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Article | 2 May 2019 Asia week ahead

Asia week ahead: Floodgates of central
bank easing to open

The central banks of Australia, New Zealand, Malaysia, the Philippines,
and Thailand are set to meet next week and most of them are
expected to cut rates....

Source: Shutterstock

Five central banks meet - and most may ease

The central banks of Australia, New Zealand, Malaysia, the Philippines, and Thailand are set to
meet next week and we think the economic fundamentals of these countries argue for easing.
Better now than later for some economies, here is why we think they should cut rates:

¢ The Reserve Bank of Australia’s minutes from the policy meeting in April confirmed a shift
in the policy stance from neutral to easing. Released subsequently, a sharp slowdown in
consumer price inflation to 1.3% in 1Q19 tipped us to forecast a rate cut in the current
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quarter. A cut just days ahead of the Federal elections scheduled on 18 May would still be a
controversial decision for RBA policymakers, but any more signals of easing will be enough
to strengthen the consensus for a cut at the June meeting.

¢ The Reserve Bank of New Zealand shares the same economic backdrop as its Australian
counterpart and is expected to follow the same policy path. Inflation continues to grind
lower with weak jobs growth possibly keeping it firmly on that path going forward, while the
headwinds to growth remain strong.

¢ The Bank Negara Malaysia has plenty of room to ease at the next meeting. Inflation turned
positive in March after two months of being negative, but it's still negligible (0.2%), and this
strengthens the case for a central bank cut to shore up future growth.

¢ The Bangko Sentral ng Pilipinas can justify a policy easing on the grounds of rapidly falling
inflation. Philippine's central bank easing options include either a rate cut, the banks' reserve
requirement rate (RRR) cut, or both. The April CPl numbers come a few days before the
central bank meets on 9 May and will be a crucial input for policymakers, followed by 1Q19
GDP on the same data as the policy meeting. Our estimate has GDP growth slipping to a
four-year low of 5.9% from 6.3% in 4Q18.

¢ The Bank of Thailand's meeting will be a non-event again. The central bank's sustained
hawkish tone prevents us from expecting a rate cut this year, even as the argument
for easing is just as strong as it is for its Asian peers with growth starting to taper off and
inflation being no hurdle.

US and China closing on a trade deal

According to media reports, one last round of negotiations between the US and China could pave
the way for a deal (or no deal) as early as next week. Going by the increasingly positive rhetoric
from US negotiators, and President Trump himself, a deal is more likely than not, even as the US
maintains the threat of pulling out any time.

Anyway, a deal may lift a key overhang on global markets, but not necessarily on the global
economy. Even if there is a deal, the complete roll-back of US tariffs on $250bn of Chinese products
will take a while or, it may not happen at all. Moreover, the US administration's trade war is no
longer limited to China only as tensions with the other significant trading partners including the EU
and Japan simmer in the background. Hence disruption to the real economy from the protectionist
sentiment is likely to be an ongoing concern.

What's good for China is good for Asia

Good news for Asia is that the region’s engine of growth - the Chinese economy - continues
to steam up. Despite the trade dispute, China's exports growth has been positive, while most
other economies in the region have been posting export declines this year.

China's April economic data flow starting next week will be closely watched for what it says
about GDP growth in the current quarter. Released earlier this week, China's purchasing
manager indexes (PMIs) for April remained in the expansion zone (above 50 reading), albeit
with some moderation. However, falling export orders component of the manufacturing PMI
suggests to us that the authorities should maintain a stimulatory macroeconomic policy
setting for now.

Trade, inflation, and GDP releases from the rest of the region crowd the calendar.
Indonesia’s GDP growth in 1Q19 may have received some boost from election spending and
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just like Korea, the electronics-led slowdown has a firm grip on exports in Taiwan and the

Philippines.

