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Bank Leumi Economic Forecasts (p. 3) 

The Global Economy – Overview (p. 4) 

 Global economic growth is expected to gradually recover in the second half of 

2020 and throughout 2021, deriving primarily from the emerging markets.  

 The risks to the growth forecasts remain relatively high. 

 Inflation increased in November 2019, but is expected to remain moderate 

throughout 2020 in most developed countries.  In light of this, monetary policy 

around most of the world is expected to remain expansionary. 

 Bond yields are likely to climb somewhat during 2020, with the expected 

improvement in economic activity. 

 

United States (p. 9) 

 There are signs of stable growth in the fourth quarter of 2019 compared to 

previous quarters, particularly in light of the slowdown in private consumption on 

one hand and a drop in imports on the other hand.   

 A recovery in activity is expected in the second half of 2020, with a lag effect from 

the cuts in the interest rate and improvement in productivity. 

 Against the backdrop of the slowdown in core inflation over recent months, the 

Fed interest rate is expected to remain unchanged in the coming year.   

 The 10-year to maturity treasury yield is expected to climb gradually to 2%, in 

light of the expected recovery in the US economy in the second half of 2020. 

 

Euro Bloc (p. 12) 

 Leading indicators show a moderation in activity in the euro bloc in the fourth 

quarter of 2019.   

 In Germany near-zero growth is expected, and in France it does not appear the 

protests and strikes will hamper economic activity of the fourth quarter. 

 surprisingly, core inflation remained unchanged, supporting stable monetary 

policy in the coming months.   

 The new ECB president is optimistic with respect to risks and the economic 

horizon.   

 Concerns regarding stability of the coalition in Italy led to a rise in the yield 

spread vis-à-vis Germany. 
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Leumi Global Economic Forecast, As of January 2020 
 

  

 2017 2018 2019E 2020F 2021F 

GDP – Real Growth Rate      

World 3.8% 3.5% 2.8% 3.1% 3.4% 

USA  2.4% 2.9% 2.3% 1.7% 1.8% 

UK 1.9% 1.4% 1.3% 1.3% 1.7% 

Japan 1.9% 0.8% 1.0% 0.4% 0.9% 

Eurozone 2.7% 1.9% 1.2% 1.2% 1.6% 

South East Asia (ex. Japan) 5.2% 5.0% 4.3% 4.3% 4.9% 

China 6.8% 6.6% 6.1% 5.9% 5.7% 

India 7.1% 6.8% 4.9% 6.3% 6.5% 

Latin America 1.8% 1.6% 0.6% 1.0% 2.4% 

Israel 3.6% 3.4% 3.3% 3.3% 3.5% 

Trade Volume, Growth (%)      

Global  5.8% 3.7% 1.5% 2.3% 3.6% 

CPI, Annual Average (%)      

USA 2.1% 2.4% 1.8% 1.6% 1.9% 

UK 2.7% 2.5% 2.0% 2.1% 2.2% 

Japan 0.5% 1.0% 0.9% 1.4% 1.9% 

Eurozone 1.5% 1.7% 1.2% 1.3% 1.7% 

Israel 0.4% 0.8% 0.9% 0.4% 0.5% 

Interest rates, Year End      

US Fed 1.25-1.50% 2.25-2.50% 1.55% 1.25-2.25% 1.25-2.25% 

Bank of England 0.50% 0.75% %0.75  0.50-1.00% 0.50-1.50% 

Bank of Japan-Policy Rate  -0.10% -0.10% -0.10% 0.00% 0.00% 

ECB-Main Refi 0.00% 0.00% 0.00% 0.00% 0.00% 

Israel 0.10% 0.25% 0.25% 0.1-0.5% 0.25-0.75% 
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The Global Economy – Overview 

Economic activity and global forecasts (1): global economic growth is expected to 

gradually recover in the second half of 2020 and throughout 2021, deriving primarily from 

the emerging markets.  The risks to the growth forecasts remain relatively high. 

 The relative weakness in economic activity around the world is continuing, primarily against 

the backdrop of low growth in exports and industrial production; however, the PMI data show 

a slight stabilization in activity at the end of 2019.  The annual growth rate of global industrial 

production declined in October to negative territory, equaling minus 0.5% (Chart 1).  This 

decline occurred primarily due to the deepening decline in activity within developed 

countries, while in the emerging markets the data are indicating moderate growth.  At the 

same time, the contraction in global trade volumes continued even more so in October, this 

led by the emerging economies.  On the other hand, underlying macro-economic conditions 

continue to support household demand for consumption, including relatively "tight" labor 

markets, a continuing rise in wages, and a low interest rate environment. 

