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GROWTH SLUGGISH 
Subsequent to the buoyant figures 
recorded in the first half of 2011, 
economic activity in the third quarter 
slowed considerably. According to WIFO 
(Austrian Institute of Economic Research), 

GDP grew by 0.3% on the previous quarter, while compared with 
the same period in 2010, it expanded by 2.7%. Although the latter 
figure is positive in a European context, it follows two quarters of 
particularly strong growth and may signal a deterioration in 
economic conditions.  

WEAKER EXTERNAL TRADE  
Demand for Austrian goods continues to be affected by the 
ongoing eurozone sovereign debt crisis, with the export sector 
deeply reliant on demand from across the continent. Indeed, 
exports rose by 5.1% in Q3 year-on-year, slightly lower than the 
previous three-month period, but a sharp fall on the impressive 
13.3% growth rate recorded in Q1. Looking ahead, the 
aforementioned sovereign debt concerns and a more pessimistic 
European consumer are expected to remain a drag on exports, 
which are anticipated to remain subdued at least in H1 2012. 

MANUFACTURING 
Manufacturing output for much of 2011 was strong, almost 
reaching double digits on an annual basis. However, the latest 
indicators suggest that it is being hit by the moderation being 
seen in external demand as well as the restrained picture on 
domestic expenditure. While the composite seasonally adjusted 
PMI (Purchasing Managers Index) rose to 49.0 in December from 
the 47.6 recorded in the previous month, it remains below the 
threshold level of 50, which suggest a mild contraction in the 
sector. Furthermore, the survey also registered the seventh 
consecutive month of decline in new orders, which included a 
significant fall in new export orders.  

SUBDUED CONSUMER SPENDING 
Household expenditure is growing at a modest pace but still 
short of providing a more broad-based drive to the economy. 
Spending in the third quarter rose by 0.4% quarter-on-quarter 
and 0.2% on an annual basis. Falling inflation will boost consumer 
spending power in 2012 but in view of a worsening in consumer 
sentiment, spending growth is not anticipated to exceed the rate 
observed in 2011. 

OUTLOOK 
Economic activity in 2012 is expected to moderate, limited by 
challenging conditions elsewhere in Europe. Nevertheless, 
fundamentals in Austria will remain relatively good, with inflation 
easing and unemployment remaining relatively low and stable. 

MARKET OUTLOOK 

GDP: Slower growth in the year ahead.  

Inflation: While currently elevated, inflation is expected 
to ease in 2012. 

 

Interest rate: ECB anticipated to lower the repo rate further 
after the December cut to 1%. 

 

Employment: Unemployment rate to remain largely stable, 
despite minor fluctuations. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.8 2.3 2.9 1.0 2.1 

Consumer spending -0.2 2.2 0.6 0.7 1.3 

Industrial production -11.2 6.7 7.1 2.3 3.5 

Investment -8.3 0.1 5.0 2.1 3.4 

Unemployment rate (%) 4.8 4.4 4.1 4.2 4.1 

Inflation 0.5 1.8 3.3 2.2 2.1 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 3.9 3.2 3.1 2.2 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 8.4 million (2010) 

GDP US$376.5 billion (2010) 

Public sector balance -3.6% of GDP (2011e) 

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 
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END OF ROBUST GROWTH 
The rate of growth in the Belgian economy 
declined sharply in the latter half of 2011. 
The manufacturing sector saw y/y growth 
of 1.2% in Q4, whereas y/y growth for Q3 
stood at 6.1%. Manufacturing has been 

affected by reduced external demand and the limited availability 
of financing due to the eurozone crisis.  

CONFIDENCE FALLING FURTHER 
Business confidence (as measured by the National Bank of 
Belgium) fell in Q2 and Q3 by 1% and 9% (q/q) respectively. A 
reliance on exports (which account for 75% of GDP) has left the 
economy particularly exposed to the eurozone crisis. The recent 
S&P announcement regarding a possible further downgrade of 
Belgium’s credit rating, on top of the November cut to 'AA', has 
added to concerns over the immediate economic outlook. In 
addition, accelerating inflation, unemployment and a deteriorating 
external environment have undermined consumer confidence as 
household spending fell by 0.2% in Q3. However, the recent 
coalition agreement to at last form a government will perhaps 
provide the necessary stability to bolster confidence in both the 
business and consumer sectors. 

INVESTMENT FALLING 
Reduced levels of financing have been made available to Belgian 
companies as the eurozone crisis unfolds and banks attempt to 
comply with Basel capital ratios. Lower lending has led to a 
decline in private investment activity, down by 0.5% q/q in Q3. 

NEW GOVERNMENT AND FISCAL CONSOLIDATION 
Forming a government and agreeing a budget have boosted the 
markets’ confidence in the economy, and led to a fall in the 
spreads of Belgian government bonds against German bunds from 
350bps the week before the agreement to 210bps more recently. 
The budget for 2012 aims at substantial fiscal savings through tax 
and spending measures. A longer-term fiscal consolidation plan 
will be required to reinforce investors’ confidence and 
differentiate Belgium from the troubled eurozone periphery. 

OUTLOOK 
Due to reduced demand for exports from the eurozone, output 
is expected to contract in the first half of 2012. Combined with 
weak consumer, this will lead to a slowdown in 2012, with 
average growth close to zero. A deal by the EU leaders is 
expected early next year, laying out a plan for resolving the 
eurozone sovereign crisis. As a result, there will be a possible 
rebound in growth across the EU in mid-2012, which will gather 
pace in 2013. 

 

MARKET OUTLOOK 

GDP: Growth to slow down until mid-2012.  

Inflation: Inflation is anticipated to fall due to the 
slowing in the economy. 

 

Interest rate: The ECB is anticipated to lower the repo rate 
further after the December cut to 1%. 

 

Employment: Unemployment to rise.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.7 2.3 1.9 0.2 1.4 

Consumer spending 0.8 2.3 0.7 -0.2 1.5 

Industrial production -9.5 11.9 4.7 0.0 9.0 

Investment -8.1 -0.9 3.5 -1.6 4.5 

Unemployment rate (%) 7.9 8.3 7.0 7.5 7.6 

Inflation -0.1 2.2 3.4 2.3 2.0 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 3.9 3.5 4.1 4.5 4.8 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.6 million (2010) 

GDP US$466.4 billion (2010) 

Public sector balance -4.1% 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 
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SLOWER GROWTH 
Bulgaria’s economy has been slowing due 
to deteriorating external conditions after 
robust growth in the first half of 2011. 
Exports grew by 2.3% in Q3 y/y, a modest 
rate compared to growth rates recorded 

in Q1 and Q2 (25.8% and 12.3% respectively), while consumer 
markets maintained better momentum, with an increase of 4.2% 
in Q3 y/y (Q2: 2.5%). Investment has been the greatest drag on 
growth, posting a 3.9% y/y decline in Q3, albeit following greater 
declines of 12.4% in Q1 and 9.1% in Q2. 

PRIVATE CONSUMPTION RESILIENT 
Strong consumer spending in Q3 has resulted from increasing 
real wage levels while remaining relatively unaffected by high 
unemployment and a troubled external environment. However, 
with Bulgarian subsidiaries of eurozone banks likely to suffer from 
limited liquidity as their parent organisations conform to higher 
capital ratios at home, ongoing tight credit conditions will have 
implications for consumption. There is a particularly strong threat 
from Greek banks, accounting for 30% of all bank assets in 
Bulgaria. On a positive note, consumers are unlikely to be 
subjected to similar austerity measures as those seen elsewhere 
in Europe, with Bulgaria’s public debt standing at a healthy 15.3% 
of GDP and a budget deficit of 2.5% forecast for 2011.  

INVESTMENT DRAGS DOWN GROWTH 
While declining at a slowing rate, investment still fell 3.9% y/y in 
Q3 to the lowest level since mid-2005. The risk-averse climate in 
Europe has subdued FDI inflows while domestic investors remain 
cautious. The government’s plans to improve the utilisation of EU 
funds, currently standing at only 25%, may come as a much 
needed boost to investment. 

OUTLOOK 
GDP growth for 2012 is forecast at 2.2% (2011: 2.0%). Exports, 
currently the largest component of growth, are likely to slow 
down until at least mid-2012 due to the sovereign debt crisis in 
the eurozone. Consumption, however, is anticipated to support 
the economy and drive growth in 2012, with a forecast increase 
of around 2% y/y in the first half of 2012 and an acceleration in 
the second half. Investment will stagnate in the short term, with a 
possible rebound later in the year subject to a recovery in the 
eurozone. A positive stimulus may come from the government, as 
plans to improve Bulgaria’s utilisation of EU funds may bring 
about more infrastructure investments and possibly also from a 
relaxation in investor risk tolerances, with Bulgaria possibly 
rewarded for its relative fiscal stability. 

 

MARKET OUTLOOK 

GDP: GDP will continue to grow, albeit at a slower 
rate than in 2011. 

 

Inflation: Inflation will be falling as growth slows down.  

Interest rate: Interest rates will remain stable.  

Employment: Unemployment has stabilized at around 9.6%.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.6 0.3 2.0 2.2 5.3 

Consumer spending -7.2 -1.3 1.2 2.1 5.3 

Industrial production -18.2 2.0 4.9 3.9 7.1 

Investment -15.2 -17.7 7.4 5.8 10.6 

Unemployment rate (%) 7.6 9.5 9.4 9.1 8.5 

Inflation 2.8 2.4 4.1 3.3 3.2 

Lev/€ (average) 1.96 1.96 1.96 1.96 1.96 

Lev/US$ (end-period) 1.41 1.48 1.41 1.47 1.47 

Money market rate (%) 2.0 0.2 0.2 0.4 1.6 

Interest rates 10-year (%) 7.2 6.0 5.5 6.0 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 7.5 million (mid-year, 2009) 

GDP US$ 47.8 billion (2010) 

Public sector balance -3.9% of GDP (2010) 

Parliament GERB 

President Rosen Plevneliev 

Prime Minister Boyko Borisov 

Election dates July 2013 (Parliamentary) 
2016 (Presidential) 

 

ECONOMIC ACTIVITY 
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GROWTH SLOWS YET AGAIN 
Annual GDP growth slowed down to 1.2% 
in Q3, following a robust growth of 2.8% 
in Q1 and 2% in Q2. As an export-
orientated economy, Czech Republic has 
suffered from deteriorating external 

conditions, with seasonally adjusted y/y growth of exports down 
from 15% in Q2 to 9.6% in Q3. The weak Koruna may however 
have prevented a yet more pronounced fall in exports. Private 
and government consumption meanwhile have been subdued 
throughout the year. 