Asia Economic Calendar

Time* Data/event
Monday 6 May

Country

India 0600 Apr Nikkei Services PMI - - 52.0
Hong Kong 0130 Apr Nikkei PMI - - 48.0
Indonesia - 1Q GDP (YoY%) 53 5.2 5.2
China - Apr Forex Reserves (US$bn) 31045 - 3098.8
Hong Kong - Apr Forex Reserves (US$bn) - - 437.9
Korea 2300 Mar Current A/c Balance (US$bn) 58 - 36
Malaysia 0800 Overnight Policy Rate 3.00 = 3.25
0800 Apr Forex Reserves (US$bn) - - 1035
Philippines 0200 Apr CPI (YoY%) 29 - 33
- Apr Forex Reserves (US$bn) - - 83613.2
Taiwan 0900 Apr CPI (YoY%) 0.6 - 0.6
0900 Apr WPI (YoY%) 1.7 - 1.2
0900 Apr Exports (YoY%) =l = -4 4
0900 Apr Imports (YoY%) 6.6 - 6.6
0900 Apr Trade Balance (US$bn) 3.1 - 6.6
China - Apr Trade Balance (US$bn) 32.7 - 32.7
- Apr Exports (YoY%) 14.9 - 14.2
- Apr Imports (YoY%) 13.5 - -1.6
Philippines 0200 Mar Exports (YoY%) 11 = -0.9
0200 Mar Imports (YoY%) 53 - 2.6
0200 Mar Trade Balance (US$mn) -2613.0 - -2790.0
Thailand 0805 Benchmark Interest Rate 1.75 1.75 1.75
China 0230 Apr CPI (YoY%) 2.8 - 2.3
0230 Apr PPI (YoY%) 0.6 - 0.4
Philippines 0300 1Q GDP (YoY%) 5.9 - 6.3
0900 Overnight Borrowing Rate 4.5 4.5 4.75
China - Apr Aggregate Finance (Yuan bn) 21045 2860.0
- Apr Financial Institution Loans (Yuan bn)  1900.0 1690.0
- Apr Money Supply (M2) (YoY%) 8.6 - 8.6
India 1300 Mar Industrial Production (YoY%) 1.8 - 0.1
Malaysia 0500 Mar Industrial Production (YoY%) 2.4 - 1.7
Singapore 0600 Mar Retail Sales Value (MoM, SA/YoY%) -/- -/- -1.5/-10.0

Source: ING, Bloomberg, *GMT
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Article | 1 May 2019 United States

Federal Reserve: Keeping the balance

While financial markets continue to price in rate cuts, the Federal
Reserve is maintaining a cautiously upbeat tone that to us signals
stable monetary...

Source: Federal Reserve

There were no real surprises from the Federal Reserve with the target range for the federal funds
rate left at 2.25-2.5%. The vote was unanimous with the press release again emphasising the
FOMC's willingness to be “patient” on policymaking despite President Trump's ongoing demands for
an immediate rate cut.

The general tone was upbeat and it certainly didn't signal an inclination to cut policy interest rates
anytime soon. Both the growth and the rate of jobs growth is described as “solid” - which is a slight
upgrade on the March FOMC statement when they commented that the economy had “slowed
from its solid rate”. The Fed acknowledged that inflation is running below target, but mitigated this
by stating inflation expectations “are little changed”.

The Fed did announce a technical change to the interest rate paid on required and excess reserve
balances, lowering it by 5 basis points to 2.35%. This is characterised as a way of helping to keep
the effective fed funds rate within the target range since it has been pushing up towards the ceiling
due to the Fed'’s balance sheet changes. It should not be construed in any way as a form of policy
easing.

For now, though the market is of the mindset that inflation will remain low, growth will slow and
the Fed will need to respond by cutting interest rates later this year.

In terms of our view on the outlook for monetary policy, GDP growth will certainly slow with an

Bundle | 3 May 2019 6



THINK economic and financial analysis

inventory run down and a rebound in imports acting as a drag over the next couple of quarters.
However, a robust jobs market and firm confidence readings can help partially offset the fading
support from the fiscal stimulus. Improving financial conditions - lower borrowing costs, rising
equities, a stable dollar - should also support growth. We still expect the economy to expand 2.5%
this year.