 The global purchasing managers index (PMI) of the industrial sectors declined in December 

to 50.1 points, compared to a peak level seen over recent months – 50.3 points in November 

(Chart 2).  Despite the decline, the PMI remains in positive territory (over 50 points), and thus 

indicates an expansion in activity, but with a slowdown in the pace.  In light of this, it appears 

the weakness in global industrial activity continued also at the end of 2019, yet there are initial 

signs of stabilization in activity.  On this regard, we note that the US and India stood out 

positively, whereas euro bloc activity stood out negatively, with an emphasis on Germany, 

the Czech Republic, and Austria.  On the other hand, the improvement in the global PMI 

index of the services sectors continued also in December, rising to 52.1 points.  The 

improvement occurred in most countries, including the US, the euro bloc, China, Brazil, and 

India.  On the other hand, Australia registered a decline and Britain registered stabilization.  

Overall, it appears the data show a slight stabilization in industrial activity and a moderate 

improvement in the services sectors as the world entered 2020, following an extended trend 

of moderation in the rate of expansion.  Against this backdrop, 2019 concluded, according to 

our estimates, with a slowdown in the global economic growth rate, to 2.8% compared to 

3.5% in 2018.  Looking ahead, the 2020 growth rate is expected to accelerate toward 3.1%. 

 The slowdown we expected in global growth during 2019 indeed occurred, as mentioned 

above, and it is expected to continue also in the first half of 2020.  Afterwards, in the second 

half of 2020 and throughout 2021 a gradual recovery in activity is expected, which will 

primarily originate from the emerging markets.  Regarding developed countries, the US is 

expected to lead the growth, against the backdrop of a relatively low interest rate level, the 

2018 corporate tax cut, improvement in business sector productivity, and a partial 

stabilization in US-China trade relations.  In the euro bloc a slow recovery is expected, if at 

all, due to, among other things, a possible negative impact from Brexit, especially if Britain's 

exit agreement will be to the detriment of Europe.  The election results in Britain indicated 

victory for the Conservative party, headed by Boris Johnson, a development that somewhat 

lowers the high level of uncertainty prevailing over the British economy, and increases the 

probability for a relatively rapid exit of Britain from the EU, a development that is expected 
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to support economic activity.  In Japan, economic growth is expected to slow in 2020 due to, 

among other things, a hike in the purchase tax that is expected to moderate the growth rate of 

private consumption. 

 

 

 The hike in the purchase tax in Japan in October 2019 did not hurt private consumption or 

economic activity in the country to the degree that many originally feared.  In 2020 a reduction 

in fixed capital investment is expected (investment in residential construction and business 

sector investment) and growth in private demand will slow.  Regarding external demand, it is 

expected that the slowdown in GDP growth of Japan's main trade partners will worsen in the 

coming quarters, which will keep Japan's export growth in a state of weakness and 

contraction, and the net trade balance will hurt Japan's GDP growth in 2020. 

 The labor market was slightly hurt from the fact that the improvement in productivity has led 

to a slowdown in the recruitment of new workers, and the unemployment rate is expected to 

climb slightly from its current level of only 2.4%, and consequently the rise in wages is 

expected to slow.  With the exception of the temporary impact of the hike in the purchase tax, 

inflation in 2020 will remain around only 0.5%, against the backdrop of a decline in core 

inflation on one hand, and the effects of the rise in oil prices over recent months on the other 

hand. 

 The financial markets have estimated that the BOJ's interest rate will remain at its current 

level of minus 0.1% over time.  Concurrent to the deepening expectation that interest rates 

will remain unchanged, the upward pressure on 10-year bond yields will moderate, and the 

rise in yields from minus 0.3% in August 2019 to the current rate of minus 0.1% will cease. 

Japan's GDP growth is expected to remain near 0.5% per year, this also against the backdrop 

of the continuing fall in the population, which is accompanied by negative rates of change in 

demographic growth with contraction, and aging, of the population.   
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Economic activity and global forecasts (2):  global economic growth is expected to gradually 

recover in the second half of 2020 and throughout 2021, deriving primarily from the 

emerging markets.  The risks to the growth forecasts remain relatively high. 

