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Slow and incomplete recovery so far

Investment has remained 
depressed

Real GDP

Activity just surpassed its pre-
crisis levels
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Tailwinds are already fading
Depreciation? 
What depreciation? 

Oil price fall boosted real income, 
but less so going forward
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Brent (spot and futures) Euro bilateral exchange rates and NEER
(Jan 2014 = 100)



Little impulse from world trade
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Policy remains supportive
Slight fiscal easing in 2016Monetary easing has brought 

down financing costs
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Cost of corporate funding, euro area Headline deficit and dSB, euro area



Resilient private consumption but  likely to slow down 

(+) Still relatively robust employment growth
(+) Improving housing markets

(--) Lower real disposable income growth

Graph from spring forecast

Présentateur
Commentaires de présentation
In the short term, private consumption is expected to remain the backbone of economic growth and should keep growing at a steady pace as both real disposable income and employment are expected to accelerate. In 2017 and 2018, the expansion of private consumption should be underpinned by several drivers: still relatively robust, though somewhat moderating, employment growth, increases in wages and non-labour income growth, and improving housing wealth. Besides, households' savings ratio,  which is expected to have increased this year as a result of the pass through of oil price related income gains, is likely to decline somewhat over the forecast horizon. This decline, which could seems at odds given elevated uncertainty, would be triggered by declining unemployment rate and the low interest rates environment.The expansion of private consumption is nevertheless likely to moderate next year on the back of the negative impact of an uptick in inflation on real disposable incomes. 



Investment pick-up? 

(+) Expected external demand
(+) End of the adjustment in construction
(+) Investment Plan 
(+) EU funds new programming period

(--) Heightened uncertainty (including Brexit) 
(-) Deleveraging
(-) Weak potential growth expectations

Graph from spring forecast

Présentateur
Commentaires de présentation
Several factors are still holding back ninvestment growth. Heightened political uncertainty is set to continue weighing on investment growth, in particular equipment investment. Uncertainty related to the materialising of Brexit might for instance increase over the forecast horizon, but this is only one of the symptom of a more global political uncertainty. At the same time, market expectations can increasingly build about a gradual phasing out of QE. Moreover, the declining but still high level of corporate debt in some Member States is expected to continue acting as a drag on investment. Finally, weak potential growth expectations in the euro area may also continue to discourage investment intentions.On the other hand, several positive factors should start to kick in and support the view of  a pick-up in investment growth in 2018. Some support is expected to come from projects being implemented under the Juncker Plan. The expected strengthening external demand in 2017 and 2018 as world trade improve should also support equipment investment, while the adjustment in the construction sector seem r to be gradually coming to an end even though no strong acceleration is expected despite so many years of contraction. Finally, in some of the new Member States, projects co-financed with the EU funds from the new programming period (2014-2020) will enter the implementation phase and  support investment growth. 



Inflation uptick triggered by base effects
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Phillips curve-based inflation projections, euro area
Illustration of oil price base effects

Présentateur
Commentaires de présentation
Our projections for HICP inflation in the euro area are not likely to change drastically compared to spring. Phillips curve-based projections for the euro area depict a slightly higher inflation outlook for 2016, mainly due to higher than expected oil prices, while projections for 2017 are somewhat lower than in spring as the effect of higher oil prices is offset by lower inflation expectations.Looking at the inflation profile, The unwinding of oil price effects is set to increase headline inflation in the coming quarters. In particular, as of the last quarter of this year, energy base effects start to kick in and a pick up should be seen in the first quarter 2017. At the same time, in the absence of strong underlying price pressures, as core inflation is expected to only gradually increase in line with the gradual closure of the output gap, headline inflation is expected to remain rather stable once positive base effects have worn out. 



Issues for the Autumn Forecast
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Impact of BREXIT

- Short-term impact: policy uncertainty and currency

- No information yet about future relationship. Cannot build a 

path into the forecast yet

The "new backlash against globalisation"

- Inequality and growth

- Trade liberalisation vs trade restrictions

- Political uncertainty



Issues for the Autumn Forecast
How much slack remains? (1) 

Faster employment growth than expected Output gap gradually closing

Présentateur
Commentaires de présentation
On the positive side, labour market conditions have continued to improve up to the second quarter of 2016 and should help underpin private consumption. Net job creation has  indeed been on the rise uninterruptedly since about three years and its dynamism in the first two quarters of this year was stronger than anticipatedThe rebound in employment levels has been comparatively stronger than economic growth would have suggested, making the current recovery relatively job-rich.Reflecting the rather strong net job creation in the EU and the euro area, unemployment rates have continued their downward trend. But since May, the monthly decline of unemployment has come to a halt in the euro area (June in the EU).In September, annual HICP inflation in the euro area has picked up to 0.4%, in positive territory for the fourth month in a row, due to significantly less negative energy inflation. 



Issues for the Autumn Forecast
How much slack remains? (2) 

Hours worked per employee still flat Wage growth hardly picking up

Présentateur
Commentaires de présentation
On the positive side, labour market conditions have continued to improve up to the second quarter of 2016 and should help underpin private consumption. Net job creation has  indeed been on the rise uninterruptedly since about three years and its dynamism in the first two quarters of this year was stronger than anticipatedThe rebound in employment levels has been comparatively stronger than economic growth would have suggested, making the current recovery relatively job-rich.Reflecting the rather strong net job creation in the EU and the euro area, unemployment rates have continued their downward trend. But since May, the monthly decline of unemployment has come to a halt in the euro area (June in the EU).In September, annual HICP inflation in the euro area has picked up to 0.4%, in positive territory for the fourth month in a row, due to significantly less negative energy inflation. 



Policy agenda
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Responsible public finances
• sustainability
• stabilisation
• growth-friendly public finances 

Re-lauching investment
• financing conditions (EFSI; banking-sector health)
• investment conditions (3rd pillar)
• Targeted public investment

Structural reforms to raise potential growth

Complete EMU
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