As for inflation, we think the market is being a little too relaxed regarding the prospect of a pick-up.
Rising labour costs in the form of both wages and other benefits could be passed onto consumers
while higher energy price will feed through into other components. Gasoline prices have jumped
30% from $2.23/gallon in mid-January to $2.88 today and this will soon start to be felt in transport
fares and distribution costs.

Given the decent growth story, the improvement in financial conditions and the prospect of rising
inflation we see little reason for the Federal Reserve to cut interest rates.

Author

James Knightley
Chief International Economist
james.knightley@ing.com
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Article | 29 April 2019 FX| China

Why sharp yuan appreciation or
depreciation is unlikely in 2019

Since the central government described the Chinese yuan as a 'stable’
currency, we have seen some structural changes in the movements of
USD/CNY....

Source: Shutterstock

The 'two sessions' structurally changed yuan movements

After the 'two sessions' in March, the USD/CNY and USD/CNH have traded in narrow ranges as yuan
stability is one of the big focuses of the Chinese government. And now, it is beginning to look
clearer that yuan stability means the central bank manages the yuan movements in a narrow
range.

Onshore yuan depreciated 0.2% against the dollar in March, and so far has dropped 0.3% in April
(until 29/4/2019). These narrow range bounds are very different from the movements observed in
the first two months of 2019 when the yuan appreciated 2.45% against the dollar.

We are forecasting USD/CNY to touch 6.75 by the end of 2019
and 6.80 by the end of 3Q19, which is equivalent to 1.89% and
1.16% year to date appreciation
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It's important to note that not only has the range narrowed, but the direction has also changed
from yuan appreciation to yuan depreciation.

We believe the change in direction, albeit small in substance, is a way for China to show that
its yuan policy is independent from the influence of other countries. We think this is a snub to the
Trump administration who said that the yuan cannot depreciate if there is a US-China trade deal.

Where is the yuan headed after a trade deal is finalised?

Even though we have few clues about when a trade deal between the US and China will be signed,
we need to think about the path of the yuan when it eventually is. We think the narrow range
bound may not change even after there is a deal.

China will probably want market stability at the beginning of the trade deal, and not add

more uncertainty when both sides begin with the implementation. Moreover, we don't think the
execution of the trade deal will be smooth, also noting that the US is pressurising its allies to refrain
from using China’s 5G equipment.

We don't think a sharp yuan appreciation or depreciation is likely
for the political environment in 2019

We're ruling out a sharp yuan appreciation because we believe that will be interpreted

as appeasing the US, which is probably politically incorrect from Beijing's point of view and we think
a substantial yuan depreciation would only be possible if China wants to pick a fight with the US, at
the cost of increasing market concern about capital flight from the country and this seems highly
unlikely.

So, neither a sharp yuan appreciation nor depreciation is likely for the political environment in
2019.

Revising USD/CNY and USD/CNH forecasts

At the time of writing this article, USD/CNY spot was near 6.73 and has depreciated from
6.71 since the end of 1Q109.

We are forecasting USD/CNY to touch 6.75 by the end of 2Q19 and 6.80 by the end of 3Q19,
which is equivalent to 1.89% and 1.16% year to date appreciation, respectively. Our previous
forecasts for 2Q and 3Q were 6.85.

We maintain our 4Q19 forecast at 6.75, which suggests the yuan is going to appreciate by
2.62% in 2019.
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Article | 1 May 2019 FX

In Charts: 5 reasons why we’'re still
medium-term EUR/USD bulls

The recent fall below 1.12 has raised fears about another major leg
lower in EUR/USD. We'd already penned a move to 1.10 in our profile
for 2Q19 and...

