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Escape velocity for European growth
Over the past six months, the business climate in the Eurozone has witnessed an
upsurge that has rarely been seen in the past. Whilst it is true that market agents
occasionally get carried away, either on an upward or downward trend, business
chiefs tend to provide a more reliable assessment of the real economy. What they
are saying is that the recovery in the Eurozone is a long way from exhausting its
acceleration. For two years now, real GDP growth figures have beaten consensus
forecasts. This is also likely to be the case in 2017 and even 2018. As our forecast
is currently out-of-consensus, this strengthens our views.
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The European recovery is still a long way from its full speed
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The improvement in the business climate is a global phenomenon. For the Eurozone,
the rebound is all the more spectacular given that Europe is suffering from an existential
crisis for which there is no end in sight (or so it is said). From a cyclical viewpoint,
nothing could be further from the truth. In March, the PMI composite index, which
covers activity in the manufacturing and services sectors, stood at its highest level since
2011 (56.7 points), well above its average during expansion phases (53.9). Its surge
since the end of last summer has been impressive. Such a level on the PMI index is
associated with real GDP growth in the Eurozone of more than 3% year-on-year (lhs)
and more than 0.7% quarter-on-quarter (rhs). To recap, in Q4 2016, annual growth
stood at around 1.7% and quarterly growth at 0.4%. Even accounting for a degree of
exaggeration on the sentiment indices, there is little doubt that growth in the Eurozone
is set to accelerate.
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On this subject, please refer to our numerous recent notes, for example: “French elections: plan A, plan B, plan M” (February 7), “Q&A on the French
elections” (February 20), “A French House of Cards” (March 8), and “Who really wants to reform France?” (March 21)
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Experience tells us that the business climate sometimes gives a slightly distorted image
of the real economy. In the US there is currently a gap - but not a divergence - between
the confidence indices, that stand at levels unseen for years, or even decades, and
other statistics (“hard data”), that are solid but do not suggest a significant acceleration
in the short term. Is the same true of Europe? There is one major difference between
the two zones. In the US, the new president has promised businesses a policy that will
be more favourable to them (tax cuts, deregulation). In Europe, there is nothing of the
sort. In fact, we are constantly wondering whether the populist wave will sweep away
one or several countries on the continent. This risk was has been avoided in Austria and
1
the Netherlands. Next will take place the elections in France , in Germany and, the most
uncertain of all, in Italy. Clearly, the current political uncertainty is not acting as a
drag on business leaders’ sentiment in Europe, probably because they believe
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that a political accident, although possible, is highly unlikely. Conversely, once
the elections are over, economic conditions could reflect an improvement, for
example if, in France, the next president implements a tax-cutting policy and an easing
2
of regulations hampering businesses , or if, in Germany, the fiscal policy is eased by the
next coalition. In any case, the upturn in business sentiment is a) strong, b) perceptible
in all sectors and c) visible in all of the region’s major economies.
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As our regular readers know, we have been positive on Europe’s macroeconomic
3
outlook for at least two years now . We took this position when we noted that
credit conditions and employment conditions started to improve concomitantly.
Here is the perfect combination to achieve a durable and self-sustaining recovery,
especially if, at the same time, the policy-mix turns more supportive (more expansionary
monetary policy and less restrictive fiscal policy). Over the past two years, the decline in
unemployment and the pick-up in bank loans to the private sector have been confirmed
and bolstered, impervious to numerous external “shocks” (terrorism, Brexit). Our growth
forecast for 2017 and 2018 is above 2% for the Eurozone, and for most of its member
states, whilst the consensus is forecasting an average rate of 1.5%, which would imply
a fairly significant slowdown as of the coming months. With statistics such as the PMI
indices, clearly our out-of-consensus forecasts are underpinned and we think
that the other forecasters will have to revise their estimates upwards.

This, with some variants, is what Emmanuel Macron, the frontrunner, and François Fillon, relegated to the rank of outsider, are proposing.
3
See, for example, our monthly macroeconomic note for March 2015: "Buy Europe”.
4
Some ECB officials have suggested that the ECB could well hike its rates before the end of QE. Were this to happen, this could only be a “technical”
adjustment, in our view, to bring the spread between the refi rate (0%) and the deposit rate (-0.4%) back to its usual level of 25bp, as opposed to 40bp
at present. A rate tightening cycle initiated before the end of QE is unlikely.
This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the document reflect our appraisal at the time of publication and may therefore be revised at a later date.
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Given more solid economic conditions, the ECB can only amend its particularly cautious
– and, in places, highly alarmist– analysis of the past two years. Earlier this month, the
ECB still thought that the risks on European growth were tilted to the downward. We
believe the opposite is true. The ECB will undoubtedly have to review its position, but
the most likely scenario is that it does so gradually. We can easily imagine Mario
Draghi saying in June that the risks are balanced, no more, no less. Being more
overtly optimistic would risk fuelling market speculation concerning a premature
normalisation of the monetary policy. After all, core inflation is low and, apart from
Germany, there is no upward pressure on wages. All told, the ECB has its reasons for
extending out to 2018 (in any case, over a good portion of the year) its asset-purchasing
4
policy. The real normalisation of policy rates will take place after the end of QE .