DEPRECIATION DRIVES UP INFLATION 
Despite weak growth, consumer prices are picking up and rose 
by 2.3% y/y in October and by 2.5% in November. High inflation 
in the Czech Republic and in the rest of CEE has been linked 
predominantly to rising global commodity prices but there has 
been an additional inflationary pressure due to the Koruna 
depreciating, with a fall in value of 6% against the Euro and 10% 
against the US dollar between September and November 2011. 
This depreciation arose as multinational banks and firms moved 
their assets out of the Czech economy in order to shore up their 
parent balance sheets at home. A weaker Koruna has increased 
upward pressure on domestic prices further as imports have 
become more expensive.  

CONSUMER CONFIDENCE AT RECORD LOW 
Fears of inflation and as well as pessimism over the future are the 
main reasons behind consumer confidence dropping to its lowest 
level in over a decade. Household consumption fell in the second 
and third quarter of 2011 by 0.3% and 0.4 (y/y, seasonally 
adjusted) respectively. 

OUTLOOK 
The consensus outlook for GDP growth in 2012 is now just 0.3% 
(2011: 2%), with q/q growth remaining close to zero in the fourth 
quarter of 2011 and in the first quarter of 2012. Domestic 
demand is set to be further depressed by consolidation measures, 
approved by parliament in November, aimed at meeting a new 
budget deficit target of 3.2% (down from 3.5%). At the same 
time, the decline in export demand from the eurozone will 
persist in the first half of 2012 but might in part be offset by the 
weak Koruna. The eurozone crisis may cause further falls in 
investment and private consumption levels however, with the 
latter under additional pressure from the 4% hike in the lower 
VAT rate (on food, pharmaceuticals and books) coming into 
effect in January 2012. 

MARKET OUTLOOK 

GDP: GDP growth to slow twofold in 2012.  

Inflation: Inflation is anticipated to rise further.  

Interest rate: Interest rates to remain stable.  

Employment: Employment to remain stable.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.0 2.2 2.0 0.3 2.8 

Consumer spending -0.1 0.1 -0.2 0.4 3.0 

Industrial production -13.6 10.3 7.2 2.6 5.5 

Investment -7.9 -3.1 1.9 2.0 3.5 

Unemployment rate (%) 8.1 9.0 8.5 8.4 7.9 

Inflation 1.0 1.5 1.9 2.9 2.5 

Koruna/€ (average) 26.45 25.29 24.62 26.31 26.73 

Koruna/US$ (average) 19.06 19.10 17.70 19.73 20.12 

Interest rates: 3-month (%) 2.2 1.3 1.2 1.3 2.9 

Interest rates 10-year (%) 4.7 3.7 3.6 4.2 4.8 
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$ 192 billion (2010) 

Public sector balance -4.7% of GDP (2010) 

Parliament Civic Democratic Party, TOP 09 and 
Public Affairs coalition 

President Mr. Václav Klaus 

Prime Minister Mr. Petr Nečas 

Election dates 2012 (Senate) 
February 2013 (Presidential) 
May/June 2014 (Chamber of Deputies) 
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GDP CONTRACTS IN Q3 
Following a positive performance in Q2, 
real GDP fell 0.5% in Q3 quarter on 
quarter. Both declining public spending and 
private consumption contributed to this 
fall, which saw the economy contracting 

0.1% on an annual basis. However, while there are currently a 
number of weakened aspects of the Danish economy, even if Q4 
produced negative growth and Denmark falls into recession, it is 
not expected to be long lasting. 

UNEMPLOYMENT STABLE 
The gross unemployment rate in November remained unchanged 
compared to the previous two months at 6.2% on a seasonally 
adjusted basis. However, with a subdued growth outlook it is 
possible that unemployment may increase slightly in the beginning 
of 2012. 

INFLATION EASING 
Inflation was 2.5% on an annual basis in December, down from 
the May figure of 3.1%, and down from the previous month. 
Inflation in the foodstuffs category has been particularly high, 
partly due to the effects of the ‘fat tax’ that came in to effect in 
October, where food that contained more than 2.3% saturated 
fat became more highly taxed.  

CONSUMPTION CONTINUES TO FALL 
Private consumption has seen falls for the first three quarters of 
2011, and with consumer confidence indicators also showing 
declines since the summer, lower consumption is likely to 
continue in the short term. However, low interest rates and a 
lower level of inflation should help to encourage consumption 
later in the year.  

INTEREST RATES SLASHED 
The Danish National Bank has made three reductions in interest 
rates in November and December, slashing the lending rate from 
1.55% to 0.7%. The first was in response to the ECB cutting their 
rates in November, with subsequent cuts to curb appreciation of 
the Danish currency and to stimulate the economy. 

OUTLOOK 
Denmark’s economic growth in Q4 2011 and early 2012 is 
expected to be limited as activity is constrained by low domestic 
confidence and is unable to rely on exports due to the slowdown 
in its main trading partners in Europe. However, government 
stimulus measures are expected to add to growth later this year, 
allowable by the relatively low government debt ratio that 
Denmark enjoys.  

MARKET OUTLOOK 

GDP: Limited growth expected during 2012.  

Inflation: Inflation is expected to continue to ease in 
early 2012. 

 

Interest rate: Interest rates are not expected to be cut 
further in Q1. 

 

Employment: Unemployment may edge up but is expected 
to be relatively stable on the year.  

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.2 1.7 1.2 1.2 2.2 

Consumer spending -4.5 2.3 0.7 1.0 2.3 

Manufacturing production -17.1 2.1 2.2 0.6 3.2 

Investment -14.3 -3.2 -0.5 4.5 5.7 

Unemployment rate (%) 4.9 6.2 6.2 6.2 5.9 

Inflation 1.3 2.3 2.7 2.0 1.9 

Dkr/€ (average) 7.45 7.45 7.45 7.45 7.45 

Dkr/ US$ (average) 5.36 5.62 5.36 5.59 5.61 

Interest rates: 3-month (%) 2.5 1.2 1.4 1.0 2.0 

Interest rates 10-year (%) 3.6 3.0 2.7 2.4 3.9 
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$ 312 billion (2010) 

Public sector balance -2.9% of GDP (2010) 

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) 
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WEAK Q2 LEADS TO STRONG Q3 
The third quarter produced strong growth 
of 0.9% helped by a pickup in exports but 
also by a much weaker showing in the 
second quarter where GDP increased by a 
downwardly revised 0.1%. What is more, 

while annual growth rates will be impressive, a slowing in 
performance is now under way according to most leading 
indicators and hence a much weaker outturn is forecast for 2012. 

CONSUMERS SPENDING SLOWS 
Retail sales volumes grew 1.9% on an annual basis in November, 
with motor vehicle sales in particular showing strong growth. 
Positive annual sales growth has been seen in most quarters in 
2011; however, the rate of growth has been slowing and Statistics 
Finland’s consumer confidence indicator remained low on a 
historical basis amid expectations that unemployment may rise. 

UNEMPLOYMENT AT THREE YEAR LOW 
Unemployment has fallen rapidly during 2011; the November rate 
was 6.2% down from the peak in March, of 9.3%, and 0.9% down 
from the same period last year. This rate is a three-year low and 
has been helped by the strong economy in the third quarter and 
by relatively high domestic demand. It is expected, however, that 
unemployment may rise again as industry weakens and exports 
drop. Nevertheless, unemployment is unlikely to reach a similar 
rate to that recorded in March. 

INVESTMENT STILL STRONG IN Q3 
Investment in machinery and equipment in particular was a major 
boost to growth in Q3. However, investment in construction 
remains low and is expected to remain so in 2012, as indicated by 
levels of new projects in the pipeline. The level of new orders on 
the other hand continues to grow, albeit at a slower pace than 
earlier in 2011 and low business confidence may reduce the 
likelihood of investment continuing to be a boost to GDP in the 
quarters to come.  

OUTLOOK  
The Finnish finance ministry revised their forecasts in December 
and their view of growth potential is significantly lower than the 
figures that were announced earlier in the year. This is as a result 
of the likely slowdown in the economies of many of Finland’s 
trading partners which will affect exports. This would make the 
economy more reliant on domestic demand and with consumer 
confidence stagnating, it could clearly prove to be a difficult year 
ahead. 

 

MARKET OUTLOOK 

GDP: GDP growth is expected to slow in 2012.  

Inflation: Inflation is expected to slow in the coming 
year. 

 

Interest rate: ECB is expected to pursue further cuts in 
interest rates in 2012. 

 

Employment: Unemployment will stay broadly unchanged.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -8.2 3.6 2.9 0.7 2.8 

Consumer spending -3.1 2.7 2.4 1.7 2.8 

Industrial production -18.1 5.1 3.6 1.9 4.6 

Investment -13.5 2.8 5.7 2.2 3.0 

Unemployment rate (%) 8.2 8.4 7.9 7.8 7.4 

Inflation 0.0 1.2 3.3 2.4 1.6 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 3.7 3.0 2.9 2.1 3.5 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 5.35 million (2010) 

GDP US$239.2 billion (2010) 

Public sector balance -2.8% of GDP (2010) 

Parliament Six-party governing coalition 

President Tarja Halonen 

Prime Minister Jyrki Katainen 

Election dates April 2015 (Legislative) 
February 2012 (Presidential) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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FURTHER WEAKENING 
The outlook for 2012 has further 
deteriorated as credit supply has tightened 
and the sovereign debt credit rating 
downgrade has further reduced business 
confidence. Since there will be more 

emphasis on fiscal tightening in 2012, the number of subsidised 
jobs is likely to be reduced, which may adversely affect consumer 
demand and contribute to a further rise in unemployment.   