ING's updated EUR/USD forecasts

1Q19 | 2Q19 | 3Q19 4Q19 1Q20 | 2Q20 | 3Q20 | 4Q20 | 1Q21 | 2Q21 | 3Q21 | 4Q21
EURUSD | 112 110 112 115 1.16 117 118 120 121 122 1.23 125
Prior” 112 1.10 1.12 1.18 1.20 1.22 1.23 1.25 1.26 1.27 1.28 1.30

Source: ING, *Prior forecasts as per Monthly Economic Update, 5th April 2019
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Peak Economic Divergence

Looking at year-on-year growth rates, 1Q19 saw the US outperform the Eurozone by 2%. That
outperformance was driven by the contribution of inventories and trade, the positive effects of
which should fade through 2019. From 3.2% YoY in 1Q19, our US team expect the growth rate to
slow below 2% into early 2020.

While nowhere near the 2.5% levels seen in 2017, our Eurozone team see growth staying in the
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1.1-1.5% YoY area over the next 6-8 quarters. The narrative of US macro outperformance should

therefore fade. This should have important implications for international equity flows and EUR/USD,
where overweight US, underweight Europe positions were a core theme through 2018.

Peak interest rate differentials
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Peak Interest Rate differentials

Rate differentials have not had much say in determining EUR/USD pricing over recent months - a
prime example being the dollar holding up very well despite the collapse in US interest rates in
December). Unless the European Central Bank cuts the -0.40% deposit rate (not our call), it is hard
to see Eurozone market interest rates going much lower.

The change in rate differentials should therefore largely be a US story. Our macro and rates
strategy team expect US market interest rates (both at the short and long end of the curve) to
continue to drift lower over coming quarters as the US business cycle matures - for reference June
2019 will mark the tenth year of the US expansion.

We happen to think that interest rates at the short end of the curve are really important for FX
markets right now. These have created exceptionally high USD hedging costs (now 3% for EUR and
JPY-based investors) and these rates may only start to ease when it becomes clear the Fed is
ready to ease - thus this may not be a story until 2020. Nonetheless, we don't expect rate spreads
to move any wider and the multi-quarter direction of travel should be narrower.
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US twin deficits still need funding.....
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... and the repatriation effects of overseas income look set to
fade
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US deficits still need funding...

It's certainly a medium-term issue, but there’s no getting away from the overhang that US twin
deficits have edged wider and are expected to deteriorate further over coming years. Consensus
expects the US budget deficit to push close to 5% of GDP into 2020, with the current account deficit
heading towards 3%.

Superior growth and interest rates have allowed the US to fund those deficits. As above, that US
macro superiority looks set to dwindle. Additionally, the US received temporary funding of its
current account deficit last year from the 2017 Tax Cut and Jobs Act. This prompted US companies
to pay US$500bn more in dividends than a year earlier - ie, repatriating funds from overseas to
distribute as dividends in the US. Data from the Bureau of Economic Analysis (BEA) shows that this
dividend activity peaked in 1Q18 and was tailing off by the final quarter of 2018. We doubt this
factor will help the US Balance of Payments any more.
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Eurozone Balance of Payments
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Eurozone Basic Balance

Eurozone Balance of Payments actually look constructive

The EUR has failed to derive much benefit at all from its near 3% current account surplus, largely
because rock-bottom Eurozone interest rates have encouraged high FX hedge ratios on Euro area
investments.

But quietly, behind the scenes, the Eurozone BoP position has been improving markedly. The ECB's
crowding out (into foreign bond markets) of European investors has slowed dramatically, meaning
that the Basic Balance (Current Account + Direct Investment + Portfolio Flows) is now more Euro
supportive. This is a compelling story for Euro bulls, but needs a catalyst from either a re-rating of
Europe, or (more likely) a US slowdown.

EUR/USD looks cheap on a long-term basis
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EUR/USD looks heavily undervalued on a long-term basis

On the long term valuation basis, EUR/USD screens as heavily undervalued. This is evident in the
chart above, which shows Purchasing Power Parity fair value (the longest valuation measure) being
at EUR/USD 1.38. This is almost 20% above the current spot level and one of the historically largest
mis-valuations in absolute terms (on par with those observed in late 2016 / early 2017 and back in
2000-2002). The current extent of the mis-valuation should limit the scale of the EUR/USD

downside from here - as was the case in 2015-2017 period, when the stretched valuation acted as
a soft floor under the EUR/USD.

