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:HDN�LQGXVWULDO�SURGXFWLRQ�

After the fall in Q4 2004 ( -0.3% ) ,  caused by 
waning export  support ,  indust r ial output  could 
have rebounded in Q1 2005 (0.4% ) , m ainly 
thanks to t he German posit ive reading in 
January t hat  sustains t he average product ion of 
the quarter, despit e the fall occurred in 
February in Germ any and in France and the 
stagnat ion registered in the sam e m onth in 
I taly . The r ise is likely to prove tem porary, 
however, as the indust r ial clim ate remains 
downward-oriented, reflect ing the appreciat ion 
of the euro, t he oil pr ice hikes and slight ly  less 
buoyant  world demand. The I fo- I nsee- I sae 
business surveys took a turn for  the worse at  
the beginning of the year , w it h the deteriorat ion 
speeding up in February and March. On the 
basis of t hese indicat ions, euro-zone indust r ial 
product ion is likely  to experience a setback in 
the com ing two quarters, staying basically flat  
in Q2 and r ising only  m odest ly in Q3 (0.3% ) . 
 
 
6OXJJLVK� *'3� GXH� WR� OHVV� H[WHUQDO�
VXSSRUW� DQG� PRGHUDWH� GRPHVWLF�
GHPDQG�

Owing to the slowdown in exports and the fall in 
indust r ial product ion, GDP growth touched a 
new low (0.2% )  in Q4 2004.  Foreign dem and 
for euro-zone goods and services is likely  to 
slow down further in 2005, in v iew of the 
persistent  st rength of t he exchange rate and 
som e softening in the global env ironment . To 
offset  this, there is st ill no convincing evidence 
of a signif icant  recovery in domest ic demand. 
I nvestment  act iv ity appeared to be in bet ter 
shape in H2 2004 and may well have rem ained 
favourable in t he early part  of the current  year. 
On the other hand, pr ivate consum pt ion  

cont inues to be sluggish, although with 
im portant  cross-count ry dif ferences. After the 
setback in t he cent ral quarters of 2004,  
consum pt ion improved in Q4. Even keeping 
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posit ive, household expenditure is expected to 
experience no further accelerat ion in the 
following three quarters of 2005. Worsening 
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confidence and the persistent  weakness of the 
labour m arket  are t ending to rest rain the 
favourable impulses com ing from other factors, 
as the cuts in personal incom e tax adopted in 
som e count r ies, the credit  expansion to the 
household sector and the wealth effect s induced 
by t he housing m arket . Private consumpt ion is 
expected to show r ises of 0.4%  in Q1, 0.3%  in 
Q2 and 0.4%  in Q3. 
Under these dem and condit ions, euro-zone GDP 
should remain on a very moderate growth path 
during the first  three quarters of the year, r ising 
by 0.4%  in Q1, 0.3%  in Q2 and 0.4%  in Q3. 
 
,QIODWLRQ� ZRXOG� VWDELOLVH� DW� ��� LQ� 4��

DQG�ZRXOG�HDVH�WR������LQ�4��

The external pressures on HI CP inflat ion are 
expected to ease gradually . Oil pr ice 
developm ents remain part icular ly uncertain. On 
the assum pt ion of a decrease from  the recent  
peaks of $55/ barrel,  the Brent  pr ice could 
fluctuate around $47/ barrel in both Q2 and Q3 
(com pared with $48 in Q1) .  Meanwhile, the 
dollar/ euro exchange rate is assumed to 
fluctuate between 1.30 and 1.34.  I nf lat ion 
should rem ain stable at  2%  (y-o-y)  in both Q1 
and Q2 and is expected to ease slight ly  below 
this level in the following quarter. This evolut ion 
would reflect ,  on t he one hand, the im pact  on 
the consumer price index com ing from the 
lagged and indirect  effects of past  oil hikes and, 
on the other hand, the benefits com ing from  the 
st ill high level of t he euro exchange rate and 
the relat ively weak dom est ic pr ice pressures 
due to the low European growth. Core inf lat ion 
should rem ain around 1.6%  over t he forecast  
horizon.  
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This publicat ion is j oint ly produced by the Germ an I fo I nst itute,  t he French I nsee inst it ute and the 
I talian I sae inst itute. The forecasts are built  up with the help of different  forecast ing t ools shared by the 
three inst itutes, using t ime series m odels based on business surveys by nat ional inst it utes, Eurostat  and 
the European Comm ission.  
 

A joint  two-quarter-ahead forecast  will be made on a quar ter ly basis for indust r ial product ion, GDP, 
consumpt ion and inf lat ion for the euro zone. The release of the forecast  coincides with the quarter ly  
nat ional accounts second release by Eurostat .  
 

More in-depth econom ic diagnoses for each count ry  (Germ any,  France, I t aly) ,  can be found in:  
 -  I fo Konjunkturprognose,  I fo    Gebhard Flaig  + 49 (0)  89 92 24 1379 
 -  Conjoncture in France, I nsee. É Á�È#¿]Ç#Æ�¿]Ê :  Karine Berger  + 33 (0)  1 41 17 60 59  
 -  Abridged Quarterly Report ,  I sae   Sergio De Nardis + 39 (0)  64 44 82 310  
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