

Consumer spending -6.2 -2.2 0.0 -1.7 0.5 

Industrial production -17.7 10.3 5.6 2.8 5.1 

Investment -11.0 -9.7 -6.8 -2.6 -1.7 

Unemployment rate (%) 10.0 11.2 11.0 11.1 10.5 

Inflation 4.5 4.9 3.8 5.3 3.2 

HUF/€ (average) 280.6 275.3 279.3 296.2 278.4 

HUF/US$ (average) 202.3 207.9 201.1 230.5 213.8 

Money market rate (%) 8.6 5.5 6.2 7.0 6.5 

Interest rates 10-year (%) 9.4 7.3 7.8 8.3 7.7 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.0 million (2010) 

GDP US$ 141.3 billion (2011) 

Public sector balance -4.4% of GDP (2011) 

Parliament Fidesz (majority)  

President János Áder 

Prime Minister Viktor Orbán 

Election dates 2014 (Parliamentary and Municipal) 
2015 (Presidential) 
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GROWTH IN 2011, 
CONTRACTION IN 2012 
The Irish economy contracted by 0.2% in 
Q4, after a 1.9% decline in Q3. However, 
2011 as a whole marked positive annual 
growth for the first time since 2007. 

Recovery is expected to stall this year, as exports are expected 
to weaken slightly due to weaknesses in Ireland’s key markets 
and despite the country’s recent export competitiveness gains. As 
a result, exports will be unlikely to sufficiently offset further falls 
in investment and consumption. 

DOWNBEAT OUTLOOK FOR CONSUMERS 
Consumption is expected to decline in 2012, following a recovery 
in 2011. Mild increases in unemployment and shrinking real wages 
as well as deleveraging by households continue to weigh on 
consumers. Moreover, fiscal tightening is reducing households' 
disposable income, with the recent VAT hike being the main 
contributing factor to weak retail sales at the start of this year. 

TIGHT CREDIT CURBS INVESTMENT 
Tight credit conditions are the main factor behind falling 
investment, alongside weak domestic and external demand and a 
depressed housing market. In addition, the first of ten annual 
repayments of bailout funds was made by the Irish government to 
the central bank at the end of March, which is likely to put 
further pressure on bank lending. The effect has been downsized 
by the government as it managed to negotiate the ECB's 
permission to repay the loan with government bonds. 

IMPORTANT REFERENDUM 
On 31st May, Irish citizens will decide whether their country 
should comply with the EU Fiscal Compact. A no-vote would 
mean that Ireland will not be able to tap into funding from March 
2013 from the ESM (European Stability Mechanism), which comes 
into force in June 2012. However, joining the ESM will not 
guarantee access to bonds markets, which many hope will pay for 
the debts of the Irish banking system. Generosity of the other 
eurozone members may be running short after the recent Greek 
bailout, although further financial assistance for Ireland should not 
be ruled out. 

OUTLOOK 
A mild contraction of 0.4% is expected in 2012 as the economy is 
likely to remain in recession until mid-2012, when a pick-up in the 
rest of the eurozone is likely to impact on exports - the main 
driver of recovery in Ireland following the financial crisis. Given 
economic weaknesses, fiscal plans are unlikely to achieve the 
targeted level of below 120% of GDP by 2013, implying a possible 
delay in gaining normal access to bonds markets. 

MARKET OUTLOOK 

GDP: Mild contraction expected in 2012.   

Inflation: Inflation to ease throughout the year.  

Interest rate: ECB expected to keep interest rates on hold.  

Employment: Unemployment to edge up in mid-2012 to 
then start easing. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -7.0 -0.4 0.7 -0.4 1.3 

Consumer spending -6.9 -0.7 -2.7 -1.3 -0.6 

Industrial production -4.6 7.7 0.1 -0.7 2.6 

Investment -28.7 -25.0 -15.0 -5.9 1.1 

Unemployment rate (%) 11.8 13.7 14.2 14.6 14.7 

Inflation -4.5 -0.9 2.6 1.4 1.4 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 5.2 5.8 9.7 7.0 6.0 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 4.2 million (2010) 

GDP US$217.9 billion (2011) 

Public sector balance -10.0% of GDP (2011e) 

Parliament Coalition: Fine Gael, Labour Party 

President Michael D. Higgins 

Prime Minister Enda Kenny  

Election dates 2016 (Parliamentary) 
2018 (Presidential) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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GOOD START TO 2012? 
Based on lower government bond yields 
and the progress in reducing budget deficit, 
2012 started positively for the Italian 
economy. Moreover, a recent rise in the 
economic sentiment was more 

pronounced than in any other major eurozone country. 
However, Italy entered recession in the latter half of 2011, which 
is expected to continue into 2012 due to structural weaknesses. 

MULTIPLYING WEAKNESSES 
A number of economic indicators deteriorated in Q4, including 
GDP, CS, unemployment and business confidence indicators. The 
uncertainty may bear down on domestic demand since when 
subjected to large shocks, consumers postpone their spending on 
durables, while companies are cautious in respect of corporate 
expansion. Furthermore, there is clear evidence that Italian banks 
are rationing credit, which will hurt the manufacturing sector. 
Italian industrial landscape is populated by many very small firms, 
which do not have direct access to capital markets.  Credit 
rationing will adversely affects such companies.  

OUTPUT HINDERED 
Manufacturing output has been hindered by weak domestic and 
eurozone demand. Improved demand from abroad, especially 
from the US, where Italian exports grew by 18.2% y/y in 
December, was not sufficient to take output growth into positive 
territory. The service sector is particularly exposed to the 
slowdown, with services PMI falling to 44.1 in February (from 
44.8 in January). A fall in service output will have particularly 
severe consequences as it accounts for 75% of total output.  

TOO MUCH AUSTERITY NOT ENOUGH REFORMS? 
Austerity measures introduced in Italy have only recently been 
coupled with structural measures aimed at increasing 
competitiveness and boosting growth. The technocratic 
government has been negotiating with trade unions in order to 
push through laws reducing rigidity of the labour market. 
Austerity will put further pressure on growth, with a VAT hike in 
January affecting consumption. However, tax cuts and other 
growth enhancing measures currently under consideration may 
offset these negative effects, as well as improving primary 
account. 

OUTLOOK 
The Italian economy is forecast to contract in 2012 as most 
economic indicators are expected to enter negative territory this 
year. On a positive note, the markets continue to give Italy the 
benefit of the doubt and its borrowing costs may stay at a 
current low level in the short term. 

MARKET OUTLOOK 

GDP: Contraction in 2012.  

