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Euro weakness is no blessing in disguise
for the eurozone
The euro's depreciation has helped to improve the competitiveness of
eurozone businesses but in contrast to previous episodes of euro
weakness, exports are hardly benefiting. Remarkably, structurally
weaker eurozone economies have gained relative competitiveness
since the start of the pandemic

Does parity bring relief for eurozone exporters?
Euro-dollar reached parity for the first time since 2002 - a milestone that is largely symbolic.
However, the weakening of the euro, in general, deserves attention. The euro has been
falling against the dollar since mid-2021, which seems to be largely related to diverging central
bank expectations and a sudden decline in the eurozone's trade balance. The latter is mainly
related to the energy crisis, which has turned a solid trade surplus into a large trade deficit. The
high energy prices paid in international markets have played an important role in the weakening
of the currency.

Because the energy element is so important in the slide of the euro, the euro has weakened most
significantly against the dollar. Against other important trade partners, the eurozone has seen its
currency weaken less. While the euro has lost 16.2% vis-à-vis the US dollar since 1 January 2021,
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the trade-weighted exchange rate has only depreciated by 6.9%. The euro's slide has resulted in a
lot of imported inflation because we pay for global commodities in dollars. At the same time, gains
in competitiveness have been modest. This is far from the best of both worlds.

The euro weakening is closely linked to higher energy prices

Source: Macrobond, ING Research

Competitiveness is improving, but businesses aren’t noticing it
The competitiveness improvement does require a deeper look, though, as relative inflation
between trade partners plays a role. Taking this into account, the real effective exchange rate
(REER) for a country is considered to be a key indicator measuring competitiveness. This is an
exchange rate which is weighted by local cost developments. In this case, we use unit labour costs.
As chart 3 shows, the REER for the eurozone has been sliding, which boosts the competitive
position of eurozone companies. This means that despite a limited drop in the nominal effective
exchange rate, businesses do seem to be profiting from relatively better price competitiveness. So
while the main impact of the weakening euro is definitely negative through higher imported
inflation, there is at least some improvement in export competitiveness to be seen, which could
cushion the recessionary effects in the domestic market.

Competitiveness is improving, but businesses aren’t noticing it

Source: European Commission, Eurostat, ING Research

The problem is that businesses are far from feeling this though. The Economic Sentiment Indicator
has a subindex which reveals how businesses perceive their competitiveness to have changed in
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their home markets and abroad. This indicates that competitiveness has dropped significantly
within the EU and outside. While exports have recovered to the pre-pandemic trend in recent
quarters, it looks like the weaker euro has not given an extra push. The question is whether this
relates to price competitiveness or whether weakening global demand is causing this. Regardless,
it does not look like businesses are profiting from the improved REER at this point, highlighting the
fact that the eurozone is currently mainly feeling the burden from the weak euro and is reaping
little benefit from it.

How has relative competitiveness within the eurozone evolved
since the pandemic started?
Reflecting on the euro crisis, we noticed a severe deterioration in competitiveness among the
‘periphery’ countries ahead of the crisis. The big question was if the weaker economies could make
structural adjustments to become more attractive exporters again and with that, run surpluses.
Painful wage adjustments were modestly successful in regaining competitiveness at that point.
While competitiveness is not the primary economic problem right now, it is interesting to see if
any divergence in competitiveness is emerging again.

When looking at the developments in the real effective exchange rate based on unit labour costs
against other eurozone economies in recent years, we see interesting differences in performance.
Germany, the Netherlands and Belgium have seen their competitiveness deteriorate, while Italy,
France and Greece have seen strong improvements. Spanish competitiveness has been stable over
recent years, while Portugal has experienced a sizable deterioration. The export powerhouses of
the past decade have seen their competitive position slip a little compared to other eurozone
countries. This is mainly due to stronger wage growth while productivity growth did not improve in
tandem. Overall, this development is a small step towards making the monetary union more
coherent and reducing the risk of a new euro crisis triggered by differences in competitiveness.

Internal eurozone competitiveness gains are made by France
and Italy

Source: European Commission, ING Research
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A shift in relative competitiveness had already started prior to the pandemic. However, some of
the large moves at the start of the pandemic were likely related to how furlough schemes are
included in the statistics and so are not necessarily an accurate reflection of underlying
competitiveness developments. This seems to be the case for the Netherlands and Greece for
example, but in the Dutch case, we still notice a break from the pre-pandemic trend as cost
competitiveness ended up at a weaker level in the second quarter.

Since energy prices have become a dominant factor and labour cost competitiveness is muddied
by government support, a look at a different measure of cost competitiveness is useful. Taking the
GDP deflator, a broad price index across the economy, we see that a roughly similar picture
emerges. Also here, the Netherlands and Germany have seen cost competitiveness deteriorate
compared to other eurozone economies, while Italy and France have seen improvements.
Compared to a broader basket of trade partners, the weaker euro dominates but still, we see that
Germany and the Netherlands have experienced smaller gains compared to France and Italy.

Competitiveness gains have been modest and smallest in the
north
The euro's depreciation has helped to improve the traditional cost competitiveness of eurozone
businesses but in contrast to previous episodes of euro weakness, exports are hardly benefiting. As
energy prices are probably a much larger cost concern for eurozone businesses, traditional cost
competitiveness indicators have to be taken with a pinch of salt. Still, looking at competitiveness
shifts within the eurozone, remarkably, structurally weaker eurozone economies have become
relatively more competitive since the start of the pandemic, reducing the risk of a new euro crisis
being triggered by stark differences in competitiveness.

Author

Bert Colijn
Chief Economist, Netherlands
bert.colijn@ing.com

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person

mailto:bert.colijn@ing.com
mailto:carsten.brzeski@ing.de


THINK economic and financial analysis

Article | 17 August 2022 5

for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

https://www.ing.com