Macro-political risks and alternative EUR/USD paths

Four themes for EUR/USD through 2019-20
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Source: ING

Macro-political wild-cards remain

The above analysis and baseline set of EUR/USD is largely built on our macro and interest rate
forecasts and BoP views. As we've seen over recent years, however, politics and policies frequently
have a major say in determining FX trends. Into 2020, US elections will have a major bearing on
financial markets - see our team's Presidential election scenario analysis here.

Equally European Parliamentary elections later this month will shed light on the performance of
the populist, euro-sceptic coalition and whether a political risk premium needs to be re-inserted

into the Euro. And the Eurozone also faces a near term threat in the form of auto-tariffs from
Washington.

Rather than taking a baseline position on all these political outcomes, we instead reprise our
EUR/USD scenario analysis above, estimating which factors could deliver the best and worst
outcomes for EUR/USD. Needless to say, stress-testing cash flows or investments against these
alternative scenarios is an essential exercise.

Overall, however, we do think the medium-term path for EUR/USD lies to the upside.
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Article | 1 May 2019 Video

Watch: Some European regions may
hever recover

The financial crisis had a long-lasting and deep effect on economic
activity and on employment in Europe, with some regions still
struggling to see any...

Employment strength index
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- -0.5 and below

Divided Europe: Why some regions will never recover

The scars of the global financial crisis are still visible in many European regions and some may
never recover. ING's Bert Colijn has the details.

Watch video
Author

Bert Colijn
Senior Economist, Eurozone
bert.colijn@ing.com
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Article | 2 May 2019 eZonomics

Breaking the money illusion

The cost of inflation is often misunderstood or ignored, with significant
implications for consumer spending and economic behaviour on a
wider scale

In the three months to February, the average weekly earnings of UK employees (including
bonuses) increased by 3.5%, according to the latest report from the Office for National Statistics.
This may sound good, but when the figures are adjusted for inflation, the percentage drops to just
1.6%, giving consumers considerably less purchasing power than the headline figure might
suggest.

Changes in 'real' terms, which account for the impact of inflation, are key to understanding the
true value of money. Yet research has shown that many people think only in 'nominal' terms, with
little consideration for what the face value of money is really worth and can actually buy. Indeed,
experiments have demonstrated that people often choose a higher nominal pay hike over a lower
real hike, even though the real increase would make them better off.

This so-called 'moneuy illusion' - a term popularised by the economist John Maynard Keynes - can
have significant implications for consumer spending and economic behaviour on a wider scale. It
can also affect the way we think about the value of money in the future, including our pension
plans and returns on investments.
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Looking at real returns

Since the global financial crisis, inflation fell sharply as the economic slump and rising
unemployment meant shops and business could not raise prices. At the same time, central banks
cut interest rates close to zero to stimulate the economy.

As banks follow the central bank when setting their own interest rates, savers received virtually no
interest on their accounts. UK inflation has since risen- at 1.9% in March- while rates have
remained below 1% for a decade, meaning that anyone relying on their savings for income has
become worse off.

This analysis applies to investments such as bonds, shares, property and gold, all of which will have
a return measured in nominal terms and one measured in real terms.

Fixed income assets such as government bonds (gilts) pay the same level of interest whether
inflation is rising or falling. If inflation rises, the value of both the interest payments and of the
money invested in the bond will fall in real terms.

The impact of inflation on stock prices is a little more complicated. Inflation reduces the net present
value of a company's expected cash flows, suggesting that stock prices should fall as a result. At
the same time, however, rising prices suggest that those future cash flows will be higher because
companies are able to make bigger profits. In theory, these two forces should cancel each other
out. In practice, markets often recoil at signs of inflation for fear the economy is overheating and
interest rates will go up.