Inflation: Inflation to moderate due to a slowdown.  

Interest rate: ECB to keep repo rates on hold.  

Employment: Labour market is expected to deteriorate.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.1 1.4 0.4 -1.6 0.1 

Consumer spending -1.5 1.1 0.4 -1.7 -0.4 

Industrial production -18.7 6.5 0.2 -3.1 0.2 

Investment -11.7 2.3 -1.0 -4.1 -0.1 

Unemployment rate (%) 7.8 8.4 8.4 9.2 9.5 

Inflation 0.8 1.5 2.8 2.7 2.3 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.0 0.9 

Interest rates 10-year (%) 4.3 4.0 5.4 5.3 4.9 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 60.5 million (2010) 

GDP US$ 2,057.7 billion (2011) 

Public sector balance -3.95% of GDP (2011) 

Parliament Popolo della Libertà-led coalition 

Prime Minister Mario Monti 

Election dates 2013 (Parliamentary) 
2013 (Presidential) 

 

ECONOMIC ACTIVITY 
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RECESSION CONTINUES 
Dutch GDP declined by 0.3% (q/q) in Q3 
and by 0.7% in Q4 and the economy is 
expected to remain in recession 
throughout H1 2012. Domestic demand 
has failed to counterbalance falling net 

exports as demand from the eurozone has remained subdued, 
although there were signs of improvement at the start of 2012.  

IMPROVED PROSPECTS FOR EXPORTS 
With Manufacturing PMI rising to a five month high and export 
orders reportedly increasing for the first time in seven months in 
January, output may be entering a recovery period. In addition, 
strong performance of Germany and Scandinavia, Netherland’s 
key export markets, bodes well for demand for its exports. 

CONSUMERS STILL WEAK 
Private consumption declined by 0.9% in 2011 due to falling real 
wage levels, increasing unemployment, uncertainty and 
deleveraging by currently heavily indebted households. Real wage 
levels are anticipated to improve this year due to a moderation in 
inflation, but labour market is unlikely to recover in a short-term 
and unemployment is expected to reach 6.2% by mid-2012. 

EARLY ELECTION 
Consumers are expected to be additionally affected by falling 
government expenditure. The extent of the fiscal austerity 
programme, which is required in order to meet the 3% EU target 
in 2013, is however uncertain as the Dutch government collapsed 
at the end of April and the election is not expected until 
September. This has not thus far significantly affected the 
government bonds. However, budgetary amendments are likely 
as the minority caretaker government seeks support for the 
budget in parliament. In addition, the impending economic 
slowdown may result in stepping up austerity in 2012. 

HOUSE PRICES FALLING STEEPLY 
On top of a high percentage of non-performing mortgages, the 
housing market stalled due to a prolonged public debate on 
mortgage interest tax deduction. With this issue unresolved, 
activity in the market will remain subdued and with weak labour 
market and tight credit availability, consumer spending is likely to 
be hit in 2012. However, as long as the unemployment rate stays 
broadly unchanged, this issue is unlikely to translate into a major 
crisis. 

OUTLOOK 
Netherlands will endure a recession in the first half of 2012, with 
recovery expected in H2, provided that the eurozone crisis 
contained for now thanks to a €130bn bailout granted in March 
to Greece, does not escalate.  

MARKET OUTLOOK 

GDP: Mild recession expected in 2012.  

Inflation: Inflation should fall due to the slowdown.  

Interest rate: ECB interest rates to remain on hold.  

Employment: Unemployment to rise further.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.5 1.6 1.3 -0.7 1.2 

Consumer spending -2.6 0.4 -0.9 -0.8 0.5 

Industrial production -7.4 7.1 -0.7 -1.1 1.1 

Investment -10.2 -4.4 5.6 -2.7 2.3 

Unemployment rate (%) 4.8 5.5 5.4 6.0 6.1 

Inflation 1.2 1.3 2.3 2.0 1.9 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 0.9 1.0 

Interest rates 10-year (%) 3.7 3.0 3.0 2.5 2.8 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 16.6 million (2010) 

GDP US$ 840.8 billion (2011) 

Public sector balance -3.95% of GDP (2011) 

Parliament A minority coalition of the political 
parties VVD (Liberals) and CDA 
(Christian Democrats).  

Head of state Queen Beatrix 

Prime Minister Mark Rutte 

Election dates 2014 (Parliamentary) 
 

ECONOMIC ACTIVITY 
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HEALTHY GROWTH 
High public and private consumption, as 
well as rising investment helped to offset a 
decline in export volumes in Q4, which are 
suffering from weakening demand from the 
eurozone. As a result, economic growth 

remained positive but slower in Q4. GDP is expected to 
accelerate this year thanks to the strength of the domestic 
economy and an impending pick-up in the eurozone in H2. 

ROBUST CONSUMPTION 
Private consumption grew by 1.6% y/y in Q4, thus more than 
expected at the start of the year as low unemployment and 
inflation were additionally aided by healthy investment levels. 
Moreover, a fall in consumer sentiment expected due to 
worsening of the external environment did not happen and 
confidence in fact rose in the first quarter of this year, for the 
first time since the end of 2010. 

OIL FUELS INVESTMENT 
Strong investment growth was recorded in 2011 as the 
petroleum-rich Norway took advantage of high global prices of 
oil. 2012 is expected to record healthy, albeit slower growth due 
to mainland business investment being hampered by tight credit 
and weak demand from the eurozone in H1. At the same time, 
housing investment is anticipated to remain solid due to rising 
house prices. 

FOCUS ON MONETARY POLICY 
The Norges Bank cut the interest rates further in March, as 
inflation had remained below the 2.5% target after the last cut at 
the end of 2011. The recent easing is not believed to proceed 
further, with the government concerned about rapid credit 
growth and house prices rising by 8% in 2010 and 2011. 
Impending rises in interest rates in 2013 may lead to a correction 
in house prices, which would curb residential investment, as well 
as leading to more cautious spending by consumers. 

OUTLOOK 
The Norwegian economy is forecast to grow by 2.2% in 2012. 
Exports are likely to remain subdued due to weak demand from 
the eurozone and NOK strengthening against the euro. Stagnant 
export growth is likely to be offset by strong domestic demand 
and investment.   

 

 

 

MARKET OUTLOOK 

GDP: Healthy growth expected in 2012.  

Inflation: Expected to rise slightly throughout the year 
after reaching a low of 0.9% in Q4. 

 

Interest rate: No further cuts expected this year after a 
0.5% reduction to 1.5% in December. 

 

Employment: Unemployment to rise very slightly.  