SHAKEN DOMESTIC DEMAND 
The eurozone crisis is affecting business and consumer 
confidence and undermining domestic demand as a result. Credit 
availability is close to credit-crunch condition and banks are 
increasingly relying on borrowing from the Central Bank instead 
of the interbank market. With banks intending to significantly 
deleverage their balance sheets, credit available to consumers and 
businesses will be further constrained in the short term although 
weak retail sales may have been partially bolstered in September 
and October 2011by household goods sales, helped to a partial 
and limited recovery of the housing market. However, this sector 
could suffer in 2012 on account of the housing market stagnation 
because of the recent tightening of certain tax loopholes.  

INFLATION “STICKY” BUT... 
Inflation remained at a high 2.5% in November, mainly due to 
lagged effects of high commodity and energy prices. It is expected 
that inflation will decline in 2012 due to consumer demand being 
constrained by a lack of confidence. Nevertheless, the recent 
trend may suggest that inflation is stickier than generally thought 
and the decline will be slower than many hoped.  

ELECTION AND AUSTERITY  
President Sarkozy's campaign may suffer from a lack of the “feel 
good” factor, making the outcome more uncertain. President 
Sarkozy should get some credit for the austerity drive and fiscal 
prudence. However, rising unemployment and the possibility of 
re-entering recession are not ideal conditions to run an election 
campaign.   

OUTLOOK  
The consensus outlook is weakening but it may turn out to be 
overly pessimistic, biased by a very negative eurozone outlook. 
Indeed, while a further escalation of eurozone troubles could lead 
to a return of a deep recession; a comprehensive eurozone 
rescue package would boost consumer and business confidence 
and yield a higher GDP growth. 

 

MARKET OUTLOOK 

GDP: Further weakening expected.  

Inflation: Inflation sticky but expected to ease this year.  

Interest rate: ECB anticipated to lower the repo rate further 
after the December cut to 1%. 

 

Employment: Unemployment is likely to rise this year.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.6 1.4 1.6 0.1 1.0 

Consumer spending 0.2 1.4 0.7 0.3 1.2 

Industrial production -12.7 -4.6 3.6 -1.3 1.8 

Business investment -8.8 -1.4 4.4 -0.5 2.2 

Unemployment rate (%) 9.1 9.3 9.3 9.6 9.4 

Inflation 0.1 1.5 2.1 1.7 1.6 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 3.6 3.1 3.3 3.2 4.2 
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) 63.1 million (2011e) 

GDP US$ 2,562.6 bn (2010) 

Public sector balance -7.1% of GDP (2010) 

Parliament Centre-right coalition led by UMP 

President Nicolas Sarkozy 

Prime Minister François Fillon 

Election dates April/May 2012 (Presidential) 
June 2012 (Legislative) 

 

ECONOMIC ACTIVITY 
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MOMENTUM SHIFT 
With the sovereign debt crisis taking its 
toll on the German economy, growth is 
expected to decelerate to 0.6% in 2012. 
Although industrial output picked up in 
October, it was not sufficient to drive 

quarterly performance above the long-term average and a Q4 fall 
in GDP is a possibility. Nevertheless, Germany is likely to 
outperform its eurozone peers since domestic demand remains 
relatively resilient and there is no need for severe austerity 
measures as those seen in the southern eurozone periphery. 

MANUFACTURING: WEAKER BUT RESILIENT 
Despite a slowing in manufacturing output overall, demand driven 
by emerging economies remains quite healthy. An increase in new 
orders in October was followed by a contraction of 4.8% in 
November, but such volatility suggests that a repetition of the 
sharp declines seen in 2008 is unlikely. Recent sentiment 
indicators have been healthier and it is also notable that the 2008 
dip was caused by a toxic mixture of global recession and de-
stocking on a large scale. Such de-stocking should not happen this 
time since corporations and retailers have leaner stocks and 
more efficient logistics; they also learned that it is too expensive 
to have empty stocks at times when retail demand bounces back. 

CREDIT WATCH 
The rationale for S&P to put Germany on a negative credit watch 
(alongside many other eurozone countries) seems to have been 
ignored by the financial markets for now. Germany is expected to 
maintain its AAA status and benefit from low bond yields that 
come with it. In fact, the most recent auction of 6-month 
German bunds ended up with bunds commanding negative yields, 
implying that investors are prepared to pay a fee to store their 
wealth in German assets. It should however be highlighted that a 
disorderly default within the eurozone would threaten the 
German triple A rating. What is more, low German bund yields 
are an indicator of a lack of alternative euro-denominated 
investment opportunities, rather than purely a measure of the 
financial markets’ trust in the German economy. 

OUTLOOK  
The German economy is likely to stagnate in the first half of 2012 
with subsequent performance picking up, dependant of course on 
a resolution of the eurozone sovereign debt crisis. The European 
Banking Authority (EBA) has increased its estimate of German 
banks’ capital needs to €13.1 bn (from €5.2 bn) which may trigger 
further capital demands in the banking sector. Fortunately, the 
government has sufficient funds to accommodate this and provide 
further support should the economy need it.  

MARKET OUTLOOK 

GDP: Growth resilient but conditions are worsening.  

Inflation: Inflation is expected to moderate.  

Interest rate: ECB is expected to pursue further cuts after 
the December slash to 1%. 

 

Employment: Labour market anticipated to continue 
improving. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.1 3.6 3.0 0.6 1.8 

Consumer spending 0.0 0.6 1.5 1.0 1.1 

Industrial production -15.5 10.1 8.2 0.8 2.7 

Investment -11.4 5.2 8.3 1.5 3.9 

Unemployment rate (%) 8.1 7.7 7.1 6.9 6.8 

Inflation 0.3 1.1 2.3 1.8 1.8 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 3.3 2.8 2.5 2.0 3.5 
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$ 3,317 billion (2010) 

Public sector balance -3.0 % of GDP (2009) 

Parliament Coalition between CDU/CSU and FDP 

President Christian Wulff 

Chancellor Angela Merkel 

Election dates October 2013 (Legislative) 
2015 (Presidential) 
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ECONOMIC WEAKNESS  
Profound weaknesses within the Greek 
economy are continuing to create a sense 
of economic free fall. The adverse external 
economic environment in 2011 was 
accompanied by a perfect storm of weak 

domestic demand, rising unemployment and severe austerity 
measures, albeit with the latter still proving insufficient to bring 
government finances towards a sustainable position. These 
weaknesses will continue to hit the real economy in 2012 but 
there are some brighter points, with the government’s fiscal 
position expected to improve and the potential for agreement to 
be reached on cutting outstanding debt levels. 

RETURN TO DRACHMA? 
Greek policy makers are facing difficult choices in respect of 
which path the country should take to regain competitiveness. 
The first solution – a return to competitiveness while remaining a 
member of the eurozone - would mean accepting a period of low 
economic growth in Greece. The second solution – an exit from 
the eurozone - could allow a more rapid return to 
competitiveness via reintroducing and subsequently devaluating 
the old national currency. It would not however be easy to give 
up the shelter that eurozone membership provides and it would 
be neither a quick nor a cheap route to growth. 

INVESTORS’ NERVOUSNESS 
The decision last year to press forward with a higher, voluntary 
write-down of privately held Greek government debt was not 
unexpected but has not settled the market.  Over the last few 
months many have suggested that the proposed haircut of 50% 
would still not be sufficient. Angela Merkel too recently hinted 
this. As a result, negotiations have been protracted and at 
present are being delayed by hedge fund bond owners apparently 
wanting a higher interest rate on the new replacement bonds or 
pressing for a formal default so that default insurance will be paid 
out.  The delays being seen at best underline the ongoing 
uncertainty of the process and at worst remind us of the risk of 
the Greek government becoming insolvent. 

OUTLOOK 
There is clearly another hard year ahead for Greece, with a risk 
of unrest, disorderly default or being forced out of the eurozone. 
Consumer demand is hampered by uncertainty, falling wages and 
rising unemployment. Indeed, alongside the need for better tax 
collection, the inflexibility of the Greek labour market is a key 
area needing reform and a test for whether Greece can close the 
growth and competiveness gap on its neighbours and hence 
remain in the eurozone. 

MARKET OUTLOOK 

GDP: GDP anticipated to contract further in 2012.  

Inflation: Inflation expected to moderate.  

Interest rate: ECB expected to lower rates further after the 
December cut to 1%. 

 

Employment: Unemployment anticipated to continue rising 
over the year. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.3 -4.4 -5.8 -3.9 -2.0 

Consumer spending -1.8 -4.6 -5.5 -5.2 -3.8 

Industrial production -9.4 -5.9 -6.6 -2.2 -3.2 

Investment -11.2 -16.5 -15.5 -12.2 -6.4 

Unemployment rate (%) 9.4 12.5 17.1 20.0 21.3 

Inflation 1.2 4.7 2.9 1.4 0.5 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 5.2 9.2 17.7 27.7 21.6 
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$ 305.6 billion (2010) 

Public sector balance -10.4% of GDP (2010) 

Parliament Pasok 

President Karolos Papoulias 

Prime Minister Lucas Papademos 

Election dates 2012 (Parliamentary) 
2015 (Presidential)  

 

ECONOMIC ACTIVITY 
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WEAKNESS CONTINUES 
Due to internal weaknesses and a huge 
foreign currency loan exposure, Hungary’s 
economy was already in a weakened state 
in 2008 and this has continued all the way 
to 2012. After a partial recovery of 

domestic demand in 2010, Europe’s wider problems last year 
were felt with amplified strength in Hungary, and alongside 
political unrest, this resulted in a rapid depreciation of the Forint. 
The weak currency worsened the external debt position which 
was already alarmingly high (140% of national debt) and the 
Hungarian Central Bank had no option but to implement 
monetary tightening and increase interest rates. Nonetheless, it is 
still increasingly evident that the Hungarian government will need 
further IMF assistance to avoid insolvency.  

MISLEADING Q3 GDP FIGURES 
In Q3 GDP expanded much faster than expected. While a 
breakdown of economic activity is not yet fully available, the 
strong performance is likely to be a one-off, driven by substantial 
investments in the Hungarian auto-industry. The other GDP 
components are at best expected to have recorded stagnation or 
mild contraction in Q3. Economic conditions then deteriorated 
sharply in Q4, with the Forint’s depreciation likely to have hit 
domestic demand. Consumer spending has been additionally 
undermined by plummeting consumer confidence as uncertainty 
in Hungary and in the eurozone has persisted. 