 In 2020 the growth rate of the developed countries (OECD countries) is expected to remain 

moderate, whereas the growth rate among the emerging markets (non-OECD) is expected to 

recover.  In light of this, the growth differential between emerging market (EM) countries and 

the developed countries is expected to expand (Chart 4), a development that is likely to be 

expressed in an outperformance in the equities of the group of EM countries.  The factors that 

are expected to positively affect global growth towards the end of 2020 and during 2021 are, 

among other things:  the delayed effect of monetary easing around the world, the possibility 

for fiscal easing in some countries, a partial stabilization in US-China trade relations against 

the backdrop of the upcoming signing of the "first phase" deal between the two countries, and 

specific treatment of particular problems within certain EM countries.  Furthermore, we note 

that the activities of countries that are highly open to foreign trade are likely to improve in 

the coming years, in light of forecasts for an increase in world trade volumes (see the forecast 

table at the beginning of this survey). 

 China's economy is expected to continue to grow, with a gradual moderation in the growth 

rate toward 5.5%-6.0%, against the backdrop of a more moderate increase in domestic 

demand and despite a rise in exports.  The Chinese government is expected to support 

economic activity through a reduction in taxes, government investments in infrastructure, and 

expansionary monetary policy with the goal of lowering interest rates on bank credit.  At the 

same time, we note the gradual opening of China to cooperation outside the country (and 

particularly in Latin American countries, headed by Brazil), initially in the financial sectors 

and automobile manufacturing.  This is likely to support growth of these sectors in the coming 

years.  After India experienced a substantial slowdown in growth in 2019 to the lowest rate 

since the financial crisis (5%), we expect a substantial recovery in this country's growth rate 

in 2020.  This will come from combined support of expansionary policies, both monetary and 

fiscal, and against the backdrop of strengthening the efforts and the means of dealing with the 

problems of the shadow banking sector in India, together with support for the financial 

system.  In Chart 3 it can be seen that a recovery in growth is expected in 2020 among the 

Latin American countries (Brazil in particular) and in eastern European countries, while in 

the southeast Asian economies, which are affected to a high degree by the activity of China, 

an acceleration in growth is expected during 2021. 

 Despite the recent developments that lowered somewhat the level of uncertainty in the global 

economy, the risks to economic activity remain relatively high.  The first phase deal of the 

trade agreement between the US and China is expected to be signed in mid-January 2020.  

Within the framework of the deal, the tariff hike of December 15, 2019 will be cancelled and 

there will be a partial cancellation of the previous tariffs.  This process indeed leads to at least 

a temporary ceasefire, but there are many issues that remain unresolved, such that it is unclear 

how long it will continue.  Looking ahead, we note that down the road the trade war is 

expected to concentrate more on technology aspects, protection of property rights, industrial 

spying, and more.  The results of the elections in Britain strengthen the belief that soon an 

agreement will be formed for the exit of Britain from the EU; however, there is still a high 
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degree of uncertainty regarding the characteristics of any future trade agreement and its 

impact on economic activity across all of Europe.  There are additional pockets of uncertainty 

around the world, including:  concerns regarding the financial stability of China, worsening 

of the conflict between Iran and the US and the possible consequences for the entire Middle 

East, the political crisis in Hong Kong that is hurting the economy, the Japan-South Korea 

conflict, the conflict between India and Pakistan, as well as the political risks across Latin 

America. 

 

 

 

Inflation and monetary policy:  inflation indeed increased in November 2019, but is expected 

to remain moderate throughout 2020 in most developed countries.  In light of this, monetary 

policy around most of the world is expected to remain expansionary.  The yield environment 

is likely to climb somewhat during 2020, with the expected improvement in economic 

activity. 

 

 Average inflation in the OECD countries increased to 1.8% in November 2019, following the 

1.6% registered in October (Chart 5).  Inflation increased in most of the countries, including 

the US, Canada, Japan, France, and Italy (as well as the average in the euro bloc).  On the 

other hand, inflation in Germany declined, while in Britain it remained unchanged.  In 

addition, we note that the increase in inflation in Greece from minus 0.7% in October to 0.2% 

in November contributed as well to the rise in inflation.  From analysis of the components, 

we note a minor rise in the rate of increase in food prices, this in parallel to the moderating 

decline in energy prices.  On this regard, we note the moderate upward trend in oil prices that 

began in the beginning of October is continuing.  This is the result of, among other things, 

market optimism against the backdrop of the upcoming signing of a phase one trade deal 

between the US and China, a development that is likely to support inflation in the coming 

months.  Looking ahead, in our opinion oil prices are expected to climb moderately 

throughout 2020, against the backdrop of, among other things, the continued import of oil in 

relatively large amounts by China and the expected recovery in global demand, and also in 
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light of the expectation for relatively low output by OPEC countries.  Furthermore, the 

development of the geo-political crisis between the US and Iran is likely to impact global oil 

markets down the road, albeit to a lesser degree compared to the past.  Inflation excluding 

food and energy products (core inflation) also increased in November, to 2.1% compared to 

