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Key Issues and Table of Contents 
 

 

Bank Leumi Economic Forecasts (p. 3) 

The Global Economy – Overview (p. 4) 

 The indicators on activity in the third quarter of the year until now (July-August) 

show weak activity, with an emphasis on the industrial sectors and international 

trade. 

 Risks to the growth forecasts remain high.  Realization of one or more of the risks 

may lead to an increase in volatility in the financial markets. 

 Inflation increased slightly in July, yet is likely to slightly moderate later. 

 The trend of interest rate cuts by the main central banks around the world is 

continuing; however, it is doubtful if these measures will help, since currently active 

fiscal intervention is required on the part of governments around the world, a step 

that has not yet been taken. 

 Expectations for a continued expansion in monetary policy, alongside moderation 

in growth and inflation rates, represent factors supporting a continuation in the 

moderate yield environment in the coming months. 

United States (p. 9) 

 The apparent economic growth in the third quarter is relatively similar in its level 

and composition to that in the second quarter. 

 In the coming quarters, growth is expected slow, given growing weakness in the 

manufacturing sector.  However, the economy is not expected to slide into recession 

due to the continuing positive performance of the services sector. 

 The Fed lowered the interest rate by 25bp, as expected, but it appears that the 

"door" has been left open for no more than one additional rate cut. 

 The recent acceleration in core inflation, against the backdrop of strengthening 

wage pressures in the American economy, may restrain the pace of interest rate cuts 

by the Fed over the coming year.  

 Bond yields increased over recent week and are expected to continue to climb if the 

Fed will indeed lower the interest rate by a more measured pace than that projected 

by the markets. 

Euro Bloc (p. 12) 

 Private consumption was weak and net exports had a negative contribution to 

growth in the second quarter. 

 The data on activity and business surveys indicate a moderate growth rate also in 

the third quarter.  The weakness in Germany is continuing. 

 Inflation remained unchanged in August. 

 The ECB presented a package of expansionary measures, including an interest rate 

cut and the renewal of quantitative expansion.  The growth and inflation forecasts 

were revised downward. 

 The establishment of a new government coalition in Italy contributed to a sharp 

decline in bond yields and in the spread vis-à-vis Germany. 
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Leumi Global Economic Forecast, As of September 2019 
 

  

 2016 2017 2018 2019E 2020F 

GDP – Real Growth Rate      

World 3.3% 3.7% 3.5% 2.9% 3.2% 

USA  1.6% 2.4% 2.9% 2.2% 1.6% 

UK 1.8% 1.6% 1.3% 1.3% 1.3% 

Japan 0.6% 1.9% 0.8% 1.0% 0.4% 

Eurozone 1.9% 2.6% 1.9% 1.2% 1.3% 

South East Asia (ex. Japan) 4.7% 5.2% 5.0% 4.5% 4.3% 

China 6.7% 6.8% 6.6% 6.1% 6.0% 

India 8.1% 7.1% 6.8% 5.2% 6.7% 

Latin America -0.3% 1.8% 1.6% 0.9% 1.3% 

Israel 4.0% 3.6% 3.4% 3.0% 3.3% 

Trade Volume, Growth (%)      

Global  2.1% 5.6% 3.9% 2.2% 2.8% 

CPI, Annual Average (%)      

USA 1.3% 2.1% 2.4% 2.0% 1.6% 

UK 0.7% 2.7% 2.5% 2.0% 2.1% 

Japan -0.1% 0.5% 1.0% 1.0% 1.3% 

Eurozone 0.2% 1.5% 1.7% 1.3% 1.4% 

Israel -0.5% 0.2% 0.8% 0.8% 0.8% 

Interest rates, Year End      

US Fed 0.50-0.75% 1.25-1.50% 2.25-2.50% 1.50-2.00% 1.50-2.25% 

Bank of England 0.25% 0.50% 0.75% %1.25-0.50  0.50-1.50% 

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

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

Israel 0.10% 0.10% 0.25% 0.25-0.50% 0.25-0.50% 
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The Global Economy – The Big Picture 

Economic activity and global forecasts (1): the indicators on activity in the third quarter 

of the year until now (July-August) show weakness in activity, with an emphasis on the 

industrial sectors and international trade.  The risks to the growth forecasts remain high. 

