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Wake Me Up Before You Go-Go Wham!, 1984 
This past week, the ECB confirmed the concerns we have been raising for some time, namely that the Eurozone is in the midst 
of a significant slowdown and a lack of inflation pressures calls for a more accommodative monetary policy stance. While 
the ECB significantly revised down their forecasts for growth and inflation in 2019, we remain concerned about the health of 
the European economy and, more importantly, the ability of policymakers to reverse the trend if it continues unabated. While 
policymakers are waking up before growth go-goes, it looks to us like its hanging on like a yo-yo.

WHAT’S NEXT?

Policymakers are waking up but haven’t opened their eyes fully 

Last Thursday, the ECB downgraded their forecasts for growth in the 
Eurozone to 1.1% from 1.7%, as well as their inflation forecast to 1.2% 
from 1.6% (all figures year-over-year). They also communicated that rate 
hikes were unlikely until 2020, pushing back their first post-sovereign debt 
crisis rate hike previously planned for later this year. Yields on 10-year 
German Bunds fell to 0.05%, before recovering a bit to 0.07%, while the 
euro fell broadly and is currently trading below 1.125 against the US 
dollar.  

Despite these significant downgrades, we believe policymakers are still 
not appreciating (or, at the very least, not communicating) how tenuous 
the European economy is. Growth has fallen consistently since hitting a 
post-GFC peak of 2.8% in Q3 2017 and stood at 1.1% at the end of last 
year. Our proprietary Growth Nowcaster, which gives a real-time reading 
on current economic conditions, points to further deterioration in Q1 2019. 
In other words, there has been a clear, entrenched trend of declining 
growth for over a year that has, thus far, shown no signs of stabilising, let 
alone reversing. If the trend continues at its current pace, the Eurozone 
will be in recession within a couple of quarters.  

Monetary and fiscal policy look unlikely to reverse the trend  

So what can policymakers do to turn things around? In our view, not much. 
In terms of monetary policy, the effectiveness of the ECB’s tools is much 
lower than the last time they had to stimulate the economy. Short-term 
rates remain negative, though not as low as some of their peers. Net asset 
purchases (i.e. quantitative easing) could resume, but the size of the ECB 
balance sheet is quite large and they have already moved out on the risk 
curve to corporate bonds in order to provide additional stimulation in the 
economy. The new targeted long-term refinancing operation (TLTRO-III) 
will help to ensure credit conditions remain favourable for demand, but 
according to its own Bank Lending Survey, credit is not the issue. 
Conditions for both firms and households have been easing for some time 
and standards do not show any signs of tightening. Rather, as we will 
discuss below, demand is the issue and the TLTRO-III is not designed to 
address that. Another option for the ECB is to purchase equities, but if the 
experience of the Bank of Japan is any guide, the ECB could soon find 
itself pushing on a string.  

On the fiscal side, governments also look to be constrained from doing 
massive stimulation. Across the Eurozone, general government gross debt 
now stands at 86% of GDP versus 69% in 2008. While German debt levels 
are back around their pre-crisis levels of 61% of GDP, the next three 
largest countries (by GDP) are in a much worse situation: France is at 
100% vs 69% in 2008, Italy is at 133% vs 102% and Spain is at 98% vs 
40%. These levels will constrain the size of any fiscal stimulation. 

Demand is critically lacking 

In our view, the critical issue for the Eurozone economy is the lack of 
domestic demand. The synchronised global growth experienced in 2017 
and into early 2018 helped to obfuscate this problem, but the de-coupling 
of global growth has now laid this issue bare. Digging into the underlying 
data of our Growth Nowcaster, we can see that household consumption, 
in both durable and non-durable goods, has slowed down significantly 
since the beginning of 2018. While wage growth has picked up, savings 
rates have declined over the last few years and were at 12.3% in Q3 2018, 
at the bottom of their historical levels going back to 2000. Debt-to-income 
levels (gross) for households were at 94% in the Eurozone at the end of 
2017. This paints a picture of a significantly indebted household sector 
that is already spending most of its income. Consumers were not able to 
push growth higher in 2018 and it seems unlikely stimulation targeted at 
them would be sufficient to reverse the current course. 