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -1.7 0.7 1.7 2.2 2.7 

Consumer spending 0.0 3.5 2.3 2.5 3.3 

Manufacturing production -3.6 -5.5 -4.3 1.5 1.9 

Investment -7.4 -5.3 7.0 5.3 5.1 

Unemployment rate (%) 3.2 3.6 3.3 3.4 3.3 

Inflation 2.2 2.4 1.3 1.3 1.8 

NOK/€ (average) 8.73 8.01 7.79 7.67 7.94 

NOK/US$ (average) 6.29 6.05 5.60 5.97 6.10 

Interest rates: 3-month (%) 2.5 2.5 2.9 2.6 2.8 

Interest rates 10-year (%) 4.0 3.5 3.1 2.4 2.8 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 4.9 million (2010) 

GDP US$ 484.3 billion (2011) 

Public sector balance 13.2% of GDP (2011) 

Parliament Coalition: Labour Party, the Socialist 
Left Party and the Centre Party 

Head of State King Harald 

Prime Minister Jens Stoltenberg 

Election dates September 2013 (Parliamentary)  
 

ECONOMIC ACTIVITY 
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GROWTH STILL STRONG 
Poland is set for maintaining its status of 
Europe's star performer, with real GDP 
expanding by 1.1% q/q in Q4. 

INFLATION STILL HIGH 
After the much welcome easing of inflation 

in Q4, presumably due to the appreciating Zloty, there was 
another rise in February. Persistently high inflation is part of the 
wider CEE story, even in countries where growth has slowed or 
entered negative territory, and is linked to rising global oil prices, 
which are being passed on by manufacturers and retailers to end 
consumers. Despite inflationary pressures, monetary policy 
remains loose, with interest rates held unchanged at 4.5% in April 
and expected to be kept on hold during the next MPC meeting in 
May. Possible rises later in the year cannot be ruled out and have 
indeed been announced by MPC, but this is subject to growth 
outlook. 

CONSUMER CONFIDENCE WEAK BUT RECOVERING 
High inflation combined with subdued wages has resulted in 
fading consumer confidence, reflected in low consumer spending 
in the second half of 2011. The labour market is being affected by 
limits imposed by the government on early retirement, which are 
holding unemployment broadly flat and keep wage growth in 
check. While flat unemployment may stop MPC from raising the 
interest rates this year, the recent strength of retail sales in 
February support the more hawkish outlook currently 
represented by the monetary committee.  

MANUFACTURING HOLDING FIRM 
Despite inflation posing a threat to growth, other indicators have 
mostly surprised on the upside. Industrial production proved to 
be particularly resilient, despite erosion in demand from the 
eurozone and perhaps thanks to a recovery in Germany. Inflation 
is however likely to dampen exports in H1, before an impending 
recovery in the eurozone demand in the middle of the year 

STRONG INVESTMENT 
Poland has continued to attract a high volume of foreign 
investment, including numerous publicly and EU-funded 
infrastructure projects. 

OUTLOOK 
Growth in 2012 is forecast at 2.7%, with a slowdown anticipated 
in H1 as exports are being eroded by weak external demand and 
strengthening of the Zloty. 

 

MARKET OUTLOOK 

GDP: Slowdown expected in the first half of 2012.  

Inflation: Inflation to ease in H1.  

Interest rate: Despite an announced rise later this year, 
interest rates are expected to stay unchanged. 

 

Employment: Unemployment flat in 2012 and not expected 
to fall before 2013. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth 1.6 3.9 4.4 2.7 3.0 

Consumer spending 2.1 3.1 3.0 2.4 2.9 

Industrial production -3.7 10.8 7.3 4.8 6.1 

Investment -1.2 -0.2 8.3 5.1 4.5 

Unemployment rate (%) 11.0 12.1 12.4 12.3 11.7 

Inflation 3.8 2.7 4.2 3.6 2.7 

PLZ/€ (average) 4.33 3.99 4.12 4.18 3.90 

PLZ/US$ (average) 3.12 3.02 2.96 3.25 3.00 

Interest rates: 3-month (%) 4.2 3.7 4.3 4.8 4.4 

Interest rates 10-year (%) 6.1 5.8 6.0 5.7 5.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 38.2 million (2010) 

GDP US$515.1 billion (2011) 
Public sector balance -5.4% of GDP (2011) 

Parliament Coalition of Civic Platform party and 
the smaller Polish People's Party 

President Bronislaw Komorowski 

Prime Minister Donald Tusk 

Election dates Mid-2015 (Presidential) 
Late 2015 (Parliamentary) 

 

ECONOMIC ACTIVITY 
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FURTHER CONTRACTION 
The Portuguese economy contracted 
further in Q4, although by less than 
expected. A more pronounced fall has 
been prevented thanks to strong net 
exports, resulting from a slide in imports, 

rather than an increased demand for Portuguese goods and 
services. Export volumes in fact decreased, albeit at a slower rate 
than imports.  

TROUBLED CONSUMERS  
Consumers remain under continuous pressure due to a 
combination of factors: rising unemployment, inflation rising 
almost two times faster than earnings and ongoing austerity 
measures. Retail sales fell in Q4 and the early months of 2012, 
while total consumer spending saw a 3.1% contraction in Q4. The 
decline is expected to deepen in 2012, with consumer spending 
lower by 5.9%. 

INVESTMENT SHRINKING 
Investment remains one of the main drags on recovery. Steep falls 
in the last four years continued into Q4 (-7.3% y/y) and are 
expected in 2012, when investment is anticipated to shrink 
further. Tight credit and weak propensity to invest due to low 
domestic demand are the main reasons behind the decline. 

PROGRESS IN RESTRUCTURING THE ECONOMY  
The main task ahead of the government is restoring the country’s 
price and wage competitiveness, thereby allowing it to grow its 
way out of the debts. Reforms have already been put in place in 
an attempt to increase flexibility in the labour market, boost 
corporate competitiveness, curb public spending and improve 
government revenues. However, despite marked progress in 
meeting fiscal targets, yields on Portuguese 10-year bonds 
continued to rise, unlike those of Italy, Spain or Ireland. This may 
be due to high current account deficit and the S&P’s downgrade 
of the country’s sovereign debt to junk status in January. As a 
result, the country’s return to the financial markets, scheduled 
for autumn 2013, is likely to become delayed and moving toward 
a viable fiscal path may not be possible without further bailouts 
by ECB and a haircut on Portuguese sovereign debt. With such 
measures in place, the debt to GDP ratio is likely to be capped at 
115% in 2013. 