HUNGARY AND IMF 
It appears clear that Hungary will need IMF assistance to avoid 
insolvency but negotiations are unlikely to run smoothly. The 
Hungarian government is increasingly seen to have an 
authoritarian streak with excessively meddling in the activities of 
the central bank threatening its independence. Unilateral banking 
taxes imposed by the Hungarian government, combined with 
effective nationalization of private pension funds, are also likely to 
be stumbling blocks to receiving financial support from the IMF.   

OUTLOOK 
Hungarian GDP growth is likely to soften in 2012, with a return 
to recession forecast. What is more, with the government 
forecasting a stronger outturn to growth and hence tax revenues 
in 2011, a further round of fiscal tightening and austerity cannot 
be ruled out. The country is also increasingly seen as becoming a 
victim of haphazard policies. However, inward investment 
alongside a sophisticated and educated labour force should point 
towards an eventual turnaround and an overall economic 
improvement.    

 

MARKET OUTLOOK 

GDP: GDP growth slowing.  

Inflation: Weak domestic demand will support a decline 
in inflation. 

 

Interest rate: On hold but conditional upon IMF negotiations  

Employment: Employment is expected to remain stable.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -6.5 1.2 1.5 -0.5 1.1 

Consumer spending -7.8 -2.1 -0.6 -1.6 0.3 

Industrial production -17.7 10.3 5.5 1.7 4.5 

Investment -8.0 -5.6 -5.4 -2.5 -1.1 

Unemployment rate (%) 10.0 11.2 10.9 11.2 10.8 

Inflation 4.5 5.0 3.9 4.6 2.8 

HUF/€ (average) 280.57 275.32 279.12 292.83 270.64 

HUF/US$ (average) 202.34 207.94 200.8 219.78 203.70 

Money market rate (%) 8.6 5.5 6.1 6.1 5.4 

Interest rates 10-year (%) 9.4 7.3 7.5 7.4 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 10.0 million (mid-year, 2009) 

GDP US$ 130.4 billion (2010) 

Public sector balance -4.2% of GDP (2010) 

Parliament Fidesz (majority)  

President Pál Schmitt 

Prime Minister Viktor Orbán 

Election dates 2014 (Parliamentary and Municipal) 
2015 (Presidential) 
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GDP SLUMPS 
Following two quarters of export-driven 
recovery in Q1 and Q2, Irish GDP 
contracted by 1.9% q/q in Q3. The main 
drags on growth in Q3 were consumer 
spending, investment and government 

expenditure. Export growth slowed to 0.8% q/q (1.7% y/y), failing 
to offset the declines in other components of growth. 

WEAK CONSUMER CONFIDENCE 
Consumers remain under pressure due to rising unemployment 
(14.4% in Q3 against 13.9% in Q1 and 14.2% in Q2) and falling 
real wages (-2.5% y/y in Q3). High levels of private debt (at 240% 
of income) have had a detrimental impact on spending, while 
austerity measures have reduced households’ disposable income. 
As a result, private consumption fell by 1% q/q in Q3 and is 
expected to deteriorate further in 2012, marking the fifth 
consecutive year of decline.   

PERSISTENT DECLINE IN INVESTMENT 
Investment has been falling almost uninterrupted since 2007 Q1, 
with just several small rebounds (the most recent of 3.1% 
recorded in 2011 Q1), leading to investment levels currently 
standing at a mere 33% of the peak in 2007 Q1. Reluctance to 
invest is likely to be caused by weak external and domestic 
demand and tight credit conditions. In addition, a slide in house 
prices has subdued residential investment, while construction 
remains weak, with value added falling by another 5.9% q/q in Q3. 

BANKING REFORMS BRING POSITIVE RESULTS 
Under the Financial Measures Programme, the Irish government 
has made significant progress in restoring the health of the 
banking sector. As a result, outflow of households’ deposits 
stabilised, while corporate deposit outflow has started easing.  

OUTLOOK 
GDP growth is expected to slow to 0.5% in 2012. Exports will 
grow, albeit at a slower rate than in 2011 (1.5% in 2012, versus 
8% in 2011), due to deteriorating external and domestic demand. 
Growth in exports will be offset by declines in investment (-2.4%) 
and consumption (-1.9%). This outlook is subject to the eurozone 
economy stabilising in 2012.   

 

 

 

 

 

MARKET OUTLOOK 

GDP: GDP growth will stagnate in 2012.  

Inflation: Inflation to fall due to the slowdown and the 
reduction in European interest rates 

 

Interest rate: ECB expected to lower rates further following 
a slash to 1% in December. 

 

Employment: Unemployment rate expected to fall slightly in 
2012. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -7.0 -0.4 1.2 0.6 3.1 

Consumer spending -6.9 -0.7 -3.1 -1.9 -0.1 

Industrial production -4.6 7.6 1.0 0.4 2.7 

Investment -28.7 -24.9 -7.8 -2.4 3.4 

Unemployment rate (%) 11.8 13.6 14.3 13.9 13.2 

Inflation -4.5 -0.9 1.5 1.0 0.6 

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

US$/€ (end-period) 1.44 1.34 1.33 1.30 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 2.2 2.2 

Interest rates 10-year (%) 5.2 5.8 9.9 7.0 7.0 
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$207.1 billion (2010) 

Public sector balance -31.3% of GDP (2010) 

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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FRAGILE ECONOMY 
Economic indicators suggest that Italy has 
entered a double dip recession and 
prospects for 2012 may deteriorate 
further if Italy needs to implement yet 
more fiscal tightening. While the 

appointment of a technocratic government has been a positive 
development in as much as stability is improved and reforms are 
being pursued, maintaining progress and stability will require fiscal 
sacrifices to produce some tangible results to the Italian people, 
as noted by the new Prime Minister Mario Monti himself. 

UNEMPLOYMENT RISES 
Weak economic growth in the second half of 2011 was reflected 
in a further rise in unemployment. Between August and October, 
unemployment increased by a further 0.5%, reaching 8.5%. It is 
expected that the labour market will deteriorate further in 2012, 
with unemployment likely to reach 9.5% in 2013, after which the 
situation will start to improve.  

DOMESTIC DEMAND 
Expectation of a front-loaded austerity package in 2012, together 
with a rise in unemployment, is likely to adversely affect already 
sluggish domestic demand. Indeed, households appear to already 
be cutting spending as sales volumes dropped by more than 2% 
year-on-year in September.   

RISK OF EXCESSIVE AUSTERITY 
The reintroduction of an ownership tax on residential property 
together with other announced measures, such as revision and 
rationalization of the pension system and further anticipated VAT 
increases, are expected to bring an additional €30 billion into the 
Italian Treasury. The problem with such policies is that they are 
countercyclical and put economic growth at risk unless 
sufficiently offset by policies promoting growth (e.g. a reduction 
in corporation taxes and rationalization of the public sector). The 
fear of many commentators is that the net contribution of 
policies to date may be negative and the balanced budget target 
might be missed as a result. 

OUTLOOK 
Despite the appointment of a new government, Italian long term 
bond yields initially stayed stubbornly high and the overall 
situation remains fragile. However, with marked divisions on 
policy between the main political parties, the technocrat 
government may be the best chance Italy has to implement 
reforms to deliver real growth going forward and once a wider 
resolution of the eurozone crisis is in place, Italy could emerge 
quite quickly as a stronger member. 

 

MARKET OUTLOOK 

GDP: Economic restructuring will weigh on GDP.  

Inflation: Inflation anticipated to moderate due to weak 
domestic demand. 

 

Interest rate: ECB expected to lower rates further after the 
December cut to 1%. 

 

Employment: Labour market is expected to deteriorate.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.2 1.2 0.5 -1.5 0.2 

Consumer spending -1.8 1.0 0.7 -0.9 -0.3 

Industrial production -18.7 6.5 0.5 -3.0 0.2 

Investment -12.0 2.3 0.7 -2.3 0.4 

Unemployment rate (%) 7.8 8.4 8.1 8.8 9.5 

Inflation 0.8 1.5 2.8 2.0 0.7 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 4.3 4.0 5.3 6.2 5.7 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 59.9 million (2009) 

GDP US$ 2,051.8 billion (2010) 

Public sector balance -4.6% of GDP (2010) 

Parliament Popolo della Libertà-led coalition 

Prime Minister Mario Monti 

Election dates 2013 (Parliamentary) 
2013 (Presidential) 

 

ECONOMIC ACTIVITY 
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ENTERING RECESSION 
The Dutch economy saw a 0.3% quarter-
on-quarter contraction in its GDP in Q3. 
The decline came from reduced domestic 
demand as private consumption fell 
quarter-on-quarter in the last three 

quarters (Q1: -0.4%, Q2: -0.4%, Q3: -0.2%), but also from a 
deteriorating external environment, which led to a slowdown in 
export growth (0.3% quarter-on-quarter in Q3 compared to 1% 
in Q2). 

CONSUMERS UNDER PRESSURE 
Private consumption has declined due to real wage levels falling 
and unemployment rising (from 5% in Q2 to 5.6% in Q3). In 
addition, government expenditure posted a 0.3% q/q fall in Q3 
following enactment of an austerity package. Weak activity and 
public sector cuts may see further job losses, increasing pressure 
on household finances.  

THREAT OF BAD DEBTS 
With pressure on household finances, combined with a high level 
of private sector debt, there is an increased risk of non-
performing loans. A soft patch in the housing market may indicate 
a possibility of a large share of households starting to experience 
negative equity on their properties. Indeed, December data 
already points at a sharp increase in the number of foreclosure 
sales, up by 300% year-on-year in December.  

BUSINESS CONFIDENCE LOW 
The manufacturing PMI (Purchasing Managers Index) slipped to a 
2.5-year low of 46 in November as domestic and export orders 
fell, and even though December saw a modest improvement to 
46.2, short term prospects for output are clearly not strong. A 
further deterioration in the eurozone economies would in fact hit 
the export-orientated Dutch economy severely, unless the 
sovereign debt crisis becomes contained through an agreement 
by the EU leaders.  