Non-financial corporations also seem unlikely to provide much support. 
Investment rates have remained steady at around 21% since 2016, an 
improvement over levels of 2010-2011 but still at the bottom end of pre-
crisis rates going back to 2000. Our Growth Nowcaster has seen 
investment perspectives and production expectations decline over the last 
year, with the latter falling to levels last seen during the worst years of 
the sovereign debt crisis. The fact is that firms invest in response to 
demand, and their disinterest in ramping up investments for the last few 
years, in spite of peaking growth, does not bode well going forward. 
Importantly, they also do not look to be in a position to stimulate domestic 
demand by increasing wages further: while the profit margins of 
EuroStoxx 50 and Stoxx 600 firms closely tracked (and even sometimes 
exceeded) firms in the S&P 500 before the GFC, a meaningful gap has 
opened between them since 2011 (7.4% vs 10.4%). Adjusting for sector 
bias or taking an equal-weighted average across all firms in the index still 
shows that European firms’ profit margins trail their American 
counterparts. Moreover, European firms’ margins stabilised in 2018 and 
are now showing signs of falling, which will certainly push pressure on 
them to reduce costs. 

External demand pivots most directly on China, one of the Eurozone’s 
major trading partners and export destinations. Chinese policymakers’ 
response to their own slowdown will have important ramifications for the 
Eurozone. Given their desire to be somewhat restrained in their easing 
measures, so as not to add further fuel to their highly indebted private 
sector, it seems unlikely that a pickup in Chinese growth will be a panacea 
for Europe’s ills. 
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IMPORTANT INFORMATION 
Past performance is no guide to the future, the value of investments can fall as well as rise, there is no guarantee that your initial investment 
will be returned. This document has been prepared for your information only and must not be distributed, published, reproduced or disclosed by 
recipients to any other person. This is a promotional statement of our investment philosophy and services only in relation to the subject matter of 
this presentation. It constitutes neither investment advice nor recommendation.  This document represents no offer, solicitation or suggestion of 
suitability to subscribe in the investment vehicles it refers to.   

Please contact your professional adviser/consultant before making an investment decision. Where possible we aim to disclose the material risks 
pertinent to this document, and as such these should be noted on the individual document pages. A complete list of all the applicable risks can be 
found in the Fund prospectus. Some of the investment strategies described or alluded to herein may be construed as high risk and not readily 
realisable investments, which may experience substantial and sudden losses including total loss of investment.  

These are not suitable for all types of investors. To the extent that this report contains statements about the future, such statements are forward-
looking and subject to a number of risks and uncertainties, including, but not limited to, the impact of competitive products, market acceptance risks 
and other risks. As such, forward looking statements should not be relied upon for future returns. Data and graphical information herein are for 
information only and may have been derived from third party sources. Unigestion takes reasonable steps to verify, but does not guarantee, the accuracy 
and completeness of this information. As a result, no representation or warranty, expressed or implied, is or will be made by Unigestion in this respect 
and no responsibility or liability is or will be accepted. All information provided here is subject to change without notice.  

It should only be considered current as of the date of publication without regard to the date on which you may access the information. Rates of 
exchange may cause the value of investments to go up or down. An investment with Unigestion, like all investments, contains risks, including total 
loss for the investor.   

All investors must obtain and carefully read the prospectus which contains additional information needed to evaluate the potential investment and 
provides important disclosures regarding risks, fees and expenses. Unless otherwise stated performance is shown net of fees in USD and does not 
include the commission and fees charged at the time of subscribing for or redeeming shares.  

This document has been issued by Unigestion UK, which is authorised and regulated by the UK Financial Conduct Authority. Unigestion SA authorised 
and regulated by the Swiss FINMA. Unigestion Asset Management (France) S.A. authorised and regulated by the French Autorité des Marchés 
Financiers. Unigestion Asia Pte Limited autorised and regulated by the Monetary Authority of Singapore. Performance source: Unigestion, Bloomberg, 
Morningstar.  

 


