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Economic conditions, outlook 
and policy responses 

• Macro-Economic Dialogue at technical level 

• Brussels, 30 January 2017 

Björn Döhring 
European Commission (DG ECFIN) 

Economic Situation, forecasts, business and 
consumer surveys 



The short-term outlook back in January 2016 
 

Survey indicators point to continuation of the recovery at modest pace 

Economic climate tracer – euro area 



Issues in early 2017 

• Resilience of GDP growth to 2016's uncertainty shocks 
• Expected negative impact of Brexit: Still to come?  
• Booming financial markets after US election 
• Electoral cycle in EU 

 

• US economic policies and the global economy 
• Identify the policies  
• Short- vs medium term 
• Spillovers 

 

• Drivers of domestic demand 
• Labour market strong enough to sustain consumption growth  

as prices pick up?  
• Investment outlook?  

 



Do we understand uncertainty?  



The US elections and the economic outlook 

• Short-run: Fiscal boost, tighter monetary policy 
• Announced tax cuts, infrastructure investment  
• (How far will Congress allow debt to increase?)  
• Deregulation: Expect sectoral shifts (GDP impact unclear) 
• Faster monetary normalisation 

 

• Medium-term: Imbalances and protectionism 
• Impact of fiscal boost on fiscal sustainability, current account? 
• Trade measures and retaliation?  

 

• For EU 
• Short-term positive impact from exchange rate, possibly demand,  

but higher yields 
• Much to lose from deterioration of world trade 

 

 



Financial markets 

Stock markets 



Exchange rate and commodity price assumptions 

Oil price slightly higher Euro a bit lower 



Policy remains supportive 

Interest rates Fiscal policy stance,  euro area 

N.B.: Figures in the following 9 slides are from the autumn forecast 



Resilient private consumption but  likely to slow down  

(+) Still robust employment growth  

(+) Improving housing markets 

 

(-) Lower real disp. income growth 
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Labour market 
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Employment (euro area) Compensation per employee 
(% change, euro area) 



Inflation picking up 

HICP inflation, euro area 



Prudent investment forecast 

(+) Expected demand 

(+) End of the adjustment in construction 

(+) Investment Plan  

(+) EU funds new programming period 

 

(-) Uncertainty 

(-) Deleveraging 

(-) Weak potential growth expectations 
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Can banks accompany higher investment demand? (box 2)  

Return on bank equity  and capital ratios 



Can banks accompany higher investment demand? (cont'd)  

Non-performing loans 



Overview 

Real GDP growth and components, euro area 



The evolution of risks since the autumn 

(-)    Risks to global trade and investment 

(-)    Emerging-market vulnerability; hard landing in China 

(-)    Geopolitical tensions and security threats in Europe 

(-)    Low profitability of European banks 

(-)    Policy uncertainty (Brexit, upcoming elections) 

 

(+)   Impact of US fiscal stimulus 

(+)   More expansionary fiscal stance in the euro area 

 

 Risks have increased, also on the upside, but overall the balance of risks 

remains tilted to the downside and the overall dispersion around the baseline is 

higher. 



17 

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 

Policy agenda 
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Reserve Slides 



Growth drivers (box 1) 

Shock decomposition for real GDP growth 2017 

Historical Forecast Total

Supply:

Long-run trend 1.4

TFP -0.2 -0.2 -0.4

Labour & goods market adjustment 0.2 0.0 0.2

Oil 0.0 0.0 0.0

Demand:

Domest ic:

Consumption 0.1 0.0 0.1

Inv estment -0.1 0.0 -0.2

Fiscal spending -0.1 0.0 0.0

Monetary policy 0.5 0.0 0.5

Foreign:

World demand and int. trade 0.5 -0.5 0.0

Exchange rate -0.1 0.0 -0.1

Others -0.1

Real GDP growth (from forecast) 1.5

Note: The contributions of historical shocks and shocks over the forecast horizon do not at 

up to total in some cases due to rounding to the first digit.



Context: The 'new backlash against globalisation' 

Has 'globalisation' peaked?  

 
• High and lasting policy uncertainty  
• Increase in protectionism 
• Redistributive policies, resistance against 'austerity' 

Inequality as driver of discontent 

To watch:  



Box 3: Inequality according to survey data 

Perceived change in inequality 



Box 5: The treatment of 'Brexit' 

• Near-term impact through increased uncertainty 
and depreciation of sterling 
• Dampens investment, consumption in UK 
• Little impact on (most) other Member States  

 
• Future regime for trade, migration etc. unknown 

• Cannot speculate about new equilibrium and 
path towards it 

 


