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Eurozone economy ends 2018 on a very
weak note
The economic sentiment indicator of the European Commission fell in
December 2018 to the lowest level since January 2017, reducing the
chances of a rate hike in 2019

Anyone looking for fireworks in today’s economic data for the eurozone, should look elsewhere.
The European Commission’s economic sentiment indicator (ESI) fell back to 107.3 in December
2018, from 109.5 in November. The outcome was worse than expected (consensus estimate
108.2). France, on the back of the Yellow Vest protests, saw a significant decline (-2.0), but
amongst the bigger countries, Germany (-1.9), Italy (-1.4), the Netherlands (-0.3) and especially
Spain (-3.0) also saw a drop in confidence.

Extended weakness
Weakness was widespread across sectors. The export-oriented manufacturing sector (-2.3) felt the
pinch from slower growth in the emerging world. But the services sector also saw confidence
decline (-1.4). Consumer confidence took a 2.3 point hit, while sentiment in the construction sector
also deteriorated. The only bright spot was a small uptick in retail trade confidence, but that only
concerns the present situation, as expectations became less upbeat. The worrying news is the fact
that the more forward-looking indicators like order books and hiring intentions have also lost
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momentum, implying that the slowdown might extend into the first half of this year.

In terms of inflationary expectations, the picture is mixed. Selling price expectations increased
across the board, but consumer price expectations fell back. We have doubts that slowing demand
and the strong euro in effective terms will allow businesses to raise prices. Therefore we do not see
much upward inflation potential this year.

Diminishing rate hike expectations
Let’s not beat about the bush: this is a bad report, signalling a weak fourth quarter and not
promising much better for the first quarter of 2019. These figures confirm our view that the GDP
growth forecast for 2019 that the ECB issued only a few weeks ago (1.7%) will have to be
downgraded significantly. That strongly reduces the probability of a rate increase this year. We
might see at most one deposit rate hike, but the bottom line is that money market rates are likely
to remain negative for at least another year.

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