OUTLOOK 
The Dutch economy is expected to endure a mild recession in 
the first half of 2012. However, amid increasing uncertainty over 
the possible outcomes of the sovereign debt crisis, an agreement 
between the EU nations containing the crisis is still the most 
likely prospect and this will allow gradual recovery of the Dutch 
economy later in the year. 

 

 

 

MARKET OUTLOOK 

GDP: Decline in GDP to persist until at least the 
middle of 2012. 

 

Inflation: Inflation will fall due to the slowdown.  

Interest rate: ECB expected to lower rates further after the 
December cut to 1%. 

 

Employment: Unemployment to rise further.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.5 1.6 1.5 -0.3 1.5 

Consumer spending -2.6 0.4 -0.7 -0.5 0.9 

Industrial production -7.4 7.1 2.7 -1.1 1.3 

Investment -10.2 -4.4 6.2 -1.7 2.9 

Unemployment rate (%) 4.8 5.5 5.4 6.1 5.9 

Inflation 1.2 1.3 2.3 1.8 1.8 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 1.0 1.4 1.2 2.2 

Interest rates 10-year (%) 3.7 3.2 3.0 2.7 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 16.6 million (2010) 

GDP US$ 780 billion (2010) 

Public sector balance -5.3% of GDP (2010) 

Parliament A minority coalition of the political 
parties VVD (Liberals) and CDA 
(Christian Democrats) with the backing 
of the right-wing political party PVV.  

Head of state Queen Beatrix 

Prime Minister Mark Rutte 

Election dates 2014 (Parliamentary) 
 

ECONOMIC ACTIVITY 
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CONTINUED GROWTH 
Strong growth in the production of goods 
and electricity contributed to a further 
increase in GDP for mainland Norway of 
0.8% in Q3. This pattern of expansion has 
encouraged employment growth 

throughout 2011, with the unemployment rate at 3.3% at the end 
of Q3. Growth forecasts for 2012 have however been revised 
downwards since last quarter due to concerns over demand from 
the eurozone and a spill over from the debt crisis. 

CONSUMERS EASE SPENDING 
Annual growth in household consumption stood at 2.2% in Q3. In 
Q4, weaker consumer confidence is likely to have in part been 
offset by low inflation and a stable labour market. 

NON-FUEL EXPORTS DECLINE 
Although the value of exports of gas and oil has seen increases 
compared to last year, this is largely to do with their increased 
price, and not due to increased volumes exported. Overall figures 
in fact manage to hide that exports for many types of commodity 
have actually decreased, with exports of machinery, manufactured 
goods and food falling. Although it would not have been 
unexpected for exports to the eurozone to fall in 2011, this has 
not been the case, and exports to the US and Asia have suffered 
more, while demand from the EU increased year on year. 

INFLATION REMAINS LOW 
CPI has seen very little month on month change during 2011 and 
the figures for September, October and November remained 
static. This is due to increases in sectors such as housing, 
recreation and hotels being offset by decreases in clothing, 
transport and food. . 

INTREST RATES CUT 
The Norges Bank cut the key policy rate by 0.50 percentage 
points to 1.75% due to increased concern over the potential 
impact of global economic turbulence. The Norges Bank hopes 
that this will help to guard Norway from “an economic setback 
and even lower inflation”.  

OUTLOOK 
The Norwegian economy is clearly being impacted by wider 
uncertainties in Europe and beyond but whilst growth will slow, 
GDP is expected to expand in 2012 at only a modestly slower 
rate than in 2011 and the country will remain one of the best 
performers in the region. 

 

MARKET OUTLOOK 

GDP: Further healthy growth expected in 2012.  

Inflation: Stable.  

Interest rate: Stable with slight monetary easing possible.   

Employment: Unemployment is expected to remain stable.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -1.6 0.3 2.6 2.3 2.7 

Consumer spending 0.2 3.6 2.3 2.7 3.5 

Manufacturing production -3.6 -5.5 1.0 0.6 0.5 

Investment -6.9 -7.4 6.9 5.3 4.3 

Unemployment rate (%) 3.2 3.6 3.2 3.2 3.2 

Inflation 2.2 2.4 1.3 1.3 1.6 

NOK/€ (average) 8.73 8.01 7.80 7.87 7.99 

NOK/US$ (average) 6.29 6.05 5.60 5.91 6.01 

Interest rates: 3-month (%) 2.2 2.5 2.9 3.2 3.8 

Interest rates 10-year (%) 4.0 3.5 3.2 2.8 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 4.9 million (2010) 

GDP US$ 418 billion (2010) 

Public sector balance 11.7% of GDP (2010) 

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 SLOWS 
Annual GDP growth slowed down in the 
third quarter of 2011 to 4.2% (Q2: 4.6%), 
albeit with the effects of falling demand for 
exports from the eurozone and a gradual 
reduction in government spending partly 

offset by resilient domestic demand as retail sales grew by 11.4% 
y/y in September.  

CONSUMER SPENDING RESILIENT 
Indeed, despite high inflation and persistent unemployment at 
around 12% throughout 2011, consumer spending has remained 
strong, with 0.6% q/q growth in Q3. This may be attributed to 
the marked increase in average earnings, 5.1% y/y in October, 
and partly also resulting from falling quarter-on-quarter inflation. 
The return of migrant workers is also a driving factor however, 
leading to increased labour supply and a bigger spending pool. 

EXTERNALLY DRIVEN INFLATION 
The Zloty has depreciated against the US Dollar and the Euro 
due to capital flight as investors have moved assets away from 
Poland due to fears of contagion from the eurozone. This has 
increased the price of imports which were already at a high level 
due to global commodity price increases. Inflation has in fact 
remained well above target for most of last year but while the 
average in 2011 was 4.1%, a moderation in price increases is 
likely this year, particularly when last January’s VAT rise drops 
out of the annual measure. 

FISCAL TIGHTENING 
There will be a reduction in government spending in 2012 as 
attempts are made to further reduce the budget deficit to 2.9% of 
GDP, in accord with the provisions set out in the Maastricht 
Treaty. The planned fiscal tightening will see a 1.25% reduction in 
spending against 2011, which combined with a decline in 
eurozone demand for Polish exports is likely to result in a 
slowdown over the course of the first two quarters in 2012.   

OUTLOOK 
With an impending slowdown in the first half of 2012 average 
growth for the year is currently forecast at 2.5% (2011: 4.0%). 
This would cause inflation to reduce which may in turn see the 
government attempt to stimulate demand through monetary 
easing measures. At the same time however, a relatively weak 
Zloty will increase the competitiveness of Polish exporters and 
this should help to stimulate growth in the second half of 2012. 
Infrastructure projects linked to the staging of the Euro 2012 
football championships will also continue to boost investment 
levels, at least in the early months of the year. 

MARKET OUTLOOK 

GDP: Slowdown expected in the first half of 2012.  

Inflation: Inflation to fall back as economy slows down.  

Interest rate: Base rate cuts are anticipated as growth 
concerns come to the fore. 

 

Employment: Unemployment rate stabilized at around 12% 
but is likely to fall in the second half of 2012. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth 1.6 3.8 4.0 2.5 4.1 

Consumer spending 2.1 3.2 2.5 2.4 3.9 

Industrial production -3.7 10.7 6.5 4.0 6.3 

Investment -1.0 -1.0 6.7 3.7 7.4 

Unemployment rate (%) 11.0 12.1 12.2 12.0 10.5 

Inflation 3.8 2.7 4.1 2.9 3.3 

PLZ/€ (average) 4.33 3.99 4.13 4.25 3.9 

PLZ/US$ (average) 3.12 3.02 2.97 3.19 2.94 

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

Interest rates 10-year (%) 6.1 5.8 6.0 5.7 5.4 
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$469.2 billion (2010) 
Public sector balance -7.9% of GDP (2010) 

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 (Parliamentarian) 

 

ECONOMIC ACTIVITY 
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GDP CONTRACTING 
The Portuguese economy contracted by 
1.7% (y/y) in Q3 due to deteriorating 
external conditions and ongoing austerity 
measures. Exports, the only driver of 
recovery thus far, are fading. Growth of 

net exports slowed down to 6.5% y/y in Q3, lower than the 
average for 2010 (8.8%) and for the first half of 2011 (8.5%).  

WEAK DOMESTIC DEMAND  
Falls in real income and rising unemployment, combined of 
course with uncertainty surrounding the eurozone crisis, are 
adversely affecting consumers, with household consumption 
continuing to fall y/y in Q3 (-3.3%) and precautionary savings 
reportedly increasing.  

MANUFACTURING EXPECTED TO SLUMP 
Companies are expected to cut production due to subdued 
domestic and external demand. At the same time, those firms 
who are willing to invest are finding themselves constrained by 
tight credit conditions. As a result, investment fell by 12% y/y in 
Q3 and is forecast to slump to a level 35% below its pre-crisis 
peak in 2012.  

AUSTERITY PLANS  
Despite the implementation of new austerity measures, including 
public sector wage cuts, a reduction in social transfers and a hike 
in VAT on gas and electricity, the prospects for restoring public 
finances to health remain some way off. The government’s target 
of reducing the deficit to 4.5% of GDP in 2012, 3% in 2013 and 
0.8% by 2015 is unlikely to be met and the anticipated budget 
deficit in 2012 stands at 5.5%. Portugal is however making more 
progress in meeting its Maastricht criteria than some of the other 
countries of the troubled eurozone periphery and government 
revenues in 2011 have reportedly increased while public spending 
fell. Nonetheless, more pressure may fall on state owned 
businesses/ organisations to cut their deficits. 

OUTLOOK 
Falling eurozone demand combined with new austerity measures 
mean that 2012 will see a further significant slowdown in 
Portugal. Contraction will be driven by falls in all components of 
growth, but in particular in private consumption (-6%) and 
investment (-9.3%). With the anticipated implementation of new 
fiscal rules recently agreed by the eurozone leaders, which should 
improve market perception of the pact, the recovery is expected 
to commence in late 2013. However, as Portuguese banks still 
have trouble accessing funds from financial markets, reliance on 
ECB is likely to continue and further bailouts cannot be ruled out. 

 

MARKET OUTLOOK 

GDP: GDP is anticipated to contract further in 2012.  

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

 

Interest rate: ECB expected to lower rates further after the 
December cut to 1%. 