2.0% in October.  Looking ahead, we expect inflation to remain around its current level also 

in the coming year in most developed countries. 

 In light of our estimate that inflation will remain moderate in most of the large economies in 

the near-term, monetary policy is expected to remain supportive and expansionary (Chart 6).  

The Fed interest rate is expected to remain at its low current rate (1.50% - 1.75%) throughout 

the year, and there is even the possibility for an additional rate cut of 25bps towards year-end.  

Later, as signs of a recovery in growth strengthen, then the chances will increase for a 

moderate rate hike in the US during 2021.  The combination of moderate economic growth 

and low inflation is likely to lead to expansionary monetary policy of the ECB and the central 

bank of China (PBOC).  The ECB is expected to act strongly by means of corporate bond 

purchases (investment grade), this together with the possibility for additional monetary 

expansion, including a slightly more negative interest rate.  Looking ahead, monetary policy 

is expected to remain expansionary also throughout 2020 in most of the world.  A change in 

the direction of monetary policy is likely to occur during 2021, depending on the data on 

inflation and activity. 

 Regarding government bond yields, we note that in our opinion the expected developments 

in the macro- environment support a moderate rise in yields during 2020 among the developed 

economies, led by the US.  This is due to the slight moderation in the degree of severity of 

the main risks to growth.  These risks include:  reaching a "phase one" deal in the US-China 

trade war, the rise in the probability for an organized exit of Britain from the EU, together 

with initial indications of stabilization in global economic activity.  As the recovery process 

progresses and gains momentum during the second half of 2020 and into 2021, this will 

support the consolidation of yields at a level somewhat above current levels. 
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United States 

Economic activity:  there are signs of stable growth in the fourth quarter of 2019 compared 

to previous quarters, particularly in light of the slowdown in private consumption on one 

hand and a drop in imports on the other hand.  A recovery in activity is expected in the 

second half of 2020, with a lag effect from the cuts in the interest rate and improvement in 

productivity. 

 According to current activity indicators in the US economy, growth rate in the fourth quarter 

of 2019 is expected to amount to an annualized rate of about 2.0%, similar to the previous 

two quarters.  Private consumption continues to be the main driver of growth, but October-

November data are indicating a slowdown in this component (to an annualized rate of around 

2.0%), perhaps as a "correction" following especially high growth in the second and third 

quarters of 2019 (see Chart 1).  The likelihood that the slowdown in private consumption will 

increase and worsen in the coming months appears to be low, since data on real income 

continue to be strong and the pace of job creation continues to be relatively good.  

Consequently, consumer confidence remains high.  Furthermore, the reduction in the interest 

rate is likely to lower the savings rate of households, which is currently high from an historic 

perspective, in such a way that it is likely to contribute to a renewed strengthening of private 

consumption. 

 Data on fixed capital formation reflect a mixed trend from the beginning of the fourth quarter.  

On one hand, indicators related to the purchase of equipment and machinery indicate a 

continued low level of activity, although for some indicators a stabilizing trend occurred (such 

as new orders of durable goods excluding transportation items, see Chart 2).  This comes in 

parallel to signs activity in the US manufacturing sector is stabilizing, against the backdrop 

of a slight easing in global risks (the trade war, a no-deal Brexit), a cessation in the 

strengthening of the US dollar, and the reduction in the interest rate. 

 On the other hand, investments in residential construction continue to strengthen, in 

continuation of the trend from the third quarter.  Residential construction is currently 

positively affected by the low inventory of existing homes, the decline in the interest rate 

environment in the economy, and a substantial uptick in the sale pace of new homes.  The 

confidence level of contractors is currently at a 20-year peak and thus residential construction 

is expected to continue to grow at a solid pace also in the coming quarters. 