 The economic indicators point to a continuation in the weakening of global economic activity 

also during the third quarter of 2019, which is notable mainly in goods exports and industrial 

production. On this regard, we note that in June this year global industrial production and 

world trade volume declined (Figure 1). On the other hand, household demand remained 

strong, given the resilience of labor markets around the world, rising wages, and low interest 

rates. 

 Developed economies - US and euro bloc economic developments are presented in detail in 

the following sections. As for Britain, the high degree of uncertainty surrounding Brexit 

continues to negatively affect economic activity in the UK, with industrial and construction 

activity declining and, at the same time, the rate of expansion in activity in the services sectors 

has lessened.  Activity is expected to remain moderate until the fog dissipates with respect to 

Britain's exit from the EU.  In Japan, growth figures for the second quarter of the year were 

revised downward from 1.8% (quarterly annualized change) to 1.3%, reflecting a more 

substantial moderation in the growth rate compared to the first quarter (2.2%).  Domestic 

demand continues to be the main growth engine of the economy, while exports continue to 

demonstrate weakness, against the backdrop of trade wars around the world (mainly US-

China, and the crisis with South Korea). Looking ahead, we forecast a moderation in the 

growth of developed countries during 2019 and a slow recovery in 2020-2021. 

 Emerging markets - China's growth rate is expected to continue to moderate in the remainder 

of the year (details under next headline), a development that is expected to weigh on global 

economic activity, with an emphasis on EM countries. In addition, this is a substantial slowing 

factor, which may act to reduce global demand for commodities, including oil, and 

consequently this may moderate price rises.  In India, After the RBI reduced the interest rate 

by 35bps to 5.40%, we expect two additional rate cuts to 4.90%. This is with the goal of 

encouraging economic activity and achieving the country’s 4% inflation target. At the same 

time, economic data in most Asian countries continue to support the expansion of monetary 

policy in the near term.  In Latin America, political risks across the continent remain high.  

Furthermore, most governments in the region have published their budget proposals for 2020, 

and from these proposals it can be seen that there are not enough resources to support 

economic activity.  Looking forward, the growth rate is expected to be slightly higher in 2019-

2022 than in recent years.  This is due to, among other things, shifting Chinese demand in 

some of the trade categories – mainly agriculture – from the US to Latin American countries, 

such as Brazil and Argentina.  Looking ahead, growth in EM countries is expected to slow 

slightly this year, with some variation between the various regions (Figure 2). 
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Economic activity and global forecasts (2):  the indicators on activity in the third quarter 

of the year until now (July-August) show weakness in activity, with an emphasis on the 

industrial sectors and international trade.  The risks to the growth forecasts remain high. 

 According to most indicators, China's economic activity continued to weaken also in August. 

The annual growth rate of industrial manufacturing fell to a 17-year low (4.4%), monthly 

exports decreased alongside a decline in the annual growth rate (in dollar terms) into negative 

territory (minus 1% versus 3.3% in July), the producer price index fell into negative territory, 

and investments in fixed assets increased by a more moderate than expected rate (5.5%) and 

lower than in July.  Furthermore, investments in the industrial sectors declined, and retail 

sales growth slowed compared to July. At the same time, the PMI of China's industrial sectors 

continues to show moderate activity, despite the increase in August (Figure 3). Looking 

ahead, China's economic activity appears to be slowing, with an emphasis on non-

infrastructure construction sectors, which is expected to continue in the remainder of the year. 

