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Inventory overhang will be a modest
headwind for eurozone growth

Fully stocked warehouses, the higher cost of working capital and a
gradual return of just-in-time management will likely weigh on
inventory building in the coming months. That will be a modest
headwind for economic growth in the first half of the year

From just-in-time to just-in-case

The last few years have been crazy times for inventory managers. After a long trend of declining
inventory-to-sales ratios on the back of more integrated supply chains and “just-in-time
management” the pandemic proved to be a brutal wake-up call. Suddenly companies were
confronted with disrupted supply chains and shortages of inputs. And this was at a time when
consumers spent much more on goods (especially durable goods) because of services
consumption being hampered by lockdowns. The scramble for inputs, fostered by a new “just-in-
case-management” philosophy might even have led to a “bullwhip effect™: a situation where firms,
in the wake of uncertainty, order more inputs than they actually need. This of course added to
economic growth.
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Industry and retail survey: volume of stocks
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Services strike back

However, from the end of 2021 onwards consumer demand started to soften on the back of rising
energy prices, and with the pandemic petering out, a gradual shift from goods consumption to
services took place. People preferred to go on holiday or dine out at a restaurant than spend
money on yet another fitness tool for the home gym in the attic. No wonder the assessment of
inventory levels at factories and retailers, which were deemed low at the end of 2021, is now
rather high. With fewer supply chain hiccups and delivery times falling, there is also less need to
hold high inventory levels. On top of that, the significant increase in the cost of working capital,
courtesy of ECB tightening, is also pushing companies to be more efficient in their inventory
management. The PMI report for February signalled a sharp drop in purchases by factories as firms
remained focused on inventory reduction.

Modest headwind

How will this impact GDP growth? Inventories are a strange animal in GDP accounting as it is not
the level of inventory building that impacts GDP, but the change in the speed of stock building. In
other words, companies don't need to destock to have a negative impact on growth, they just
need to add less to inventories than in the previous period. To make things even less transparent,
inventories in the GDP accounts also include two completely unrelated items, namely
discrepancies (a “residual” component) and the net acquisition of valuables. That makes it even
more difficult to forecast. That said, based on a number of survey indicators, we think that
inventories might shave off 0.5 percentage points from year-on-year GDP growth in the first
quarter. However, net exports will probably partially compensate for this as inventory building
usually has a big import component. The bottom line is that inventories are likely to be a modest
headwind in the first half of the year, but not sufficient to halt the expansion.
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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 BR0O00341) 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 http://www.ing.com.
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