Economic reality

Accounting for inflation is also important when analysing economic growth. Statisticians calculate
the total value of the output of an economy every year. In 2018, the nominal size of the UK
economy was £2.12 trillion, up by 3.4% on the $2.05 trillion for 2017. However, growth in real
terms was just 1.4% in 2018 (£2.01 trillion to £2.03 trillion).

The concept isn't just important economically. It can also be a political issue, with governments
choosing to focus on the measure that best suits them. When a country is in the grip of inflation,
its growth rate can look huge in nominal terms though this figure is largely meaningless to
consumers who may be struggling to buy basic goods.

Another danger comes from underreporting inflation, which makes the headline figure of growth in
real terms look higher than it actually is. For example, Argentina was forced to revise the way it
produced inflation figures after it was exposed for underreporting soaring inflation over the
previous decade to make growth figures look better.

In the run-up to the 2015 presidential election, the government'’s statistics office reported inflation
at 15% compared to estimates from private economists at 27.9%, one of the highest rates in the
world. Critics said the government was trying to mask Argentina’s major economic problem for
political reasons. Consumers at the time said the official inflation figures did not jibe with the price
rises they were experiencing personally. There was also evidence that investors were moving
money abroad to stop their money from being eaten up by inflation.

The bottom line is that being able to look through the nominal figures and focus on what is
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left after inflation will leave investors, employees and shoppers better able to understand
what is happening to the value of their money.
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Article | 30 April 2019 Commodities, Food & Agri

Food manufacturers turn to robots to
meet consumer needs

The importance of technology for food manufacturers continues to
grow, according to our report, ‘Food tech: technology in the food
industry’

)

—

Source: iStock

Promising technologies for the food industry

Growing demands from customers, consumers and society raise the bar for food manufacturers
and are having an impact on the uptake of technologies within the food industry. Retailers require
larger volumes of food at low prices while pressures from consumers and society call for more
measures to be taken for health and sustainability purposes. These demands are driving the need
for the implementation of new technologies, such as robotisation and digitalisation, to help food
producers increase productivity and improve production standards. Besides these key
technologies, food manufacturers are also closely involved with the development of new
technologies in agriculture as these help them to secure a high-quality and reliable supply of ‘raw
materials’.
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Promising technologies within food & agriculture

Agritech in agriculture Food tech in industry

W_ Main purpose: \ Main purpose:
higher yields with lower higher quality products
environmental impact at lower unit costs

Promising in the short term
Precision agriculture

——  Drones, robets and satellites assisting
the farmer

_
Breeding techniques
— New techniques (CRISPR-Cas9) and —
climate-resilient crop varieties —— study focus
-

Aquaculture
—  Further development of fish farming —

technology

Circular agriculture Promising in the long term
—  Technologies that promote the optimal

use of biomass and residual flows Nanotechnology

Nane-scale ingredients in food

Production of new protein sources

—  Aimed at the use of insects, algae, etc. 3D printing )
as a source of protein Personalisation of food production
Biotechnology Cell technology

— Technology relating to genetics, ~— Producing meat and fish from
microbiology and food safety stem cells

Source: ING

Robotics is becoming more commonplace

Robots are increasingly used within food production since innovations in image recognition
technology and gripper technology have enabled robots to see and feel. This allows them to
handle delicate and diverse food products and function in challenging environments, including
heat, moisture and cold. At the same time, less human interference also reduces the risk of
contamination, helping producers comply with strict food safety requirements. In Europe, robot
sales to the food industry increased with 50% over the last five years.

Robot sales to the food industry are increasing

New robots sold to the food and beverage industry, per year

Europe Worldwide

9,724
8,194

7,056 6,853

3,766 6,200
3,192 3412 = ’
2,480 2,772

2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

Source: International Federation of robotics (IFR)
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High labour costs are a driver for robotisation in Europe

European food manufacturers account for almost half of the current worldwide robot stock in the
food industry. The level of robotisation in the industry varies significantly between countries. Robot
density, the number of robots per 10,000 employees, is especially high in Sweden and Denmark.
These countries have relatively high labour costs, just like runner-ups including The Netherlands
and ltaly, increasing the need to automate manual labour.