 

Employment: Labour market to continue deteriorating.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.5 1.3 -1.9 -3.5 -0.7 

Consumer spending -1.1 2.3 -4.6 -6.0 -1.0 

Industrial production -8.1 1.6 -1.5 -2.5 0.9 

Investment -11.3 -4.9 -10.3 -9.3 1.1 

Unemployment rate (%) 9.5 10.8 12.4 13.2 13.5 

Inflation -0.8 1.4 3.5 1.5 1.5 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 4.2 5.4 10.2 10.8 7.2 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 10.7 million (2010) 

GDP US$ 229 billion (2010) 

Public sector balance -9.2% of GDP (2010) 

Parliament Social-Democratic Party and Popular 
Party coalition 

President Aníbal Cavaco Silva 

Prime Minister Pedro Passos Coelho 

Election dates Fall 2013 (Legislative) 
January 2016 (Presidential) 

 

ECONOMIC ACTIVITY 
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GROWTH PICKS UP 
Romanian GDP rose by a robust 1.9% on 
the quarter in Q3, driven by a strong 2011 
harvest. Exports have been a significant 
component of growth throughout 2011, 
but are now fading due to deteriorating 

external demand while government and consumer expenditure 
grew on an annual and quarterly basis in Q3 but are increasingly 
vulnerable to developments in the eurozone, especially given 
Romania’s close trade and financial links with the troubled 
eurozone periphery. 

INFLATION STILL FALLING 
Inflation has been falling and ended 2011 at just 3.1% as the effect 
of lower food prices impacted and the 5% VAT hike was no 
longer included in calculations. Encouraged by low inflation, the 
central bank cut the key interest rate to 6% in November in 
order to promote growth. 

IMPACT OF THE EUROZONE CRISIS 
The eurozone crisis continues to place the Romanian economy at 
a risk of contagion. A large share of banks operating in the 
country originate from the EU, in particular from Greece and 
Austria. Higher capital requirements in these countries are likely 
to reduce lending to Romanian subsidiaries and impact on credit 
availability and thus on consumption and private investment. At 
the same time, reduced demand from the eurozone is already 
affecting exports, which contracted by 1% in Q3 (y/y), after a 
robust growth rate of 3.5% recorded in Q2. 

BAILOUT PLAN 
Romania remains on track for another tranche of funding as part 
of the IMF and EU bailout plan. An additional €5bn has been made 
available should the country’s economic situation deteriorate 
beyond current expectations. 

OUTLOOK 
GDP growth is forecast to reach 1.4% in 2012, moderately down 
on 2011. Growth prospects will of course continue to be 
negatively affected by global and regional uncertainty, with foreign 
investment, credit provision and demand for exports likely to 
shrink.  However, consumption and public investment are likely 
to take over from exports as the main drivers of growth. 
Consumption will see circa a 2% increase in 2012, resulting from 
rising real wages, a decline in inflation and stable employment 
levels, while investment growth (forecast at 2.2% this year) will 
be driven predominantly by government spending as the 
authorities face an urgent need to improve the country’s 
infrastructure.  

 

MARKET OUTLOOK 

GDP: Marginal further slowing of growth in 2012.  

Inflation: Inflation heading towards 3% and should 
stabilize in 2012. 

 

Interest rate: Key interest rates were cut in November and 
are anticipated to stay unchanged. 

 

Employment: Employment has stabilised.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -6.1 -1.5 2.1 1.4 3.2 

Consumer spending -10.4 -1.6 1.4 2.1 3.1 

Industrial production -6.4 5.6 6.1 5.6 6.7 

Investment -21.2 -14.7 2.1 2.2 4.4 

Unemployment rate (%) 6.6 7.6 5.1 4.9 4.8 

Inflation 5.6 6.1 5.8 3.5 3.3 

RON/€ (average) 4.24 4.21 4.21 4.40 4.52 

RON/US$ (average) 3.05 3.18 3.03 3.30 3.40 

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

Interest rates 10-year (%) 9.7 7.3 7.2 7.0 6.7 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 21.5 million (2010e) 

GDP US$161.1 billion (2009) 

Public sector balance -7.3% of GDP (2009) 

Parliament Liberal Party/Hungarian Union of 
Democrats in Romania 

President Traian Basescu 

Prime Minister Emil Boc 

Election dates 2012 (Parliamentary) 
2014 (Presidential) 

 

ECONOMIC ACTIVITY 
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GROWTH PICKS UP 
Real GDP grew by 4.8 y/y in Q3, 
accelerating from 3.4% in Q2. Strong 
domestic demand, in particular private 
consumption, has cushioned the economy 
against the deteriorating external 

environment. In addition, high oil prices have boosted the value 
of exports. 

INDUSTRIAL OUTPUT  
Manufacturing and services PMI rose in November and are above 
the 50 expansion-contraction line. This was reflected in industrial 
production increasing by 4.9% y/y in November, driven 
predominantly by domestic demand as net exports decreased in 
Q3 and Q4.  

CONSUMPTION ON THE RISE 
Private consumption grew by 6.3% in Q2 and by 7.5% in Q3 y/y, 
positively affected by increasing wages and declining consumer 
goods prices. Estimated November inflation reached the lowest 
level since the Soviet Union era (6.8% y/y), a result of the global 
slowdown and a strong 2011 harvest. 

IMPACT OF THE EUROZONE CRISIS 
The deteriorating global economic outlook has hampered 
business confidence among domestic and foreign investors and 
has led to a slowdown in investment growth (down from 4.6% 
y/y in Q3 to an estimated 2.4% in Q4). In addition, multinational 
banks operating in Russia are moving away to less risky locations 
or are forced to withdraw capital from their subsidiaries in order 
to meet higher capital requirements at home. A total of US$84.2 
bn – according to Central Bank of Russia – is in fact estimated to 
have been withdrawn in 2011. At the same time, the eurozone 
crisis has also reduced demand for Russian exports, although this 
may in part have been offset by high global oil prices, since 65% of 
exports are derived from the oil and gas sector. 

OUTLOOK 
Growth in 2012 is forecast to drop to 3.5%, with the main drag 
being deteriorating external demand as well as credit contraction 
due to capital flight. This may be offset by governmental stimulus 
packages, implemented before the recent elections and planned 
to be in place during the presidential campaign. Such fiscal 
expansion may go further than planned due to United Russia’s 
(the governing party) disappointing result in the December 
elections. This may raise concerns over short term inflationary 
pressures as well as fiscal sustainability for the medium term 
(particularly given the fall in government revenues stemming from 
lower oil prices, estimated at 12% in 2012 for example).  

MARKET OUTLOOK 

GDP: GDP to remain relatively high but slow slightly 
in early 2012.  

Inflation: Current record low inflation is likely to 
continue into 2012.  

Interest rate: Key interest rates to remain unchanged.  

Employment: Unemployment has stabilised.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -7.8 4.0 4.2 3.5 3.8 

Consumer spending -4.8 3.0 6.2 4.5 4.6 

Industrial production -9.3 8.2 4.9 3.9 5.3 

Investment -14.4 6.1 3.1 4.1 8.0 

Unemployment rate (%) 8.4 7.5 6.7 6.6 6.5 

Inflation 11.6 6.8 6.8 6.6 6.3 

Rouble/€ (average) 45.3 41.3 41.9 41.2 40.9 

Rouble/US$ (average) 31.8 30.4 29.4 30.2 30.0 

Interest rates 3-month (%) 14.0 5.1 5.1 6.6 7.4 

Interest rates 10-year (%) 9.9 7.5 7.6 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 141.9 million (2009) 

GDP US$1,479 billion (2010) 

Public sector balance -4.0% of GDP (2010) 

Parliament The Putin-led United Russia party with 
52% of seats in the Duma 

President Mr. Dmitry Medvedev 

Prime Minister Mr. Vladimir Putin 

Election dates March 2012 (Presidential) 
December 2016 (Parliamentary) 

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
 

-15.0
-10.0
-5.0
0.0
5.0
10.0
15.0

-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

RUSSIA 

 
 

 

 
 

 

 

 

ECONOMIC SNAPSHOT 
 

  
 

MARKETBEAT 
 

A Cushman & Wakefield Research Publication 

 

Q4 2011 
 



 

 

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. 

GDP SLOWDOWN 
Following relatively strong GDP growth at 
2% in Q2, the unfolding eurozone 
sovereign debt crisis started to weigh on 
the Serbian economy later last year. 
Serbian exports into the eurozone have 

slowed sharply for example and the banking sector is vulnerable 
to sudden withdrawals of funds by Western European parent 
banks.  

IMF LENIANCY 
Due to its complex political scene and the proximity of general 
elections, Serbia has struggled to reduce its budget deficit despite 
the IMF’s willingness to accept lax fiscal policies aimed at 
stimulating the real economy. Due to a downward revision to 
forecast economic growth, even the current relatively modest 
fiscal targets are unlikely to be met and restructuring of the 
overblown and unproductive public sector, unlikely before the 
2012 general elections, should become a priority for the new 
government right from its outset. 

EU ACCESION 
Inward investment in 2011 was not sufficient to finance the 
current account deficit. This is worrying as EU accession 
processes are getting delayed, postponing the much needed 
foreign investment boost that will come once further progress is 
in place. In addition, sentiment towards the EU membership is 
hardening across the political landscape, while at the same time a 
sharp decline in public support for the EU accession is revealed in 
opinion polls. However, this may be no bad thing since while a 
Serbian backlash towards EU accession is probably caused by 
national sentiment towards Kosovo, the country in reality is not 
structurally ready for EU accession, with most Serbian exports 
(agriculture, food, metals, vehicles, and textile) already sensitive 
sectors within the EU. 

OUTLOOK 
The Central Bank of Serbia has relaxed lending rules for the 
corporate sector in the hope of stimulating domestic demand. 
However, the economy suffers from a chronic lack of liquidity 
due to a delay of payments for received and delivered goods and 
services. Publicly owned companies are one of the main 
generators of such illiquidity and this will continue to plague the 
Serbian economy. Overall however, 2012 will see similar 
conditions to 2011, albeit with risks moving to the downside and 
the country clearly needing to continue to implement painful 
structural reforms in order to improve macroeconomic stability. 

