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FX Daily Snapshot 
Euro area growth conditions are set to 

brighten 

30 July 2025 

• The euro area economy managed to eke out a small expansion in 

Q2 (+0.1% Q/Q) despite tariff volatility. Despite the deceleration from 

Q1, the national releases suggest a degree of underlying domestic 

resilience. With surveys picking up in recent months and the apparent 

reduction in US trade-related downside risks there is now a decent 

platform in place for better growth in H2. We are now pencilling in a 

figure of 1.2% for 2025 as a whole, up from 0.9% previously.  

• In terms of the ECB outlook, the bar for further rate cuts has clearly 

risen in recent weeks, but we still see scope for more easing. In a 

separate release out today the ECB’s latest negotiated wage numbers 

continued to point to lower services price pressures ahead.  

Muted growth, but growth nonetheless   

The euro area economy expanded by 0.1% Q/Q in Q2, in line with our expectations 

and slightly above consensus (0.1%). The Q1 figure was left unrevised at 0.6% Q/Q. 

The sharp slowdown is no shock after fast start to the year  (see here) – and indeed 

it’s encouraging that the economy eked out any growth at all after the reversal of the 

US frontloading boost. 

Growth predictably slowed a strong Q1 – but, with support 
from Spain, the euro area avoided a contraction  

There have been some signs of a cyclical recovery in euro 
area industry 

  

By country, the German economy experienced a mild contraction in Q2 (-0.1% Q/Q, in 

line with expectations). While there’s no expenditure breakdown available at this stage, 

the release noted that both household and government consumption contributed 
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positively to growth. Retail sales for June, also out today, showed some momentum 

into Q2 with growth of 1.0% M/M. 

It was a similar story in Italy with a mild contraction (-0.1% Q/Q too) but with a positive 

contribution from domestic demand. It’s no surprise that Italy and Germany, the most 

exposed major euro area economies to US demand, experienced a contraction in Q2. 

But the details are more reassuring with signs of underlying resilience from a domestic 

perspective.  

There’s a clear contrast with the French economy which grew relatively strongly in Q2 

(+0.3%), but that was essentially just an inventory story (+0.5pp). The breakdown 

showed weak consumer spending (0.1% Q/Q) and a drag from fixed investment. It’s a 

tough outlook for the French economy amid political uncertainty and fiscal 

consolidation efforts (see here).  

Elsewhere, the Spanish economy continues to motor along and maintain the narrative 

of outperformance relative to the rest of the euro area. Growth came in at 0.7% Q/Q in 

Q2, up from 0.6% in Q1, driven by households and investment. There was a small drag 

from net exports with Spain less exposed to tariff tensions. 

Conditions are set to improve in H2 

Looking ahead, there is a reasonable platform for euro area growth now in place. Last 

week’s survey data, in the round, came in above expectations. The composite PMI 

reached an 11-month high, driven by a healthy bounce in the services component, and 

today’s European Commission survey also came in better than expected.  

While there has been a negative reaction to the EU-US trade deal (see our initial take 

here) from many quarters, the agreement of a framework does mean that downside 

risks around escalation have reduced which could further support sentiment. We 

estimate that 15% tariffs will equate to a drag of around 0.2% of GDP – not ideal, but 

manageable.  

As things stand, euro area surveys are, in the round, consistent with slightly firmer 

growth in Q3. With German fiscal stimulus coming down the track and the ECB’s return 

to a neutral policy setting, the conditions are there for the euro area economy to sustain 

growth at a healthier clip.  

We will release our next full set of forecasts in coming weeks but, as we noted earlier 

this week, our central scenario had been for US tariffs on EU goods to settle at 20% 

after a bumpy negotiation process. While risks remain and plenty of details are lacking, 

the agreement of a framework in itself is a more benign outcome than we expected. 

Accordingly, we are set to revise up our GDP forecast for 2025 (previously 0.9%). For 

now we are pencilling in a figure of 1.2%, which if achieved would be the first time that 

annual euro area growth has exceeded 1% since 2019, if the post-pandemic rebound 

is excluded.  

In terms of the ECB outlook, policymakers will certainly note this picture of broad 

resilience in the Q2 GDP figures. When combined with the reduction in tariff-related 

downside risks and some reversal of euro strength, the bar for further cuts is certainly 

higher (see our take on last week’s meeting here). However, separate data today in 

the form of the ECB’s negotiated wage tracker continues to point to easing services 

price pressures next year. We still expect more ECB easing ahead, which could further 

support sentiment and growth conditions.   
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MUS(EMEA) do not, and have no obligation to update any such information contained in is Sales and Trading Commentaries. Any prices or quotations contained herein are 
indicative only, do not represent firm quotes as to either price or size and should not be used for valuation purposes. 