 The gradual decline registered in October-November in the US trade deficit is likely to lead 

to a substantial positive contribution of net external trade to GDP growth in the fourth quarter 

of 2019, for the first time since the first quarter of the year.  The decline in the trade deficit is 

mainly supported by a steady drop in goods imports in five of the last six months (May-

November 2019), in light of, among other things, the accumulation of inventories by 

importers in the first part of 2019, prior to the increase in tariffs on Chinese imports. 
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 Looking at 2020, the growth rate is likely to moderate temporarily to slightly below the 

potential growth rate of the economy (expected growth of 1.7%, unchanged from our previous 

survey).  This is based on the trend emerging from a list of initial indicators, such as 

purchasing managers' indices (PMI and ISM), and data from the labor market, such as the 

number of job vacancies, wage growth rate and the share of employed in involuntary part-

time employment.  The slowdown in growth is expected to occur primarily in the first half of 

the year, whereas in the second half a gradual recovery in activity is expected, with the lag 

effect of the cut in interest rates, the reduction in the corporate tax rate in 2018, and the 

improvement in productivity in the business sector.  In addition, the reduction in tensions 

surrounding the trade war, in the event this will continue, is likely to positively affect exports 

and investments gradually.   

 

 

 

Inflation and monetary policy:  against the backdrop of the slowdown in core inflation 

over recent months, the Fed interest rate is expected to remain unchanged in the coming 

year.  The 10-year to maturity treasury yield is expected to climb gradually in to 2%, in 

light of the expected recovery in the US economy in the second half of the year. 

 Core inflation in the US economy, derived from the consumer price index (CPI) and from 

private consumption expenditure (PCE), has been in a slowdown over recent months, 

representing a change in the trend following a continuous acceleration that occurred through 

August 2019 (see Chart 3).  The inflationary impact of the tariffs on Chinese imports is offset 

to a large degree by shifting the source of imports to other countries, and by the depreciation 

in the exchange rate of the yuan.  Continued relative stability in the growth rate of unit labor 

cost hints that inflation will not "raise its head" soon. 

 In the latest monetary meeting (December 11), the US Fed, as expected, kept the interest rate 

unchanged at 1.50% - 1.75%.  In light of the fact core inflation continues to consistently 

undershoot the target (especially according to the Core PCE index, which is the preferred 
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index of the Fed), and in light of the current growth environment that the Fed defines as 

moderate, the US interest rate is expected to remain at its current low level throughout the 

coming year, and perhaps even beyond.  This is so that it will support a gradual acceleration 

in economic growth from mid-2020 and beyond. 

 The minutes from the latest monetary meeting and various statements from senior Fed 

executives indicate the Fed will not rush to raise the interest rate if and when core inflation 

will rise above the 2% target, even if the deviation from the target will be relatively prolonged.  

In doing so, the Fed is signaling that the inflation target does not represent an upper border to 

the rate of increase in prices.  In other words, the Fed will demonstrate "symmetrical" 

tolerance to a slight deviation from the target, both downward (as is currently the case) and 

upward.  In this way, the Fed is trying to prevent the public from formulating an opinion that 

the new inflation norm is below 2%, thus raising inflation expectations following years of 

low inflation. 

 In recent weeks, the differential has widened between the 10-year to maturity treasury yield 

and 2-year to maturity treasury yield, to the highest level since July 2019 (see Chart 4).  The 

increase in the yield differential reflects a decline in market fears of a recession, in light of a 

slight easing in the risks to growth.  The Fed also referenced this matter in the minutes from 

its latest meeting (reduction in the tensions between the US and China in light of reaching a 

"first phase" deal in the trade war, the decline in the probability of a no-deal Brexit, and signs 

showing global economic activity has stabilized).  Looking ahead, the large decline in 

treasury yields is already behind us, and there is room for an increase in yields during 2020, 

with an emphasis on 10-year to maturity treasury yield, which is likely to climb towards 2%.  

This will occur in parallel with the expected recovery in economic activity in the second half 

of 2020. 
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The Euro Bloc  

Economic activity and forecasts: leading indicators show a moderation in activity in the 

euro bloc in the fourth quarter of 2019.  In Germany near-zero growth is expected, and in 

France it does not appear the protests and strikes will hamper economic activity of the 

fourth quarter. 

 Analysis of the composition of growth in the third quarter of 2019 according to expenditures 

(on a q/q basis) reveals domestic demand again supported economic activity, whereas net 

exports represented a burden (Chart 1).  Private consumption increased by the highest rate 

since the beginning of 2018 in this quarter, partly due to a one-time increase in German wages.  

