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Euro area: Q4 GDP growth

Strong, but not stronger
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Euro area real GDP expanded by 0.6%
g-0-q in Q4, in line with expectations
but marginally less than its upwardly
revised 0.7% g-0-q increase in Q3.

The French economy grew by 0.6%
g-0-q in Q4 and the Spanish economy
by 0.7% q-0-q.

The year's first set of sentiment
indicators suggest that the euro area
started 2018 on a very strong note

We forecast euro area GDP growth of
2.3% in 2018, with near-term upside
risks.
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According to Eurostat’s preliminary estimate, euro area real GDP rose by
0.6% gq-0-q in Q4 (2.3% g-0-q annualised; 2.7% y-o0-y), in line with consensus
expectations but slightly less than its upwardly-revised 0.7% g-o-q increase in
Q3. The euro area economy expanded by 2.5% in 2017 overall, its fastest
annual growth since 2007. The flash Q4 estimate is based on figures
published by six countries (including Spain and France), as well as some
confidential inputs from five others. German and Italian flash GDP readings
are due on 14 February, while the euro area breakdown by expenditure
components will be published on 7 March.

As for 2018, the first set of euro area sentiment indicators suggests that the

euro area started the year on a very strong note and confirmed that growth is
improving, in quantity as well as quality, with rising job creation and
investment. That said, some forward-leading indicators (in particular IFO
expectations and manufacturing new export orders) have dropped modestly
in January, consistent with our forecast of a gradual slowdown in the pace of
growth in the second half of 2018. We forecast euro area GDP growth of 2.3%
in 2018, with near-term upside risks.

Chart 1: euro area real GDP growth
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France: capex driving GDP growth

The French economy ended the year very strongly, with real GDP expanding
at a 0.6% quarterly rate in Q4 (2.5% in annualised terms), following on from
its 0.5% increase the previous quarter. As a result, France’s annual GDP
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growth hit 1.9% in 2017, up from 1.1% in 2016 and its highest level in six
years. What is more, it looks likely to improve again in 2018. The carry-over
for this year is 0.9%.

The big story in the French economy;, like in those of most other euro area
countries, is the strong increase in capex. Total private investment spending
rose by 1.1% g-o-q in Q4 and is now up by over 9% since early 2015. The
construction sector has played an important role in this respect, but corporate
investment in machinery and equipment also accelerated markedly in 2017.
Favourable monetary and financial conditions remain an important driver of
private investment.

Meanwhile, the slowdown in private consumption in Q4 (including a 1.2%
m-o-m drop in December following a massive 3.0% rise in November, fuelled
by Black Friday sales) is not necessarily bad news as the economy needs to
rebalance towards investment and exports. Net exports boosted growth in
Q4, more than offsetting the drag from inventories, amid signs of further
improvement in external demand for French goods and services. Assuming
price competitiveness improves further, structural reforms continue and the
global environment remains supportive, the French economy is likely to
surprise positively again this year.

Spain: no major impact from the Catalan crisis so far

The Spanish economy expanded by 0.7% q-0-q in Q4, in line with
consensus expectations and marginally less than its 0.8% q-o-q rise in Q3.
The economy grew by 3.1% in 2017 overall, in line with our forecast. This
was its fourth consecutive year of expansion and the third above 3%. The
breakdown by expenditure components is not yet available (this will be
published on 2 March), but growth is expected to have been mainly driven by
domestic demand. The net trade contribution is expected to have turned
positive.

The impact on the Spanish economy of the current turmoil in Catalonia is
difficult to measure, as growth had already been expected to slow somewhat
in late 2017 and in 2018. Today’s data suggest that the Catalan crisis has only
had a minor impact on Spain’s aggregate GDP so far. We expect growth to
moderate to 2.5% in 2018.
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