 

MARKET OUTLOOK 

GDP: Steady GDP growth anticipated to continue in 
2012. 

 

Inflation: Inflation expected to fall in the coming months.  

Interest rate: Stable.  

Employment: Relatively high unemployment is expected to 
continue. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.9 1.7 1.7 1.9 4.5 

Consumer spending -4.4 -0.3 1.7 1.8 4.5 

Industrial production -12.1 2.4 2.9 2.9 4.2 

Investment -14.0 2.7 4.8 4.9 8.1 

Unemployment rate (%) 27.9 30.5 31.5 32.1 31.2 

Inflation 8.7 6.1 12.1 5.0 4.5 

Dinar/€ (average) 67.6 77.7 72.5 76.4 78.5 

Dinar/US$ (average) 94.2 103.1 101.0 101.9 104.4 

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 7.3 million (2010e) 

GDP US$ 42.4 billion (2010e) 

Public sector balance -4.5% (2010) 

Parliament Coalition: Democratic Party (DS) plus 
wider coalition 

President Boris Tadic 

Prime Minister Mirko Cvetkovic 

Election dates May 2012 (Parliamentary) 
Jan/Feb 2013 (Presidential) 
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GDP GROWTH SLOWS 
Slovakia recorded good growth in 2011 
overall, albeit at a more moderate level 
than 2010 and at a slowing pace as the 
year went by. Activity in the country 
slowed in Q3 as GDP grew by 0.8% 

quarter-on-quarter. Nevertheless, the annual slowdown was 
marginal and positive trade continued to fuel economic growth as 
exports rose 6.8% year-on-year, while imports eased back. 

DOMESTIC DEMAND SUBDUED 
Despite a relatively good pick up in investment levels, domestic 
demand remained weak, contracting by 4.4% year-on-year on the 
back of cuts in public spending and cautious consumer 
expenditure. Inevitably, this is affecting trading conditions in the 
retail sector where the latest sales figures (October) confirmed 
the negative trend evident through the year, with retail sales 
falling 3.1% on the same month in 2010. According to the 
National Statistical Office of Slovak Republic, the sharp decline in 
the trade of automotive fuel (15.2%) and food, beverages and 
tobacco, was the main catalysts behind the contraction. 

INFLATION 
One of the reasons behind the challenging conditions being seen 
on the high street has been persistent inflation, which has 
remained elevated and has hence squeezed spending power. The 
consumer price index rose for the fourth consecutive month in 
November to 4.6%, before easing back in December to 4.4%, 
driven by higher housing and utility costs, a double-digit rise in 
the transport sector and pricier food and clothing goods. 

INDUSTRIAL OUTPUT AND UNEMPLOYMENT 
A further cause for concern is the recent deceleration in 
industrial production; with output falling 0.4% in November year-
on-year, a sharp downturn on the 7.7% growth observed in 
October. Fuelled in part by a similar contraction in manufacturing 
output, the slower activity may signal a further deterioration in 
the unemployment rate. The harmonised rate has been largely 
stable but has recently shown signs of correction, edging up in 
August (13.4%) and again in October (13.5%). 

OUTLOOK 
Trends will be mixed in 2012 but the economy is expected to 
outperform many other countries in the region. Lower inflation 
will help spending power and the overall inflation rate is expected 
to ease quickly as the effect of the VAT rise implemented at the 
beginning of 2011 dissipates. On the other hand, slower industrial 
production and lower exports are likely to continue to weaken 
the labour market to some degree, with the unemployment rate 
in 2012 expected to approach 14%. 

MARKET OUTLOOK 

GDP: Economic growth to slow further in 2012.  

Inflation: While currently high, inflation is expected to 
moderate. 

 

Interest rate: Anticipated to remain unchanged in the short-
term, but with cuts still a possibility. 

 

Employment: Unemployment will rise on the back of waning 
demand and production. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.8 4.0 2.9 1.1 3.5 

Consumer spending 0.3 -0.3 -0.1 0.3 3.0 

Industrial production -12.6 18.8 6.2 2.5 7.7 

Investment -19.9 3.6 2.4 1.0 4.2 

Unemployment rate (%) 12.1 14.4 13.5 14.2 12.4 

Inflation 1.6 1.0 3.8 2.5 2.6 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 4.7 3.9 4.2 4.9 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 5.4 million (mid-year 2011) 

GDP US$87.4 billion (2010) 

Public sector balance -7.7% of GDP (2010) 

Parliament Interim government until next election  

President Mr. Ivan Gašparovič 

Prime Minister Ms. Iveta Radičová  

Election dates March 2012 (Parliamentary) 
June 2014 (Presidential) 
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WEAK GROWTH PROSPECTS 
The Spanish economy slipped back into 
recession in the second half of 2011 but 
overall economic growth for the year 
remained in positive territory due to the 
strong performance seen at the start of 

the period. A repeat of that strong start would be welcome now 
but is not expected and it is anticipated that Spain will remain in 
recession for at least the first half of 2012 with domestic demand 
adversely affected by the government stepping up its austerity 
programme.  

SUBDUED CONSUMERS 
The outlook for consumer confidence appears to be subdued due 
in particular to a fall in disposable income, fiscal consolidation, 
weak real wages and job destruction. Retail spending will 
therefore be sluggish, with a likely contraction in 2012 and a tepid 
rebound in 2013.  

PUBLIC FINANCES 
The public finance position was hit by the inability of local 
governments’ to adopt austerity measures at the same pace as 
the central government. Through 2011 local governments kept 
overspending, which, according to the new government, 
contributed to the budget deficit reaching 7% of GDP, 
significantly higher than the target of 6%. Putting public finances 
back on course to deliver the deficit target of 4.4% of GDP will 
be extremely difficult, particularly while the Spanish economy is in 
recession in the first half of 2012. Therefore the budget deficit is 
likely to exceed the target of 5% in 2012, which may call for a 
further round of austerity. 

INVESTMENT FLOWS 
Depressed demand together with financing conditions resembling 
a credit crunch will subdue investment spending in the short 
term. Investment is expected to fall by 3% in 2012 followed by a 
subsequent modest recovery in 2013. As in many countries, 
Spanish banks remain shut-out of the wholesale market, which is 
forcing them to aggressively compete for retail deposits and with 
further write-downs likely, particularly among the savings banks, 
bank deleveraging will remain a major barrier in Spain. 

OUTLOOK 
Given the tight financial markets it is likely that the economy will 
decline in the first half of 2012. Net trade is expected to continue 
to make a positive contribution to GDP, while net imports are 
likely to shrink due to weak domestic demand. Austerity 
measures will continue to weigh on growth but an unfavourable 
debt repayment schedule does not leave many options.   

MARKET OUTLOOK 

GDP: Growth is expected to be subdued in 2012.  

Inflation: A moderation in inflation is likely with a 
possible slip to deflation. 

 

Interest rate: ECB anticipated to lower the repo rate further 
after the December cut to 1%. 

 

Employment: Unemployment to rise further.  

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -3.7 -0.1 0.7 -0.4 1.6 

Consumer spending -4.3 1.2 -0.1 0.4 1.1 

Industrial production -15.5 0.8 -0.4 -1.5 4.2 

Investment -16.0 -7.6 -5.8 -2.9 2.7 

Unemployment rate (%) 18.0 20.1 21.4 22.9 22.4 

Inflation -0.3 1.8 3.1 1.6 1.4 

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

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 4.0 4.3 5.3 4.7 4.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 45.9 million (2010e) 

GDP US$1,409.9 billion (2010) 

Public sector balance -11.1% of GDP (2009) 

Parliament Popular Party (PP) (majority) 

Head of State King Juan Carlos 

Prime Minister Mariano Rajoy 
Election dates 2015 (Parliamentary) 
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STRONG Q3 GDP GROWTH 
Following quarterly GDP growth in Q1 
and Q2 of 0.8% and 0.9% respectively, Q3 
saw strong expansion of 1.6%. Compared 
to the same period in 2010, growth was 
4.6%. However, GDP growth in Q4 is not 

expected to be as strong, as domestic demand has dropped and 
the economy is becoming more reliant on exports for growth. 

UNEMPLOYMENT STABILISES 
The seasonally adjusted unemployment figure for November 
stood at 7.4%, which is higher than the September figure but 
down from the previous months. This indicates a slowing of the 
decrease in unemployment seen throughout most of 2011, as 
there is an increased hesitancy in making new hires. 

INFLATION SLOWS TO UNDER 3% 
After a spring and summer of CPI Inflation over 3%, the last 
quarter has been below this number, with the December figure 
reported as 2.3%. Inflation is expected to continue at a lower 
rate in 2012 due to lower economic and wage growth. Due to 
the increased uncertainty in the economic outlook and the 
slowing in inflation, the Riksbank was confident in cutting the 
interest rate to 1.75% in December. 

NEW ORDERS FALLING 
Industrial order books have looked impressive for much of 2011. 
However, in November there was an annual decline of -8.4%, 
after four consecutive months of falling new orders. Although it 
differs by sector, the export market has fallen at a faster rate 
than domestic orders. 

RETAIL SALES DROP BEFORE CHRISTMAS 
Despite strong economic growth, consumer confidence has taken 
something of a hit as individuals feel slightly more pessimistic 
about the future economy and their employment prospects. 
However, while retail sales in October and September saw some 
small falls in volume compared to the previous year, preliminary 
data for November saw a return to year-on-year growth.  

OUTLOOK 
Compared to most, the Swedish economy looks set to remain 
enviously robust and well supported. However, as domestic 
demand growth slows and the Swedish economy has to rely 
more on exports for growth, it is likely that 2012 will see a 
reduced amount of economic growth compared to 2011. The 
strong kroner will not help and an exposure to the slowing 
economies of Europe will therefore hold back growth and 
encourage Swedish businesses to seek new export markets. 

 

MARKET OUTLOOK 

GDP: GDP expected to grow at a slower rate in 
2012. 

 

Inflation: Inflationary pressures to continue easing.  

Interest rate: Interest rates may see some further cuts in 
2012. 