In addition, investments in the euro bloc increased moderately, although this follows a 

significant upward trend due to an extraordinary spike in investments in Ireland in the 

preceding quarter.  On the other hand, even though exports grew, imports increased by a 

greater rate against the backdrop of the relative strength of domestic demand.  Looking ahead, 

it appears domestic demand will continue to be a central component in economic activity 

against the backdrop of supportive policies, monetary and fiscal, while on the other hand 

exports are dependent on world trade developments, such as the advance of relations between 

China and the US. 

 Business surveys indicate moderation in the growth rate of the euro bloc in the fourth quarter 

of 2019.  The composite PMI index increased in December compared to October and 

November, yet the average for the fourth quarter remained below the average from the 

preceding quarter, thus reflecting moderation in the growth rate compared to the third quarter.  

The December PMI for the Manufacturing sector fell again, tapping the belief that the 

contraction in the industrial sectors is moderating, given the picture that emerged from the 

index in October and November.  However, an encouraging sign can be seen in the PMI index 

for the services sectors, which increased in December to a relatively high level, similar to the 

levels registered in the beginning of the year, such that it is still difficult to determine 

conclusively if the weakness in industry has begun to trickle into the services sectors.  The 

bottom line, according to the PMI survey, it appears the fourth quarter growth rate will be at 

most 0.2% (less than 1.0% in annualized terms), exactly like in the two preceding quarters. 

 In Germany, the IFO survey surprised on the upside in December and increased to the highest 

level in the past half-year, although the current level is still low from an historic perspective.  

The expectations component of the survey, which represents a good leading indicator for the 

growth rate, indeed increased over recent months, yet this component continues to indicate a 

contraction in economic activity in the fourth quarter of 2019.  In contrast, the composite PMI 

for December indicated, for the first time in four months, an expansion in economic activity, 

yet alongside this the PMI index for the Manufacturing sector concluded a complete year at 

a level that indicates a decline in activity.  Thus, it appears that growth in Germany in the 

fourth quarter will be close to zero. 

 The public sector protests and strikes that broke out in France in the beginning of December 

led to severe shutdowns of select modes of transport.  These protests broke out against the 

backdrop of the government's intentions to change the state pension system, to make it more 
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uniform and simpler with a view to making the labor market flexible.  The reforms are such 

that it will be easier for workers to move between professions, workers will be incentivized 

to remain in the workforce beyond the statutory retirement age, and future government 

pension expenditures will be lower.  The change in the pension system, assuming the proposal 

passes in its current form, will apply to workers born from 1975 onwards.  Therefore, it is 

estimated that most of the economic implications stemming from the reforms will be felt in 

the long-term – initially it is expected that an increase in the workforce will support the 

potential growth rate of the economy, and afterwards the reform will be felt in an easing of 

government expenditure. 

In the near-term, it appears the protests will hamper economic activity to some extent in the 

fourth quarter, due to disruptions to the education and transportation systems, which hurt 

private sector workers' ability to get to work.  However, it appears the damage to activity will 

be at most moderate.  First, this is because experience has shown that the impact of past 

protests on economic activity in France is limited, including also the yellow vests protest of 

December 2018.  Second, the composite PMI survey for December shows that no slowdown 

was felt at all in economic activity in France (Chart 2). 

 

 

 

 

 

 

 

 

 

 

 

 

 

Inflation and monetary policy:  surprisingly, core inflation remained unchanged, 

supporting stable monetary policy in the coming months.  The new ECB president is 

optimistic with respect to risks and the economic horizon.  Concerns regarding stability of 

the coalition in Italy led to a rise in the yield spread vis-à-vis Germany. 

 The annual rate of inflation in the euro bloc increased 0.3 percentage points in December, 

according to the initial estimates, equaling 1.3% (Chart 3).  This comes mainly against the 

backdrop of a rise in energy prices.  Core inflation, which excludes food, alcohol, tobacco, 

and energy prices remained, somewhat surprisingly, unchanged at a rate of 1.3%.  This 

follows November's figure, which increased primarily against the backdrop of a rise in 

package holiday prices in Germany, a component that tends to be volatile; therefore, it was 
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expected there would be a correction in December.  This may ease the pressure to expand 

monetary policy in the coming months. 