OUTLOOK 
The economy is set to contract by 3.7% in 2012 due to persistent 
domestic weaknesses, ongoing austerity and the eurozone 
demand unlikely to recover until mid-2012. 

MARKET OUTLOOK 

GDP: GDP to contract further in 2012 and 2013.  

Inflation: Inflation expected to ease due to weak 
domestic demand. 

 

Interest rate: ECB is likely to keep interest rates on hold.   

Employment: Labour market to continue deteriorating.  

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -2.9 1.4 -1.5 -3.7 -1.1 

Consumer spending -2.3 2.1 -3.6 -5.9 -2.7 

Industrial production -8.1 1.6 -1.9 -3.7 0.0 

Investment -8.6 -4.1 -10.5 -10.7 -6.2 

Unemployment rate (%) 9.5 10.8 12.7 14.2 14.9 

Inflation -0.8 1.4 3.7 2.3 1.5 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.1 1.1 

Interest rates 10-year (%) 4.2 5.4 10.3 13.6 11.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.7 million (2010) 

GDP US$ 238.2 billion (2011) 

Public sector balance -5.9% of GDP (2011) 

Parliament Social-Democratic Party and Popular 
Party coalition 

President Aníbal Cavaco Silva 

Prime Minister Pedro Passos Coelho 

Election dates Fall 2015 (Legislative) 
January 2016 (Presidential) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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TEMPORARY SLOWDOWN 
Despite GDP contracting in Q4, there are 
some positives in the Romanian economy 
as exports, consumer spending and 
investment improved. However, faltering 
demand from the eurozone and tight 

credit might curb industrial production and wealth creation, 
potentially leading the country into recession. Industrial output is 
likely to soften the decline in H1 due in large part to higher than 
expected confidence in Romania’s main trading partners - France, 
Italy, Hungary, Bulgaria and Poland.  

INFLATION – ROMANIA AS A EUROPEAN OUTLIER 
Inflation continued to fall, which justified the Romanian Central 
Bank (RCB) fourth consecutive cut in the policy interest rate for 
of 1% at the end of March, bringing it to a record low 5.25%. 
RCB published a statement linking the exceptionally low for EU 
standards inflation with severe winter conditions, which reduced 
activity and thus growth of consumer prices. 

AUSTERITY AND WINTER OF DISCONTENT 
Protests against austerity, spreading across the country at the 
start of the year, led to a collapse of the government led by Emil 
Boc. The new technocratic government claims to maintain 
commitment to austerity and to meeting the goals stipulated in 
the recent bailout deal with the IMF. However, there are signals 
that the government intends to partially loosen its fiscal policy in 
order to boost consumption, e.g. by reversing an earlier cut to 
public sector wages. At the same time, it proposes solutions 
aimed at increasing government revenues, e.g. a hike in property 
tax and a sale of a national copper manufacturer. Ultimately, the 
cabinet believes that faster growth will enable it to reach the 
budget deficit target of 1.9% in 2012. Such strategy may however 
result in erosion of trust within the risk-averse international 
financial markets, driving up bond yields and thus the cost of 
servicing the public debt. 

CURRENT CLIMATE FOR CONSUMERS 
Leaving aside recent low consumer confidence in March, 
prospects for consumers have been positive, aided by low 
inflation and falling unemployment, and thus the recent 
government measures appear to be precautionary. Retail sales 
expanded by 3% m/m in January and total consumption grew by 
2.4% q/q in Q3 and 0.8% in Q4, with forecast growth of 1.4% in 
2012. 

OUTLOOK 
GDP growth is forecast to reach 1.2% in 2012, slower than 
anticipated at the end of 2011, as uncertainties due to the 
eurozone worries and austerity continue. 

MARKET OUTLOOK 

GDP: Slower but positive growth in 2012.  

Inflation: Inflation to ease further.  

Interest rate: Key interest rates unlikely to be cut again in 
the short term. 

 

Employment: Employment has stabilised.  

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -5.8 -1.8 2.1 1.2 2.7 

Consumer spending -10.3 -0.5 1.4 1.4 3.1 

Industrial production -6.4 5.6 6.1 3.2 5.0 

Investment -25.4 -4.5 4.4 3.7 5.7 

Unemployment rate (%) 6.6 7.6 5.2 5.2 5.0 

Inflation 5.6 6.1 5.8 3.1 3.7 

RON/€ (average) 4.24 4.21 4.24 4.40 4.52 

RON/US$ (average) 3.05 3.18 3.05 3.42 3.47 

Interest rates 3-month (%) 9.3 6.5 6.2 5.0 4.5 

Interest rates 10-year (%) 9.7 7.3 7.2 6.9 6.8 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 21.4 million (2010) 

GDP US$188.1 billion (2011) 

Public sector balance -4.1% of GDP (2011) 

Parliament Liberal Party/ Hungarian Union of 
Democrats in Romania/ National Union 
for the Progress of Romania 

President Traian Basescu 

Prime Minister Mihai Razvan Ungureanu 

Election dates November 2012 (Parliamentary) 
2014 (Presidential) 

 

ECONOMIC ACTIVITY 
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STRONG GROWTH 
Russian economy recorded strong growth 
in Q4, driven by healthy domestic demand 
and a recovery in manufacturing, as well as 
the pre-election fiscal stimulus. February 
saw most major indicators pick up, 

including industrial production, investment and retail sales. 

BOOST FROM OIL PRICES 
Due to high global oil prices the Russian government has been 
able to inject a considerable fiscal stimulus to the economy at the 
end of 2011, carried onto 2012, without putting public finances at 
risk. Such growth strategy may turn out to be unsustainable and 
growth may stall if oil prices start to decline. 

CONSUMER SPENDING 
Consumer spending in Q4 and at the start of 2012 has been 
buoyant, aided by low inflation and increasing real wages, as well 
as low unemployment. An additional boost came from looser 
fiscal policy and rapid credit growth. Retail sales grew 7.7% in 
February, after recording a 6.8% rise in January. It should 
however be noted that moderate inflation is distorted by the 
government pushing the usual beginning-of-year hike in utility 
tariffs until the summer. 

OUTPUT FULLY RECOVERED 
Manufacturing output in Russia is now above the pre-crisis level. 
After a sharp pick-up in February, it is however likely to fade 
throughout the year as PMI points at stagnation in the industrial 
sector in H1. At the same time services output is particularly 
strong and the January’s PMI of 56.5 indicates a sharp expansion 
of the sector.  