General Sales and Trading Communications and Sales and Trading Commentaries are not intended to forecast or predict future events. Past performance is not a guarantee or 
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investment research.  MUBK and MUS(EMEA) may make markets, provide liquidity, have (or may in the future enter into) principal or proprietary positions (long or short) in and 
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Our General Sales and Trading Communications and Sales and Trading Commentaries are proprietary to MUBK and MUS(EMEA) and may not be quoted, circulated or 
otherwise referred to without our prior written consent. Notwithstanding this, MUBK and MUS(EMEA)shall not be liable in any manner whatsoever for any consequences or loss 
(including but not limited to any direct, indirect or consequential loss, loss of profits and damages) arising from any reliance on or usage of this report and accepts no legal 
responsibility to any investor who directly or indirectly receives this material. 

 This material has been prepared in accordance with MUBK's and MUS(EMEA)'s organisational and administrative arrangements for managing conflicts of interest. Such 
arrangements include policies which set out guidelines relating to (but not limited to) restrictions on access to information, personal dealing and inducements. 

 Any instruments referred to in this material may not be eligible for sale in all jurisdictions or to all categories of investors. This material is not directed to, or intended for 
distribution to or use by, any person or entity who is a citizen or resident of or is located in any locality, state, country or other jurisdiction where such distribution, publication, 
availability or use would be contrary to any law, regulation or rule. Certain products which may be mentioned in this material, including derivative products, give rise to 
substantial risk, including currency and volatility risk, and are not suitable for all investors. 

This material, is only intended for distribution to a "professional client" or "eligible counterparty" (as defined in UK FCA and PRA rules) or their equivalent(s) within the EU and 
should not be passed onto any other person. 

This material and all claims arising in connection with it are governed by, and to be construed in accordance with, English law. 

Disclosures for the website concerning Investment Recommendations: 

MUSE and MUFG Bank may own a net long or short position exceeding the threshold of 0,5 % of the total issued share capital of the issuer. 

Entities mentioned in our Sales and Trading Commentaries may have interest in excess of 5% of the total issued share capital of Mitsubishi UFJ Financial Group. Information 
relating to Major Shareholders is available on MUFG; Stock Information | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank may be market maker or liquidity provider in the financial instruments of the issuer and may have been lead manager or co-lead manager over the 
previous 12 months of any publicly disclosed offer of financial instruments of the issuer. 

MUSE and MUFG Bank are not party to an agreement with the issuer relating to the production of the recommendation, nor disclose their recommendations to issuers, so that 
the investment recommendation cannot be influenced by the issuer. 

A description of the effective internal organisational and administrative arrangements and of any information barrier it has set up for the prevention and avoidance of conflicts of 
interest with respect to the recommendations is available on  MUFG; Policy for Conflicts of Interest Management | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank are part of the MUFG Group however owing to the organisation of the Group, employees involved in the production of Sales and Trading 
Commentaries do not know and are not expected to know what is done by other entities of the Group. 

Our Credit Strategy recommendations incorporate valuations (relative value) and the author's fundamental view on the security. The fundamental credit view of an issuer may 
be based on the company's underlying credit trends, overall creditworthiness and our opinion on whether the issuer will be able to service its debt obligations when they 
become due and payable. We may review, among other things, the company's cash flow capacity and trends and standard credit ratios, such as gross and net leverage, 
interest coverage and liquidity ratios. We may also review profitability, capitalization and asset quality, among other variables, when assessing financials. We also take into 
account management strategy, financial policy and the overall competitive landscape in relevant industries insofar as these may impact credit quality. We may also assess 
market technical aspects such as the likely future supply of bonds or fund flows into the broader asset class. Unless we specify a different recommendation for the company's 
individual securities, an issuer recommendation applies to all of the bonds at the same level of the issuer's capital structure. The investment recommendations remain valid only 
at the point of publication, as they are not updated to take account of changes in the financial markets or new news about the issuer or instruments. 

Definitions  

Positive:  

Credit: We expect the credit spread to tighten, on an interest rate hedged basis 

Neutral:  

Credit: We expect the credit spread to remain stable, on an interest rate hedged basis 

 




