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Getting worse, before getting better

The spreading of COVID-19 and subsequent euro area wide lockdowns have put the
euro area economy in a weak position. We expect activity to be worse in January and
February, before an improvement across the continent as the rollout of vaccines spreads
and weather conditions improve, with the improvement set to accelerate further after
Easter. Unsurprisingly, the euro area economy lost further momentum in December, with
services activities continuing to be the main drag on the economy. Country-level PMls,
notably in Italy and the rest of the southern Europe, show the economy is currently a two-
speed economy. Manufacturing momentum is keeping industry-heavy economies in
expansionary territory but overall this is not enough to keep the entire eurozone growing.
We expect lockdowns well into February/March. The European Medical Agency has
approved two vaccines for emergency use (and plans to discuss a third from AstraZeneca
in late January) but the vaccination process has got off to a slow start in some euro area
countries, such as the Netherlands and France (see COVID-19 Update — EU gets more
vaccine ammunition with approval of Moderna after slow start, 7 January). We believe this
will take its toll on those jurisdictions. However, in our view, the euro area outlook on the
vaccine rollout and the improvement in the weather conditions from spring should allow
for a gradual rollback of some of the lockdowns. Most recently, German Chancellor Angela
Merkel indicated another 10 weeks of lockdown (from mid-January) might be in scope.

Looking ahead, economic survey indicators on the economic outlook are becoming
more optimistic, with services at pre-COVID-19 pandemic levels and manufacturing
expectations at a multi-year high (see chart on the right).

The EU’s flagship response to the COVID-19 crisis, namely the Recovery and
Resilience facility, was approved at the December 2020 EU Council summit and
has now entered the implementation phase. After hitting an obstacle in the final
phase, with Hungary and Poland threatening to veto the package, we expect the fiscal
stimulus to be very sizeable, to the tune of 6.4% of GDP (budget deficit).

At the ECB meeting in December, the ECB decided to recalibrate its monetary policy
instruments but not ease its current stance. The two main measures were (1) an
extending/expanding of the pandemic emergency purchase programme (PEPP) by
another EUR500bn to a total package of EUR1,850bn until March 2022 and (2) another
three liquidity operations (TLTRO) with an extension of the 50bp TLTRO rate discount
until June 2022, subject to lending performance (so that liquidity can be taken at -1%)
(see ECB Research — Balanced, conservative, compromise recalibration, 10 December).

December’s Euro area flash inflation saw the headline figure stuck at -0.3% (fifth
consecutive reading in negative territory). Energy continues to remain a drag and core
inflation printed at only 0.2%. The core inflation print masks heterogeneous dynamics
between goods and services prices. Despite the lockdown, service price inflation
rebounded slightly to 0.7% (from 0.6% in November). The market-based inflation
expectation in the euro area has risen to 1.35%, driven by a spillover effect from the
US. However, in our view, we need realised data-driven confirmation before we expect
inflation expectations to take another leg higher.

Important disclosures and certifications are contained from page 8 of this report.

Key points

¢ Euroarea economy continues to
lose momentum but light at the
end of the tunnel.

o EU recovery and Resilience facility
approved. Longer but not stronger
ECB stimuli.

e Low inflation persists for now.

Inflation expectations have risen but
realised inflation prints are still
subdued
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firms’ business outlook for 2021
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Danske euro area growth tracker

Our growth tracker continued its recovery in December to a value of 0.2, helped by
improvements in both financial and economic variables. While this may underline that the
rising number of COVID-19 cases and new lockdowns still point to pickup in activity, the
uncertainty remains high, notably from the services sector. Financial markets in aggregate
continue to shrug off the virus risks and focus on the outlook for 2021.

Growth tracker and actual GDP growth Growth tracker: financial and economic variables
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Euro area

GDP growth forecasts PMI and GDP growth
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Google mobility trends in retail & recreation
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PMl and GDP growth

70 -Index France %q/q - 4
A -

1 1 1 1 1 1 1 1 1 1 1
00 02 04 06 08 10 12 14 16 18 20

= Composite PMI (lhs) == PMI Manufacturing (lhs)
- PMI Services (lhs) GDP growth (rhs)

Source: Macrobond Financial, Danske Bank

Credit growth

France

8 -%y/y

M Contribution from loans to NFCs

= Total loan growth
B Contribution from loans to households

Source: Macrobond Financial, Danske Bank

Manufacturing sentiment and investments

Consumer confidence and private consumption

~%vy/y France Index - 65 C France %vy/y
10 - -5 )
- -10
- 1
o- -15
B = -20 -1
3= -25
= -3
.10 - -30
-14 - -35 -5
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
0o o2 04 06 08 10 12 14 16 18 20 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20
= PMI manufacturing, 3M lead (rhs) = Fixed investment (lhs) = Consumer confidence (lhs) = Private consumption (rhs)
Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
Unemployment and PMI Unemployment and wage growth
30 -Index France y/ychg. - 1.00 10.5 -%y/y France - 50
35 - 0.75 o= - 25
95 -
40 - 0.50 90 - 0.0
8.8
45 - 0.25 SISk el
o — 0.00 Q= - 50
73 =
55 - -0.25 2@ = - .75
60 -, -0.50 6.5 - --10.0
I 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 1516 17 18 19 20 0o 02 04 06 08 10 12 14 16 18 20
— Composite PMI Employment (lhs) & Unemployment (rhs) — Unemployment rate (lhs) = Wage growth (comp. pr. emp.] (rhs)
Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
Google mobility trends in retail & recreation Financial markets
30 -% compared France - 30 6500 -Index France %~
- tobaseline Mobility trends retail & recreation = 6000 - -
10 <im
5500 - =
-10 5000 - = B3
- 4500 - s
4000 - -
320 3500 - _ 05
3000 -

-70

-90

Mar  Apr May  Jun Jul Aug  Sep Oct Nov  Dec
2020

Note: The above shows mobility trends for places such as restaurants, cafés,
shopping centres, theme parks, museums, libraries and cinemas
Source: Google Mobility, Danske Bank

5| 13January 2021

2500 - -@

1 1 1 1 1 1 1 1 1 1
11 12 13 14 15 16 17 18 19 20

— 10V gov bond yield (rhs) — CAC 40 equity index (lhs)

Source: Macrobond Financial, Danske Bank




Euro Area Macro Monitor

Italy

PMl and GDP growth
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While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.

8| 13January 2021

https://research.danskebank.com




Euro Area Macro Monitor

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.
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Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be
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