PUTIN’S VICTORY 
Vladimir Putin was elected President in the March elections, 
amidst some protests in the capital Moscow. The unrest may in 
fact be beneficial to Putin’s presidential mandate as it might 
accelerate modernisation, infrastructural upgrades and structural 
reforms. These are well synchronised with president Putin’s 
pledges to create a more competitive market environment in the 
country. 

OUTLOOK 
The Russian economy is forecast to keep the momentum in 2012 
and grow only slightly more slowly than in 2011, by 3.7%. There 
are some risks on the downside, namely a possible fall in the 
price of oil in the second half of the year and resulting higher 
inflation, which may weigh on consumers. In addition, capital is 
still flying, which may trigger change of policy. On the other hand, 
oil prices at the current or higher level are likely to drive growth 
above 4%. 

MARKET OUTLOOK 

GDP: GDP to slow marginally in 2012.  

Inflation: Current record low inflation likely to rise 
throughout 2012.  

Interest rate: Interest rates to remain unchanged unless oil 
prices fall. 

 

Employment: Unemployment has stabilised.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -7.8 4.0 4.3 3.7 3.8 

Consumer spending -5.1 5.1 6.7 5.3 4.7 

Industrial production -9.3 8.2 4.8 3.8 4.2 

Investment -14.4 5.8 8.0 6.6 6.9 

Unemployment rate (%) 8.4 7.5 6.6 6.5 6.5 

Inflation 11.6 6.8 8.4 6.4 5.9 

Rouble/€ (average) 45.25 41.25 41.86 39.59 40.22 

Rouble/US$ (average) 31.84 30.36 29.38 30.03 30.12 

Interest rates 3-month (%) 14.0 5.1 5.5 7.4 7.4 

Interest rates 10-year (%) 9.9 7.5 7.7 7.9 7.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 142.9 million (2010) 

GDP US$1,856 billion (2011) 

Public sector balance 2.1% of GDP (2011e) 

Parliament The Putin-led United Russia party with 
majority of seats in the Duma 

President Mr. Dmitry Medvedev 

Prime Minister Mr. Vladimir Putin 

Election dates December 2016 (Parliamentary) 
2018 (Presidential) 

 

ECONOMIC ACTIVITY 
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GDP SLOWDOWN CONTINUES 
A sharp slowdown in H2 2011 has 
continued onto 2012 as the economy 
becomes affected by falling demand from 
the eurozone and threats to its banking 
sector, which is vulnerable to sudden 

withdrawals of funds by Western European banks.  

OFFICIAL EU CANDIDATE STATUS 
Although the allure of EU membership has faded due to the 
recent crisis and the thorny issue of Kosovo, which the EU 
mediated on, the markets are likely to welcome the agreement 
on granting Serbia an EU candidate status. With neighbouring 
countries either starting accession talks soon (Montenegro) or 
being close to becoming full members (Croatia in  2013) the 
Serbs themselves should be relieved to be ‘inside the tent’, 
despite their increasing reluctance to the membership prospect. 
The accession talks are however expected to be prolonged, 
which will delay the much needed FDI boost. 

WEAK AND VOLATILE DINAR 
The Dinar lost 5% to the euro in February alone, forcing the 
Central Bank of Serbia to hold their repurchase rate unchanged 
at 9.5% at the beginning of March, despite mounting growth 
concerns. In addition, it is argued that given the economy’s 
euroisation at estimated 80%, lower interest rates would not 
encourage lending. Euroisation may be a result of high volatility of 
the Dinar, which has recently been rated by Bloomberg as the 
fifth worst performer among 176 currencies that the organisation 
tracks.  

PRE-ELECTION SPENDING 
Another concern for the markets is increased spending prior to 
the May parliamentary election. Fiscal easing, combined with 
falling inflows of capital from abroad, are leaving little room for 
lowering interest rates and thus boosting growth. In addition, the 
recent withdrawal of US Steel from the country through selling 
its subsidiary SATRID together with its debts to the government 
for a symbolic US$1 means a further deterioration in government 
accounts. 

OUTLOOK 
The economy is expected to decline in 2012 as weak consumer 
spending due to rising unemployment and uncertainty, as well as 
falling exports due to faltering demand from the eurozone in H1 
will be unlikely to be offset by positive but slowing industrial 
production and investment.  

 

 

MARKET OUTLOOK 

GDP: Contraction in 2012.  

Inflation: Inflation expected to fall.  

Interest rate: Stable as slow inflow of funds and weak dinar 
leave little room for a cut to aid growth. 

 

Employment: Unemployment to increase slightly.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.5 1.0 1.6 -0.5 0.5 

Consumer spending 0.5 1.8 0.6 -1.0 0.7 

Industrial production -12.6 2.4 2.0 1.7 3.5 

Investment -23.3 0.8 3.7 1.5 4.2 

Unemployment rate (%) 27.9 30.5 31.5 32.1 31.2 

Inflation 8.7 6.1 11.0 5.7 5.0 

Dinar/US$ (average) 67.60 77.73 73.35 89.84 91.62 

Dinar/€ (average) 94.2 103.1 102.1 115.0 119.0 

Money market rate (%) 8.1 11.5 12.0 10.5 9.0 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 7.5 million (2010) 

GDP US$ 52.1 billion (2011e) 

Public sector balance -4.1% (2011e) 

Parliament Coalition: Democratic Party (DS) plus 
wider coalition 

President Boris Tadic 

Prime Minister Mirko Cvetkovic 

Election dates 6th May 2012 (Parliamentary) 
Jan/Feb 2013 (Presidential) 

 

ECONOMIC ACTIVITY 
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SLOWDOWN CONTINUES 
Growth in 2011 was strong at 3.3%, 
although robust Q2 and Q3 were followed 
by a contraction in Q4. Heavy dependence 
on exports, which are being hit by faltering 
demand from the eurozone, is likely to 

bring growth down to 1.1% in 2012. However, positively 
surprising business surveys, with PMI at 67.5% in Q1, and 
consumer confidence, which was up by 20% in Q1 against Q4, 
decrease the likelihood of the country sliding into recession in 
2012. 

EXPORTS UNDER STRAIN 
Weak demand from the troubled eurozone for Slovakia’s export 
goods, especially for high value items such as electronic 
equipment and automobiles, is likely to put pressure on export 
volumes in 2012. 

INVESTMENT 
Despite granting the second bailout to Greece and providing 
extra liquidity to European banks by ECB, external risks are on 
the upside, mainly due to a possibility of tighter than expected 
credit conditions in the short to medium term. This is resulting in 
delaying of many private investment projects, with investment 
growth expected to stand at 1.3% in 2012. 

