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Eurozone: The rebound continues…for
now
The eurozone is still on track to see a very strong third-quarter growth
figure. However, recent indicators signal some deceleration. Inflation is
undershooting expectations, paving the way for an extension to the
Pandemic Emergency Purchase Programme 
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ECB President Christine
Lagarde (R) attends a
press conference at
the ECB headquarters
in Frankfurt, Germany

Beyond the third quarter
We’ve pointed it out already many times: when production rises from nearly nothing to
something, you’ve got strong growth. That is what is happening now in the third quarter, as the
easing of the lockdown measures and the reopening of businesses creates this effect. The fourth
consecutive strong increase of the European Commission’s economic sentiment indicator in
August clearly points towards robust third-quarter growth, potentially double-digit growth figures.

When production rises from nearly nothing to something, you’ve
got strong growth
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At the same time, you shouldn’t be blinded by the strong 3Q figures because we believe things will
become a bit more difficult after the initial strong rebound. Some indicators actually already signal
a deceleration in the growth pace. As such the flash composite PMI fell in August and also the
Eurocoin indicator lost further momentum last month. Of course, a flareup in the number of
Covid-19 infections over the summer has made it very clear that as long as there is no effective
vaccine, growth will be handicapped.

Spain seems to be the unfortunate example of this phenomenon, as the tourist season has been a
major disappointment in the wake of a second Covid-19 wave. But France, too, has seen any
improvement lose steam recently. In both countries, the manufacturing PMI actually fell below the
50 point threshold in August.

Second round effects
There is also the fear of negative second-round effects once the current recession starts to be
reflected in a swelling number of unemployed (the unemployment rate already rose to 7.9% in
July). Fortunately, most countries have decided to prolong the temporary unemployment
schemes – in Germany even to 24 months – to limit the negative shock to disposable income.

But even then, we cannot exclude higher precautionary savings dampening consumption. We
stand by our 8.0% GDP contraction this year and pencil in a 4.8% rebound in 2021, albeit on the
assumption that a vaccine will be widely available in the first half of next year. So there is clearly a
downward risk to this forecast.

Unemployment fears

Source: Refinitiv Datastream

Inflation jitters
July and August inflation figures were distorted by the VAT cut in Germany and a fragmented
sales season. By just taking the average of both months it seems clear that underlying inflation
remains anchored around 1%. To be sure, if the German VAT cut is reversed in January next
year as planned - though this is not a done deal yet in an election year - inflation would be pushed
upwards. But even then eurozone inflation is unlikely to top 1.5%.

Moreover, the strong euro is likely to temper any upward price pressure. Indeed, in the August
survey from the European Commission, selling price expectations already softened somewhat
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both in industry and services, a potential consequence of the loss of competitiveness on
international markets. According to ECB research, a 10% change in the euro exchange rate (which
we are close to), results in a 0.4 percentage point change in inflation.

Inflation expectations anchored at 1%?

Source: Refinitiv Datastream

ECB cannot lean back
With financial market tensions having abated on the back of the forceful actions of central
banks worldwide, the European Central Bank is becoming a bit more relaxed. This led several
members of the governing council to suggest that the amount available in the PEPP should
not necessarily be spent entirely.

Some PEPP extension is still possible

However, Chief Economist Philip Lane made it clear in his Jackson Hole address that “ an
intense temporary phase of additional monetary accommodation” was necessary to get
inflation back on track.

With the euro strengthening, this task will be further complicated. Therefore we believe not
only that the PEPP envelope will be spent entirely, but on top of that, some extension is still
possible. However, a decision on this matter will most probably have to wait at least until
December.

https://www.ecb.europa.eu/pub/economic-bulletin/articles/2020/html/ecb.ebart202003_01~7fc0abdec2.en.html#toc3


THINK economic and financial analysis

Article | 3 September 2020 4

Author

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute@ing.com

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
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.

mailto:peter.vandenhoute@ing.com
https://www.ing.com