 In December, in the first interest rate decision of the new central bank president, Christine 

Lagarde, no changes were made to monetary policy, as expected.  Lagarde repeated and 

emphasized the need for expansionary monetary policy given the weakness in economic 

activity in the euro bloc, and noted the central bank's commitment to use all the tools at its 

disposal in order to achieve the inflation target.  She was optimistic in her statement when she 

expressed that indeed the economic data and the surveys are still weak, yet they are indicating 

some stabilization in the slowdown in growth.  She also made it clear that the risks to the 

forecast are tending downwards, but they are less pronounced. 

In parallel, the updated macro-economic forecast was published, according to which the 

growth rate in 2020 will be below that registered in 2019 (1.1% versus 1.2%), this instead of 

the previous forecast that determined that in 2020 there will be a moderate acceleration in the 

growth rate (to 1.2% compared to 1.1% in 2019).  The reduction in the 2020 forecast is based 

on the estimate that investments will grow by a more moderate rate than what was previously 

forecast.  In addition, for the first time 2022 was added to the forecast range and currently the 

ECB forecasts a growth rate of 1.4% in that year, similar to the forecast for 2021.  Overall, 

no substantial changes were made to the forecasts, and the ECB estimates that across the 

entire forecast range growth will rely on local demand whereas net exports will continue to 

weigh on economic activity.  Regarding inflation, there were also slight changes to the 

forecast regarding the rise in prices, but according to the forecast inflation will remain far 

from the target – in 2021 the inflation rate will reach only 1.4% and in 2022 it will reach 

1.6%.  When the president of the ECB was asked if a 1.6% inflation rate would be considered 

as achieving the target, she answered that this is in a positive direction but this is not the target 

the bank is aiming for.  Thus, in actuality, according to the forecast of the central bank itself, 

the inflation target is not expected to be reached across the entire forecast range.  This is likely 

to support further expansionary measures in the future. 

The ECB president referred to the strategic review process the central bank is expected to 

adopt, and noted that the process will continue for a year and will also include participants 

from institutions external to the central bank such as the European parliament, academia, and 

more.  Within the framework of this process, the central bank is likely to change the definition 

of price stability, refresh the set of tools at its disposal, and consider how to take into account 

the many technological changes that have occurred recently. 

 The next elections in Italy are scheduled to take place only in 2023; but holding a round of 

elections ahead of the scheduled date will not come as a complete surprise since governments 

in Italy do not tend to last their full duration.  We recall that the collaboration between current 

coalition members began in September 2019 after the departure of the hawkish Lega party.  

Recently, controversies have begun to emerge between the current coalition members with 

respect to the government reforms proposed to European Commission institutions.  It appears 

that these disputes have led to an increase in the yield spread between Italy and Germany 

(Chart 4), which do not appear in the yield spread between Spain and Germany.  This is 

because the polls predict that if elections took place today, the Lega party would strengthen 
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substantially and would be able to form a government in cooperation with another right-wing 

party.  Thus, it appears the current coalition members will do all within their powers to 

overcome the disputes.  In any case, also in the scenario in which new elections will take 

place and Lega will succeed to form a government, it is not at all certain that Italy's yield 

spread will rise at the same magnitude as occurred in 2018.  This is for a number of reasons, 

including:  recent statements by Lega officials do not undermine Italy's membership in the 

euro bloc, a possibility that worries investors greatly; and the relaunch of quantitative easing 

by the ECB, which supports a decline in yields. 
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Disclaimer Notice 

 The Global Macroeconomic Monthly Review has been produced by Bank Leumi le-

Israel.   

 Any statements, data, and information in the Economic Outlook which appears to be 

factual in nature are based on sources, including published sources, which Bank 

Leumi UK believes to be reliable but has not independently verified. Bank Leumi 

(UK) plc does not make any guarantee, representation, or warranty as to the accuracy 

or completeness of such statements.  This material is based on public information as 

of the specified date, and may be stale thereafter.  We have no obligation to tell you 

when information herein may change.  Consequently, Bank Leumi (UK) plc is not 

responsible for its contents nor any losses, expenditure or damages which may be 

incurred as a result of relying on such contents.  We reiterate that no representation, 

warranty or undertaking, express or implied is given to the accuracy or completeness 

of the information contained in this presentation, and Bank Leumi (UK) plc does not 

accept any liability for losses which might arise from an attendee making use of the 

information. 

 Bank Leumi (UK) plc is authorised by the Prudential Regulation Authority and 

regulated by the Financial Conduct Authority and the Prudential Regulation 

Authority. 
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