TROUBLED CONSUMERS 
Consumers continue to face tough conditions, with 
unemployment reaching an eight year high of 13.3% in January 
and inflation remaining elevated. Inflation is expected to be easing 
gradually in 2012 due to the slowdown, but an escalation of the 
situation in Iran may bring further increases of oil and consumer 
prices. 

ELECTIONS AND FURTHER AUSTERITY 
The social democratic party SMER won the majority of seats in 
parliament in the March election. The main two challenges for the 
new government are reducing the budget deficit from the current 
4.7% to 3% in 2013, as well as tackling the issue of rising 
unemployment. The former, due to decreasing government 
revenues as the slowdown continues, is not likely to be achieved 
and budget deficit is expected to stay at around 4% in 2013. 

OUTLOOK 
Slovakian economy is forecast to grow by 1.1% in 2012, with 
risks to the downside due to possible hikes in oil prices (which 
would elevate consumer prices) later in the year, as well as 
uncertainty in the eurozone, which may impact on external 
demand.  

 

MARKET OUTLOOK 

GDP: Economic growth slower but positive in 2012.  

Inflation: Inflation to moderate due to a slowdown, with 
risks to the upside. 

 

Interest rate: ECB to keep interest rates on hold.  

Employment: Unemployment likely to edge up in mid-2012 
to then start falling. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -4.9 4.2 3.3 1.1 2.6 

Consumer spending 0.2 -0.7 -0.3 0.1 1.5 

Industrial production -13.8 18.8 6.9 3.3 5.6 

Investment -19.7 12.4 4.4 1.3 3.1 

Unemployment rate (%) 12.1 14.4 13.4 14.4 13.5 

Inflation 1.6 1.0 3.9 2.8 2.8 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.0 1.1 

Interest rates 10-year (%) 4.7 3.9 4.4 4.6 4.5 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 5.4 million (mid-year 2011) 

GDP US$96.3 billion (2011) 

Public sector balance -4.73% of GDP (2011) 

Parliament Smer (83 of 150 seats)  

President Mr. Ivan Gašparovič 

Prime Minister Mr Robert Fico 

Election dates June 2014 (Presidential) 
 

ECONOMIC ACTIVITY 
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RECESSION UNDERWAY 
Growth prospects for the Spanish 
economy have deteriorated in Q1 and are 
expected to worsen this year. The deficit 
fell to 8.5% in 2011, overshooting the 6% 
target, which resulted in a rise of bond 

yields.  

FISCAL CONSOLIDATION IN PROGRESS 
Spain’s budget deficit target of 4.4% for 2012 has been 
renegotiated with the European Commission and revised to 5.3%. 
However, fiscal conditions may be worse than estimated at the 
time and the new target may pose a challenge to the government. 
A lack of clarity over the extent of public indebtedness results 
from weak fiscal conduct of the Spain’s autonomous regions, 
whose debts are being transferred to the central government, 
which is additionally exposed to weak liquidity of some publicly 
owned corporations. To address fiscal conduct in the regions, a 
new law was passed by the parliament in April, allowing the 
government to intervene locally in order to ensure compliance. 
The starkest example of regional troubles is Catalonia, which 
unilaterally imposed on itself a higher than recommended by the 
EU target of 2.6% in 201, and then failed to meet it.  

THE BIGGEST HEADACHE - UNEMPLOYMENT 
Unemployment has reached 24%, with the figure for young 
people at a dramatic 50%, albeit this does not take into account 
the growing shadow economy. Recent labour reforms, including 
limits on collective bargaining, lower statutory redundancy 
payments and deregulation of temporary contracts triggered a 
wave of social unrest culminating in a general strike in March. 

CREDIT EVER TIGHTER 
Due to an accelerating downturn in the housing market, caused 
by piling of non-performing loans, Spanish banks have started to 
ration lending, which will become more pronounced given the 
need to meet the European Banking Authority’s capital ratio 
target of 9%. A full-scale external bailout programme for Spain is 
unlikely, but a partial injection of liquidity cannot be ruled out. 

OUTLOOK 
2012 will be a difficult year for the Spanish economy. Long 
restructuring is at best forecast to result in growth of just 0.1% in 
2013. Low growth and consequent falls in government revenues 
will complicate the execution of the new budget, which 
introduces fiscal tightening worth €27bn, as well as new 
structural reforms. Another risk to fiscal consolidation are high 
bond yields, which may cause the fiscal targets to slip away again 
this year, further eroding trust of the financial markets and 
dragging the austerity process for longer than anticipated.  

MARKET OUTLOOK 

GDP: Contraction in 2012.  

Inflation: A moderation in inflation throughout the year.  

Interest rate: ECB to keep interest rates on hold.  

Employment: Unemployment to rise further.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.7 -0.1 0.7 -1.4 0.1 

Consumer spending -4.3 0.8 -0.1 -1.6 -0.3 

Industrial production -15.5 0.8 -1.4 -3.2 -0.3 

Investment -16.6 -6.3 -5.1 -6.1 -1.7 

Unemployment rate (%) 18.0 20.1 21.7 24.9 25.1 

Inflation -0.3 1.8 3.2 1.8 1.7 

US$/€ (average) 1.39 1.33 1.39 1.29 1.30 

US$/€ (end-period) 1.44 1.34 1.29 1.28 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 0.9 0.9 

Interest rates 10-year (%) 4.0 4.3 5.4 5.2 5.1 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 46.1 million (2010) 

GDP US$1,494.2 billion (2011) 

Public sector balance -8.5% of GDP (2011) 

Parliament Popular Party (PP) (majority) 

Head of State King Juan Carlos 

Prime Minister Mariano Rajoy 

Election dates 2015 (Parliamentary) 
 

ECONOMIC ACTIVITY 
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STRONG BUT FADING GROWTH 
Growth in 2011 was exceptionally strong, 
at 4% compared to the eurozone average 
of 1.5%. Strong performance in Q3 (0.9% 
q/q) was however followed by a 
contraction in Q4 (-1.13% q/q). Sluggish 

growth is expected in H1 2012, but activity is likely to accelerate 
in H2 in line with a recovery in the eurozone. As a result, 
recession will almost certainly be avoided. 

EXPORTS FALLING SHARPLY 
Negative growth in Q4 was driven primarily by a contraction in 
net exports, with exports falling by 3.9% q/q and imports – by 
just 0.2%. Weak foreign trade is a result of faltering demand from 
the eurozone – Sweden’s main trading partner. 