Economy
Friday 24 March 2017

Disclaimer:
Disclaimer for Distribution by Oddo & Cie to Non-United States Investors:
This research publication is produced by Oddo Securities (“Oddo Securities”), a division of Oddo & Cie (“ODDO”), which is licensed by the Autorité de Contrôle
Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (“AMF”), and/or by ODDO SEYDLER BANK AG (“Oddo Seydler”), a
German subsidiary of ODDO, regulated by Bundesanstalt für Finanzdienstleistungsaufsicht (“BaFin”).
The research, when distributed outside of the U.S., is intended exclusively for non-U.S. customers of ODDO and cannot be divulged to a third-party without prior
written consent of ODDO. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment.
This research has been prepared in accordance with regulatory provisions designed to promote the independence of investment research. “Chinese walls”
(information barriers) have been implemented to avert the unauthorized dissemination of confidential information and to prevent and manage situations of conflict of
interest. This research has been prepared in accordance with French and German regulatory provisions designed to promote the independence of investment
research. The recommendation presented into this document is reviewed and updated at least following each Quarterly Report published by the issuer purpose of
this Research Report.
At the time of publication of this document, ODDO and/or Oddo Seydler, and/or one of its subsidiaries may have a conflict of interest with the issuer(s) mentioned.
While all reasonable effort has been made to ensure that the information contained is not untrue or misleading at the time of publication, no representation is made
as to its accuracy or completeness and it should not be relied upon as such. Past performances offer no guarantee as to future performances. All opinions
expressed in the present document reflect the current context and which is subject to change without notice. The views expressed in this research report accurately
reflect the analyst’s personal views about the subject securities and/or issuers and no part of his compensation was, is, or will be directly or indirectly related to the
specific views contained in the research report.
This research report does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice.
Disclaimer for Distribution by Oddo New York to United States Investors:
This research publication is produced by Oddo Securities, a division of ODDO and/or by Oddo Seydler.
This research is distributed to U.S. investors exclusively by Oddo New York Corporation (“ONY”), MEMBER: FINRA/SIPC, and is intended exclusively for U.S.
customers of ONY and cannot be divulged to a third-party without prior written consent of ONY. This document is not and should not be construed as an offer to
sell or the solicitation of an offer to purchase or subscribe for any investment.
This research has been prepared in accordance with regulatory provisions designed to promote the independence of investment research. “Chinese walls”
(information barriers) have been implemented to avert the unauthorized dissemination of confidential information and to prevent and manage situations of conflict of
interest. This research has been prepared in accordance with French and German regulatory provisions designed to promote the independence of investment
research.
At the time of publication of this document, ODDO and/or Oddo Seydler, and/or one of its subsidiaries may have a conflict of interest with the issuer(s) mentioned.
While all reasonable effort has been made to ensure that the information contained is not untrue or misleading at the time of publication, no representation is made
as to its accuracy or completeness and it should not be relied upon as such. Past performances offer no guarantee as to future performances. All opinions
expressed in the present document reflect the current context and which is subject to change without notice.
Rule 15a-6 Disclosure:
Under Rule 15a-6(a)(3), any transactions conducted by ODDO and/or Oddo Seydler, and/or one of its subsidiaries with U.S. persons in the securities described in
this foreign research must be effected through ONY. As a member of FINRA, ONY has reviewed this material for distribution to U.S. persons as required by FINRA
Rules 2241(h) applicable to dissemination of research produced by its affiliate ODDO.
FINRA Disclosures:
• Neither ONY, ODDO, nor Oddo Securities, nor Oddo Seydler beneficially owns 1% or more of any class of common equity securities of the subject company.
• The research analyst of Oddo Securities or Oddo Seydler, at the time of publication of this research report, is not aware, nor does he know or have reason to know
of any actual, material conflict of interest of himself, ODDO, Oddo Securities, Oddo Seydler or ONY, except those mentioned in the paragraph entitled “Risk of
Conflict of Interest.”
• Oddo Securities or ODDO or Oddo Seydler may receive or seek compensation for investment banking services in the next 3 months from the subject company of
this research report, but ONY would not participate in those arrangements.
• Neither ONY, ODDO, Oddo Securities, nor Oddo Seydler has received compensation from the subject company in the past 12 months for providing investment
banking services except those mentioned in the paragraph of “Risk of Conflict of Interest”.
• Neither ONY., ODDO, Oddo Securities nor Oddo Seydler has managed or co-managed a public offering of securities for the subject company in the past 12
months except those mentioned in the paragraph of “Risk of Conflict of Interest” .
• ONY does not make (and never has made) markets and, accordingly, was not making a market in the subject company's securities at the time that this research
report was published.
Regulation AC:
ONY is exempt from the certification requirements of Regulation AC for its distribution to a U.S. person in the United States of this research report that is prepared
by an Oddo Securities research analyst because ODDO has no officers or persons performing similar functions or employees in common with ONY and ONY
maintains and enforces written policies and procedures reasonably designed to prevent it, any controlling persons, officers or persons performing similar functions,
and employees of ONY from influencing the activities of the third party research analyst and the content of research reports prepared by the third party research
analyst.
Contact Information of firm distributing research to U.S. investors: Oddo New York Corporation, MEMBER: FINRA/SIPC, is a wholly owned subsidiary of Oddo &
Cie; Philippe Bouclainville, President (pbouclainville@oddony.com) 150 East 52nd Street New York, NY 10022 212-481-4002.

Page 3/3

Statement of conflict of interests of all companies mentioned in this document may be consulted on Oddo & Cie’s research site .

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the document reflect our appraisal at the time of publication and may therefore be revised at a later date.