This is despite the many steps being taken to expand fiscal and monetary policy and the 

depreciation in the currency, as a combination of factors involving a slowdown in growth, as 

well as an unresolved trade war, and a reduction in global demand, is expected to weigh on 

activity. 

 The downward trend in the global purchasing managers index (PMI) of the industrial sectors 

somewhat halted in August.  However, the index has remained below 50 points for four 

consecutive months (Figure 4), thus continuing to indicate a contraction in global industrial 

production. This development, which is a negative indicator of industrial activity in the third 

quarter of the year, characterizes more than half of the economies that compose the index.  

Countries that stand out negatively in the index include Germany, the Czech Republic, the 

euro bloc, and Japan.  In parallel, in August the global PMI for the services sectors fell to 51.8 

points, which indeed indicates an expansion in activity, but at a more moderate pace compared 

to previous months.  This comes against the backdrop of, among other things, a decline in 

business confidence worldwide.  The economies that stood out negatively on this front include 

Australia, the US, Brazil, and India; while the euro bloc, China, and Japan stood out 
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positively.  In our estimation, the global growth rate is expected to moderate to 3.2% (average) 

in 2019-2020 compared to 3.5% in 2018. 

 Risks to global economic activity remain high, and this appears to be the main factor affecting 

financial markets today. The trade war between the US and China continues to pose a major 

risk to global growth forecasts, despite some calm in recent days, with the president of the 

US, Donald Trump, announcing that the new tariffs on US$250bn worth of Chinese goods 

will be postponed by two weeks. At the same time, an additional round of talks is scheduled 

for the representatives of the two countries in the coming weeks, at which time attempts will 

be made to formulate an agreement.  We estimate that the high tensions between the US and 

China are expected to continue in the coming months, and therefore the level of volatility in 

the financial markets is expected to remain high. In addition, the uncertainty surrounding 

Brexit remains intact, with a high probability for exit without an agreement (the scenario that 

has the most negative effects on the economy). At the same time, the UK prime minister, 

Boris Johnson, continues to declare he is pursuing an orderly exit on October 31 as scheduled. 

There are other political and geo-political risks, most notably: the acute political crisis in 

Hong Kong that has already begun to take a toll on the local economy, tensions in Japan-

South Korea relations, tensions in India-Pakistan relations, tensions between the US and Iran, 

political risks in Latin America, tensions on the Korean Peninsula, tensions in the Middle 

East, and more. 
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Inflation and monetary policy:  inflation increased slightly in July, yet is likely to slightly 

moderate later.  Expectations for a continued expansion in monetary policy, alongside 

moderation in growth and inflation rates, represent factors that support a continuation in 

the moderate yield environment in the coming months. 

 

 In July, average inflation in OECD countries rose slightly to 2.1% from 2.0% in June (Figure 

5). Among the large economies of the world, inflation increased in the US, Germany, and 

Britain.  Meanwhile, inflation remained stable in Canada, and fell slightly in Italy, Japan, and 

France. The increase in inflation occurred despite a standstill in energy prices and a slowdown 

in the rate of increase in food prices.  On this regard, we emphasize that oil prices have risen 

in recent days following the attack by armed unmanned aerial vehicles on Aramco's most 

important oil production facility in Saudi Arabia.  This was the second attack within a number 

of months, highlighting the vulnerability of Saudi Arabia's oil infrastructure, and it lead to a 

reaction from financial markets.  Looking ahead, we estimate oil prices are not expected to 

continue to climb in the short to immediate term, on the assumption that security incidents 

such as this will not change.  Afterwards, in our estimation, a moderate and gradual decline 

in oil prices is expected due to relatively weak global demand, given the slowdown in global 

economic growth, also against the backdrop of a broad global supply of oil.  Core inflation, 

which is inflation excluding food and energy prices, rose slightly to 2.3% in July, after it had 

stood at 2.2% in June.  Looking ahead, weakening in the global growth environment, along 

with the decline in business sentiment, may have an impact involving moderation in core 

inflation.  On the other hand, rising tariffs on global trade activity, alongside a tight labor 

market in most developed countries, are expected to limit the potential for moderation. 