HARD YEAR FOR CONSUMERS  
Unlike exports, consumer spending retained momentum in Q4 
and grew 0.9% q/q. However, mounting pressure on households 
will weigh heavily on private consumption in 2012, causing 
growth to slow considerably. Among households’ main woes are: 
deteriorating labour market, stagnant real wages, low consumer 
confidence due to eurozone uncertainties and falling house 
prices. The latter is believed to shrink disposable incomes of 
households, as many of them start experiencing negative equity 
on their properties. However, the recent positive readings of 
consumer confidence, a traditionally important indicator in the 
Swedish economy, may positively influence PMI. 

INVESTMENT POSITIVE BUT SLOWER 
Investment is forecast to continue growing, although at a modest 
rate of 1.4%. Positive signals for investment have come from PMI, 
export orders and industrial production, all improving in recent 
months. In addition, capacity utilisation is close to its long-term 
average. However, business confidence is deteriorating due to 
faltering demand and high house prices, with the latter likely to 
grind housing investment to a halt. There are additional downside 
risks from the eurozone, which remains on prolonged financial 
crisis alert, despite a relief due to the second bailout to Greece 
and the extra liquidity granted to European banks by ECB.  

OUTLOOK 
GDP is forecast to grow by 0.7% in 2012, with downside external 
risks from the eurozone. Consumer confidence will be weakened 
by falling real wages due to elevated inflation and rising 
unemployment, although recent positive data may prove that 
such concerns are overly negative. Among other components of 
growth, investment will be slower but positive and exports 
should stagnate due to weak demand from the eurozone, at least 
in H1. 

MARKET OUTLOOK 

GDP: GDP expected to slow down but recession 
unlikely. 

 

Inflation: Inflation to remain broadly stable, with risks to 
the upside. 

 

Interest rate: Another cut expected in April, after which 
interest rates should be on hold till mid-2013. 

 

Employment: Unemployment to edge up in mid-2012.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.0 5.8 4.0 0.7 2.0 

Consumer spending -0.2 3.6 2.1 0.8 2.0 

Mining & manuf. production -17.9 8.7 5.6 0.3 2.9 

Investment -14.7 6.7 6.2 1.4 3.3 

Unemployment rate (%) 8.3 8.4 7.5 7.7 7.2 

Inflation -0.5 1.2 3.0 1.4 3.3 

Skr/€ (average) 10.62 9.55 9.03 8.85 9.02 

Skr/US$ (average) 7.66 7.20 6.49 6.89 6.93 

Interest rates: 3-month (%) 0.9 0.9 2.5 2.1 1.9 

Interest rates 10-year (%) 3.3 2.9 2.6 1.9 2.3 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 9.4 million (2010) 

GDP US$538.8 billion (2011)  

Public sector balance -0.04% of GDP (2011) 

Parliament Centre-right Coalition (Social 
Democratic Party, Moderate Party, 
Centre Party, Liberal Party, Christian 
Democrat Party) 

Head of State King Carl XVI Gustaf 

Prime Minister Fredrik Reinfeldt 

Election dates September 2014 (parliamentary) 
 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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NICE SURPRISE IN Q4 
Switzerland was one of few economies to 
grow in Q4, despite a widespread 
expectation of impending contraction at 
the end of the year. This has prompted the 
central bank's upward revision in the 2012 

annual growth forecast to 0.5%. Growth came from strong 
consumption, aided by the persistently strong Franc, and by a 
pick-up in real estate investment and equipment investment 
within the telecoms sector. However, there are downside risks 
to growth due to weak demand in the eurozone in H1. 

DOMESTIC ECONOMY IN GOOD SHAPE 
Domestic indicators remain optimistic, with unemployment at 
just 3.1%, the Franc strength boosting spending (leading to a rise 
of  retail sales)  and public debt remaining low, which will allow 
fiscal expansion should the economy slow down in 2012. 

THE IMPACT OF STRONG FRANC 
The Franc has retained its strength, which has resulted in 
continuing deflation. This means that the Swiss National Bank 
(SNB) has a lot of room to continue with its expansionary policy. 
It also encourages consumption and in particular imports, with 
the latter estimated to grow by 8.3% y/y in Q1, fuelled by robust 
demand for imported cars and furniture, which points at strong 
consumer confidence. The downside of the strong Franc are 
sliding net exports, with exports set to grow by just 3.1% in Q1 
and thus far slower than imports. Concerns over exports, which 
will be additionally affected this year by faltering eurozone 
demand, may trigger SNB to attempt to bring the currency down 
to a level closer to 1.3 CHF per euro, rather than the current 
1.2. 

OUTLOOK 
We forecast growth in 2012 to reach 0.3%, with flat performance 
in H1 and modest recovery in H2. Consumer spending is forecast 
to rise by 0.8% (similar to the 2011 level) and unemployment 
should edge at the end of 2012 at 3.3%. Business confidence 
appears to be dented by the uncertainty in the eurozone and by 
the strong Franc, which makes exporters wary. As a result, 
business surveys, including PMI and KOF are low given the 
current rate of growth. 

 

 

 

 

MARKET OUTLOOK 

GDP: Modest growth expected in 2012.  

Inflation: Deflationary pressures to persist.    

Interest rate: No changes anticipated in the short term.   

Employment: Unemployment rate expected to edge up, but 
remain relatively low.  

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -1.9 2.7 1.9 0.3 1.4 

Consumer spending 1.4 1.7 1.0 0.8 1.1 

Industrial production -8.5 6.5 1.2 -1.3 3.0 

Investment -4.9 7.5 3.9 0.4 1.4 

Unemployment rate (%) 3.7 3.8 3.1 3.3 3.4 

Inflation -0.5 0.7 0.2 -0.4 0.7 

CHF/US$ (average) 1.09 1.04 0.89 0.97 1.04 

CHF/€ (average) 1.51 1.38 1.23 1.24 1.35 

Interest rates: 3-month (%) 0.4 0.2 0.1 0.1 0.2 

Interest rates 10-year (%) 2.2 1.6 1.5 0.9 1.3 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 7.87 million (2010) 

GDP US$589.2 billion (2011) 

Public sector balance 0.4% of GDP (2011) 

Parliament Federal Council (seven members) 

President Eveline Widmer-Schlumpf 

Election dates October 2015(Federal) 
 

ECONOMIC ACTIVITY 
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CURRENT ACCOUNT DEFICIT 
MORE SUSTAINABLE  
Turkey’s recent rapid economic growth 
leaves the economy somewhat vulnerable. 
In particular, a substantial current account 
deficit has been a source of worry since 

mid-2011. This was caused by a widening gap between 
accelerating domestic demand and domestic output and was 
exacerbated at the start of the year by global prices of oil. 
However, there were promising signs of rebalancing in February, 
since the deficit started to narrow. This has been achieved by a 
combination of tighter monetary policy and the country’s ability 
to successfully export to other emerging economies, as well as to 
Germany and the US. This is supportive to the government’s 
fiscal consolidation plans.  

