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Growth in advanced economies has been 
weaker than in earlier decades 
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Growth in the advanced economies
weakened in last 10 years
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Working-age population has started to 
decline in advanced economies
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Growth of labour productivity has slowed 
in advanced economies
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Long-term real interest rates have 
declined globally
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Natural rate of interest has declined (*)

 Natural rate of interest = real interest rate at 
which aggregate production is at potential and 
price stability is achieved

 Estimated natural rate of interest has declined in 
advanced economies, when potential growth has 
slowed

 If monetary policy needs to be accommodative, 
real policy rate must be set below the natural rate

(*) See Houston, Laubach & Williams, FRBSF WP. 
2016-11, Lauri Vilmi, E&t 4/2016).
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Recent developments in the euro area – growth 

becomes gradually broadly based in the end of 

2016 and early 2017
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Global economy recovering
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Also indicators point to economic
expansion…
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… and consumer confidence globally
above historical averages
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GDP growth relatively stable
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Economic sentiment has improved in 
euro area

11.6.2017 Seppo Honkapohja 14



Suomen Pankki – Finlands Bank – Bank of Finland Julkinen

.. and industrial production has
developed positively
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Private consumption has recovered
well…

Seppo Honkapohja 1611.6.2017



Suomen Pankki – Finlands Bank – Bank of Finland Julkinen

…whereas investments are stalling
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Investment grows fairly slowly
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Unemployment has declined
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Corporate sector has consolidated their
balance sheets particularly in crisis
countries…
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…and also household debt levels have
declined
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ECB June 2017 Macroeconomic
Projection

 Euro area GDP Growth:
2017:  1.9 %
2018:  1.8 %
2019:  1.7 %

 Euro area inflation:
2017:  1.5 %
2018:  1.3 %
2019:  1.6 %
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ECB’s monetary policy highly accommodative
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ECB’s monetary policy rates are 
exceptionally low
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ECB’s Asset Purchases to continue at 
least to the end of 2017.
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Highly accommodative monetary policy
transmits to loan rates
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.. and supports lending volumes
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Oil price impact fuels inflation – core 
inflation slower
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Wage growth in the euro area still modest
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Four requirements of the price stability 
objective

"Price stability is defined as a year-on-year increase in the 
Harmonised Index of Consumer Prices (HICP) for the euro 
area of below, but close to, 2%.“

1. Price stability has been defined and is measured over the 
medium term.

2. The path of inflation needs to converge on the objective in a 
durable way; a mere passing increase in prices is not 
enough.

3. Inflation must be self-sustained and remain in line with the 
objective even after the current highly accommodative 
monetary policy stance comes to an end.

4. The objective has been defined for average inflation in the 
euro area as a whole; inflation in individual countries can 
diverge markedly from the average.
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The Governing Council decided on 8 June 
2017 to continue its highly accommodative 
monetary policy stance

1. APP purchases are intended to run until the end of 
2017, or beyond, if necessary, until there is a 
sustained adjustment in the path of inflation 
consistent with the inflation aim.

2. Policy rates are expected to remain at their 
present levels for an extended period of time, and 
well past the horizon of our net asset purchases.
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Inflation expectations in the euro area 
remain moderate
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Effects of ECB December 2015 and 
March 2016 decisions in the eurozone
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Challenges in the euro area
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In some Member States the share of 
NPLs still elevated
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Ageing population will restrain growth
and increase strain on public expenditures
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… and public debt levels still elevated
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Thank you!
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