Nordic countries have highest robot density in food & beverage
industry
Robot stock in food & beverage industry per 10.000 employees

Sweden
Denmark
Netherlands
Italy
Belgium

Germany

Switzerland

span | | "V 8
France |
United Kingdom |
0 50 100 150 200

Source: International Federation of Robotics, Eurostat, calculations ING Economics Department

Food supply chain is getting digital

Besides the growing deployment of robots, food manufacturers increasingly turn to data
technology. Applications in food production range from Artificial Intelligence software that
improves the capacity use of production lines to digital field logs that help predict supply from
farms and lead to a better match between supply and demand. The digitalisation of food supply
chains is also used to create transparency from farm to fork, enabling consumers to trace the
origin of an increasing number of food and beverage items in their shopping baskets.

Tech investment and human capital investment: Two sides of
the same coin

For all opportunities robotisation and digitalisation bring to the food industry, increasing the
complexity of production processes will also have its impact on the labour market. Labour
productivity is set to increase further as employees will have more sophisticated machines and
data tools at their disposal. Some jobs will disappear, others will change and new jobs will be
created. As the skillset of employees within the food industry changes, investment in technology
should go hand in hand with investment in human capital.
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Divided Europe: As some regions thrive,
others may never recover

More than 10 years on from the financial crisis, regional labour
markets across Europe continue to feel the impact. Will the next
decade be any different?

Deep impact

In September 2008, the bankruptcy of Lehman Brothers marked the low point of the financial crisis.
Ten years on, the European economy has recovered, but the scars of the crisis are still visible at a
regional level. While employment - measured as employed persons - for the European Union is
now 2% above the 2008 peak, this is not the case for many local economies. The crisis has had a
long-lasting and deep effect on economic activity and on employment, and many regions have
only recently begun to recover. The chart below highlights this stark regional divide.
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The Employment Strength Index

Employment strength index
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Another lost decade

Some regions have not even shown signs of bottoming out, with employment still in decline. Take
the German regions Sachsen-Anhalt and Thiringen, for example, which have seen employment
decline steadily over the past decade despite the German Wirtschaftswunder. The strong growth in
German employment has not lifted the tide in these regions, indicating the persistence of regional
differences. In Italy, strong growth in the northern regions and around Rome masks dismal job
creation since the start of the crisis in the southern regions. This begs the question, what
differentiates the winners from the losers and will the next decade be any different?

We find that:

Deep scars caused by the crisis are still impacting regional labour markets across Europe. Many
regions are still recovering, with the unemployment rate still above the natural rate, according to
our estimates.

Structural strength or weakness seems to be driven in part by the region’s digital infrastructure, the
vulnerability to globalisation, the innovative capacity of the region and the residents’ level of
education.

A large divide between urbanised and younger regions and rural and ageing regions, with the
latter in general performing much more poorly. This confirms the view of a split in society between
areas that are vulnerable to population outflow and ones with prolonged high structural
unemployment and those which are more vibrant and generally profit from large societal trends.

When looking at the current state of those structural drivers, the strongest regions are large
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metropolitan centers, which seem set up for continued strength in the years ahead.

We also find that there are several regions across Europe - mainly in the southern outer ring of the
European Union - which are likely to remain weak in the years to come. As such, investment in
infrastructure and intellectual capacity in these regions will be key. Structural improvements at the
national level will also be needed, with a large concentration of the weakest regions in a few,
mainly Southern European countries. Without this, these areas could face another lost decade of
employment growth.

More redistribution at the European level seems unlikely given the political environment at the
moment. With stagnation a possibility for many regions, the appetite for the populist vote, from an
economic perspective, at least, could increase.

Read our report in full here.
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