OUTPUT GROWTH SLOWING 
Output growth has been slowing, most probably due to tighter 
credit conditions and increasing inflationary pressures. Faltering 
demand from the eurozone has played a role too. However, the 
latter factor has been compensated for by Turkey’s competitive 
currency and the country’s strong trade links with other 
emerging economies, in particular with prosperous oil rich 
countries, as well as with the EU and the US. 

ELEVATED INFLATION 
Inflation remains persistently high, reaching 10.5% in December. 
This is in sharp contrast to most of the CEE countries, where 
inflation, after stripping out oil and food prices, remains on target. 
The government pledges to reach the 5% target by 2013 and 
refuses to bring inflation down more quickly, arguing that this 
may harm growth.  

CONSUMER SPENDING WEAK 
Consumers are being constrained by high inflation and 
unfavourable borrowing conditions as domestic banks, largely 
owned by peripheral eurozone parents, rely on scarce external 
borrowing, thus putting upward pressure on domestic lending 
rates. 

OUTLOOK 
Growth in 2012 is forecast to slow to 2.5%. Net exports will be 
the main driver of growth, as imports are expected to decrease 
due to depreciating TRY and low domestic demand, while 
consumption is likely to be restrained by high inflation. 

 

 

 

MARKET OUTLOOK 

GDP: Slowdown in 2012 underway.   

Inflation: Inflation to start easing slightly from Q2 
onwards. 

 

Interest rate: Monetary policy to tighten, but only if growth 
concerns come to the fore. 

 

Employment: Modest upward adjustments to the 
unemployment rate over the course of 2012. 

 

 

ECONOMIC SUMMARY 
ECONOMIC INDICATORS* 2009 2010 2011E 2012F 2013F 

GDP growth -4.8 9.0 8.3 2.5 4.8 

Consumer spending -2.3 6.7 7.8 2.0 4.5 

Industrial production -9.9 13.1 8.9 2.1 6.0 

Investment -19.0 29.9 18.0 3.3 8.1 

Unemployment rate (%) 14.1 12.0 9.8 10.1 10.0 

Inflation 6.3 8.6 6.5 9.4 6.4 

TL/US$ (average) 1.55 1.50 1.67 1.81 1.76 

TL/€ (average) 2.15 1.99 2.32 2.32 2.29 

Interest rates 3-month (%) 8.8 7.0 8.4 9.3 10.5 

Interest rates 10-year (%) 13.4 9.4 9.3 9.9 10.1 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 72.9 million (2010) 

GDP US$775.3 billion (2011) 

Public sector balance -1.4% of GDP (2011) 

Parliament The Justice and Development  Party 
(AKP) 

President Abdullah Gul 

Prime Minister Recep Tayyip Erdogan 

Election dates June 2015 (Parliamentary) 
2014 (Presidential) 
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OUTLINE 
A double dip recession has been confirmed 
in recent news, led by falling construction 
activity. This may be revised away in future 
updates however and was certainly 
unexpected by many given that most main 

indicators, especially business and consumer confidence, but also 
unemployment and consumption, recorded an improvement in 
the early months of 2012. 

ANOTHER INJECTION OF QE 
February saw the government’s announcement of another round 
of QE. Alongside the new, fiscally tight budget and a prospect of 
modest only growth in 2012, another £50bn was injected into the 
economy. So far, the financial markets have shown faith in 
government policies, reflected in low bond yields, which have 
remained below 2.5% since last October.  

NEW ‘CONSERVATIVE’ BUDGET 
The positive image of the economy has been improved by higher 
than expected tax revenues, which effectively reduced the 
government’s borrowing needs by an estimated £10bn. This 
implies that the fiscal squeeze was probably tighter than planned 
and that there is room for a stimulus, if needed. However, the 
additional revenue is likely to be kept as reserve for now and the 
recent budget shows that the government clearly abides by its 
commitment to fiscal consolidation. The budget in fact included 
cuts in social benefits, leading to a fall in overall government 
consumption of 2% in 2012. Other significant changes included a 
cut in the top rate of income tax, from 50% to 45%, a rise in 
personal allowances by around £1,000 and a ‘mansion’ stamp duty 
on houses worth over £2mn. The reduction in the top rate of tax 
is seen as a green light for entrepreneurs and businesses and is in 
fact expected to increase, rather than reduce tax revenues.  

CONSUMER CONFIDENCE 
Buoyant retail sales in Q1 provided a pleasant surprise, but these 
have been heavily affected by aggressive discounting in the post-
Christmas period. While now falling, persistently high inflation is 
hitting real incomes and alongside limited wage growth and 
further deleveraging, with the UK still one of the most indebted 
countries in the developed world, consumption growth for the 
year overall is set to be modest.  

OUTLOOK   
Conditions will remain volatile and slow but for the first time 
since the crisis began the Office for Budget Responsibility has 
upgraded forecasts for the UK economy and consensus views 
also point to a slow but improving outlook. 

MARKET OUTLOOK 

GDP: Q1 has been weak but growth in 2012 as a 
whole is forecast to be slow but positive.  

Inflation: Inflation to slowly fall over the year despite 
higher energy prices  

Interest rate: Interest rates to remain on hold.  

Employment: Unemployment may increase marginally 
further in 2012.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.4 2.1 0.8 0.7 1.8 

Consumer spending -3.5 1.2 -0.8 0.4 1.4 

Manufacturing production -9.0 1.9 -1.3 0.9 1.6 

Investment -13.4 3.1 -1.7 0.2 4.3 

Unemployment rate (%) 4.7 4.7 4.8 5.4 5.4 

Inflation 2.2 3.3 4.5 2.7 2.1 

GB£/€ (average) 1.57 1.55 1.60 1.57 1.56 

GB£/US$ (average) 1.12 1.17 1.15 1.22 1.20 

Interest rates 3-month (%) 1.2 0.7 0.9 1.1 1.2 

Interest rates 10-year (%) 3.6 3.6 3.1 2.3 2.5 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 62.3 million (2010e) 

GDP US$ 2,420 billion (2011) 

Public sector balance -8.4% of GDP (2011) 

Parliament Conservative-Liberal Democrat 
coalition 

Head of State Queen Elizabeth II 

Prime Minister David Cameron 

Election dates May 2015 
 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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