 

Employment: Unemployment rate to stabilise at current 
levels. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -5.1 5.3 4.1 1.3 3.0 

Consumer spending -0.3 3.6 2.2 1.6 3.3 

Mining & manuf. production -17.8 8.7 9.5 2.0 3.8 

Investment -15.2 5.6 6.3 2.2 3.4 

Unemployment rate (%) 8.3 8.4 7.5 7.6 7.1 

Inflation -0.5 1.2 2.9 1.8 2.4 

Skr/€ (average) 10.62 9.55 9.04 9.16 8.96 

Skr/US$ (average) 7.66 7.20 6.50 6.88 6.75 

Interest rates: 3-month (%) 0.9 0.9 2.4 2.4 3.0 

Interest rates 10-year (%) 3.3 2.9 2.6 2.0 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 9.4 million (2010) 

GDP US$459.1 billion (2010)  

Public sector balance -0.3% of GDP (2010) 

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) 
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SLOWING GROWTH 
Economic activity in the country weakened 
again in Q3 as GPD expanded by just 0.2% 
on the previous quarter, according to 
SECO (State Secretariat for Economic 
Affairs). The latest data underlined the 

significant role which government expenditure played towards 
growth, with this the main driver supporting domestic demand 
and sustaining overall activity. 

CONSERVATIVE CONSUMER SPENDING 
In addition to a reduction in investment growth, household 
expenditure was anaemic as it expanded by a mere 0.1% on the 
quarter and 0.7% on an annual basis. Following a promising July 
(2.9%), annual retail sales growth faltered in August and 
September, before picking up again in Q4, with  a 1.8% rise in 
November. 

INFLATION 
Consumer prices in December fell by 0.7% on the same period in 
2010 and 0.2% on the previous quarter. However, the latest 
development may not necessarily signal a new downward trend, 
with a robust labour market and real wage growth expected to 
support increases in consumer prices. Additionally, the risk of 
deflation was one of the reasons behind the Swiss National 
Bank’s (SNB) move to cap the Swiss franc against the Euro, and 
the continuation of such an aggressive policy should help alleviate 
deflationary concerns going forward. 

TRADE HAMPERED 
The other reason behind the unexpected change in currency 
policy was the marked slowdown in exports, and the Q3 figures 
continued to disappoint. Indeed, exports fell by 1.2% over the 
three-month period, the first quarterly contraction since 2009, 
with global demand for Swiss goods subdued as a result of their 
relative high price tag.  

UNEMPLOYMENT 
The unemployment rate in December edged up to a seasonally 
adjusted 3.1%, a marginal increment on the 3.0% observed in 
November. The adjustments were the first in over two years and 
other labour market indicators suggest a slight upturn in 2012, 
with the Consensus forecast moving to 3.3%. 

OUTLOOK  
The country faces significant headwinds in the months ahead, 
with economic activity expected to be weighed down by subdued 
exports, industrial production, investment and deflationary 
forces. However, while such pressures are expected to persist, 
they are anticipated to ease towards the end of the year. 

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 1.8 0.2 1.9 

Consumer spending 1.4 1.7 1.1 1.0 1.6 

Industrial production -8.5 6.5 3.2 0.5 3.1 

Investment -4.9 7.5 4.8 1.2 3.2 

Unemployment rate (%) 3.7 3.8 3.1 3.3 3.3 

Inflation -0.5 0.7 0.4 0.1 1.2 

CHF/€ (average) 1.09 1.04 0.89 0.95 1.02 

CHF/US$ (average) 1.51 1.38 1.24 1.27 1.35 

Interest rates: 3-month (%) 0.4 0.2 0.1 0.1 0.7 

Interest rates 10-year (%) 2.2 1.6 1.5 1.1 2.1 
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$527.9 billion (2010) 

Public sector balance 0.7% of GDP (2010e) 

Parliament Federal Council (seven members) 

President Micheline Calmy-Rey 

Election dates October 2015(Federal) 
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STRONG GROWTH 
The Turkish economy has continued to 
exceed forecasts, with dynamic activity in 
H1 largely continuing in the third quarter. 
GDP grew by 8.2% year-on-year and by a 
seasonally and calendar adjusted 1.7% 

compared with the previous quarter. Growth continues to be 
spurred by robust domestic demand, with investment and 
consumer spending buoyant. However, both components 
recorded a deceleration, with activity supported by higher 
government expenditure and the strongest annual export growth 
in over a year.  

INFLATION PROBLEM 
Nevertheless, overheating remains a concern and annual inflation 
continues to rise rapidly. Initially fuelled in October by increases 
in indirect taxes on certain goods, the rate subsequently reached 
double-digit territory (10.5%) in December. This was the highest 
figure in over three years and up almost 100 bps from 
November, marking the third consecutive monthly increase. The 
rise in consumer prices was fuelled primarily by higher food and 
energy costs; however, core inflation also remains elevated on 
the back of a weaker lira and stronger economic growth. 

CENTRAL BANK STRATEGY 
In order to combat further depreciation of the lira and control 
spiralling inflation, the central bank has adopted a more active 
role in the currency market, buying US dollars at the start of 
January in order to support an appreciation of the currency. The 
effectiveness of such interventions remains to be seen, 
particularly against a relatively low base interest rate. 

FALLING UNEMPLOYMENT 
Conditions in the labour market continued to improve in the 
third quarter. The unemployment rate has been in steady decline 
since its peak in the first half of 2010, dipping below 10% this year 
and culminating in a rate of 9.4% in October. However, the 
indicator is expected to come under upward pressure in 2012 as 
the global economic outlook weakens and monetary policy 
eventually tightens. 

OUTLOOK 
Notwithstanding the impressive performance in 2011, economic 
activity is expected to slow significantly in 2012 as the country 
faces tougher economic conditions. High inflation, increased 
lending rates and subdued consumer sentiment are expected to 
constrain spending and investment growth, while global economic 
deceleration will intensify the slower pace of industrial 
production expansion.  

MARKET OUTLOOK 

GDP: Economic growth in 2012 expected to slow 
considerably. 

 

Inflation: Inflationary pressures to persist.  

Interest rate: A tighter monetary policy to be implemented 
in order to control inflation. 

 

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

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.8 9.0 7.7 2.0 5.6 

Consumer spending -2.3 6.7 7.5 1.2 5.4 

Industrial production -9.9 13.1 6.5 0.0 7.2 

Investment -19.0 29.9 22.3 -3.0 5.1 

Unemployment rate (%) 14.1 12.0 10.3 10.9 10.2 

Inflation 6.3 8.6 6.1 7.3 5.0 

TL/€ (average) 1.55 1.50 1.67 1.81 1.73 

TL/US$ (average) 2.15 1.99 2.32 2.41 2.30 

Interest rates 3-month (%) 8.8 7.0 8.0 9.7 10.3 

Interest rates 10-year (%) 13.4 9.4 9.2 10.1 10.3 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 75.7 million (mid-year 2010) 

GDP US$735.6 billion (2010) 

Public sector balance -3.6% of GDP (2010) 

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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PLAN A 
Despite obvious weaknesses in the 
economy amidst the eurozone turmoil, the 
UK government has stuck by its plans for 
fiscal consolidation – to the apparent 
delight of financial markets but at the cost 

of a stalling in the recovery. Indeed, a technical recession is 
possible, even underway. However modest growth remains the 
expectation of most forecasters, driven by slow growth in H2, 
and recent positive signs coming from PMI surveys support this 
and underline the strength existing in the corporate sector.  

ECONOMY ON HOLD 
Given the UK’s strong trade and financial links with the EU, the 
most challenging issue facing the economy comes from its 
exposure to the eurozone. However, consumers are also 
subdued by the weak housing and labour market and are still 
recovering from the effects of sustained high inflation. While the 
latter will abate this year, providing some support to spending 
power, the retail benefit will be offset by rising unemployment as 
private sector recruitment fails to make up for public sector cuts. 
The Olympic Games and the Queen’s Diamond Jubilee should 
provide some boost to retail sales but high levels of household 
debt and the drive towards deleveraging remain fundamental 
issues which put a limit on the consumer side of the economy.  

NEW ROUND OF QE 
Given the fragility of the economy the new round of QE (up to 
£75bn) announced late last year was no surprise and a further 
increase is still a possibility. This implies that monetary tightening 
will be pushed back and looks unlikely to happen before 2013. 

STRONG POSITION OF UK CORPORATIONS 
Despite the tough economic environment, the financial position 
of many UK companies appears healthy. While there are clearly 
many businesses still in trouble – suffering from an excess of debt 
and outdated business models, many have rationalised their costs 
where possible and are now benefiting from strong cash flows, 
improved balance sheets and a remarkably low cost of capital. 
While many corporations realise that the economy is still far 
from “business as usual”,  a number are looking to proceed with 
caution in the short term – to find new markets, win market 
share, reduce risk or improve efficiency. 

OUTLOOK   
A mild technical recession in 2011Q4 and 2012Q1 is possibly 
underway but that is not guaranteed. Indeed, conditional on the 
eurozone authorities being able to find a solution to the 
sovereign debt crisis, modest growth may be sustained and a 
recovery could begin as early as the second quarter.  

MARKET OUTLOOK 

GDP: Growth to slow, particularly in H1.  

Inflation: Inflation rebate.  

Interest rate: Interest rates on hold.  

Employment: Public sector redundancies to add to the 
unemployment rise. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -4.4 1.8 0.9 0.5 2.6 

Consumer spending -3.5 1.0 -1.2 0.4 1.9 

Manufacturing production -9.0 1.9 -0.1 0.9 1.6 

Investment -13.4 2.6 -1.4 3.0 6.5 

Unemployment rate (%) 4.7 4.7 4.8 5.2 5.0 

Inflation 2.2 3.3 4.5 2.4 1.8 

GB£/€ (average) 0.89 0.86 0.87 0.85 0.85 

GB£/US$ (average) 0.64 0.65 0.62 0.64 0.64 

Interest rates 3-month (%) 1.2 0.7 0.9 1.0 1.2 

Interest rates 10-year (%) 3.6 3.6 3.1 2.8 3.8 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 62.2 million (2010) 

GDP US$ 2,247 billion (2010) 

Public sector balance -10.2% of GDP (2010) 

Parliament Conservative-Liberal Democrat 
coalition 

Head of State Queen Elizabeth II 

Prime Minister David Cameron 

Election dates May 2015 
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