 Over the past month, further steps have been taken to expand monetary policy around the 

world, including an another interest rate cut by the FED and interest rate cut to a negative 

level by the ECB alongside a quantitative expansion program (see details in the euro bloc 

chapter), this in continuation of the trend that has occurred over recent years.  This trend 

occurred against the backdrop of the difficulty in achieving price stability goals alongside 

weakness in real economic activity.  However, it is doubtful whether these moves will help, 

as what is needed now is active budgetary intervention by governments around the world, and 

this is not yet being seen.  Recently, the central bank of Indonesia reduced its interest rate 

25bps, in line with expectations.  A further 25bps reduction is expected in the fourth quarter 

of 2019 and during 2020, in order to bring the interest rate to 5.00%.  Thailand's central bank 

lowered its interest rate by 25bps to 1.50% at its last meeting, sooner than expected.  Trade 

wars and the global slowdown, along with the strength of the THB, are expected to bring 

another 25bps rate cut in the fourth quarter of 2019.  In addition, following the recent interest 

rate cuts, further interest rate reductions are expected in Australia and New Zealand in the 

coming months, against the backdrop of slow growth due to trade wars and a downward 

revision in growth and inflation forecasts, as well as in Mexico.  Furthermore, additional 

interest rate cuts were recorded in Chile (50bps to 2.00%), Iceland (25bps to 3.50%), Russia 

(25bps to 7.00%), and Turkey (325bps to a level of 16.50%).  Monetary policy is expected to 

continue to be expansionary in Britain (0.75%), Japan (minus 0.10%), and China (4.35%), 

but no interest rate changes are expected in the near future. 
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 Government bond yields in most of the large developed economies have risen slightly 

recently, presumably due to expectations for a more expansionary move by the ECB, and thus 

there was a slight "correction" to the sharp decline from August.  Yet, yields remain in a 

slump (Figure 6).  Looking ahead, we estimate that the global macro environment continues 

to support low yields also in the coming months.  This is mainly due to the slowdown in the 

global economy, with an emphasis on industrial activity; the trade war between the US and 

China, which is hurting economic sentiment; and in light of the expected continuation in the 

expansion in monetary policy. 
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United States 

Economic activity:  the apparent economic growth in the third quarter is relatively similar 

in its level and composition to that in the second quarter.  In the coming quarters, growth 

is expected to slow, given growing weakness in the manufacturing sector.  However, the 

economy is not expected to slide into recession due to the better performance of the services 

sector. 

 Current indicators of US economic activity in the third quarter show growth at a rate similar 

to that recorded in the second quarter (approximately 2% annualized) and with a similar 

composition of activity.  Private consumption continues to expand at a healthy pace (over 3% 

on an annualized basis) and remains the main contributor to growth, as reflected in private 

spending and retail sales data.  This development gives an indication of the strength of 

households and reflects the positive impact the low unemployment rate (3.7%) in the 

economy, as well as of the continued rise in the US stock market, have on household spending.  

Foreign trade, on the other hand, continues to weigh on growth, in light of a continuing 

substantial deficit in the trade balance (despite a slight improvement, apparently temporary, 

in July) and a reduction in the surplus in America’s services balance. 

 Third quarter investment data present a mixed picture so far. On one hand, investments in 

machinery and equipment continue to weaken (especially when neutralizing the recovery that 

occurred with orders from Boeing). This is in light of companies’ concerns, particularly in 

the manufacturing sector, over whether or not to expand current activity, given the weakness 

in external demand and growing uncertainty resulting from the escalation in the trade war. 

On the other hand, in the residential construction sector, the latest data (investments, 

construction starts) indicate stabilization and possibly even a budding recovery.  This may 

also be due to the recent decline in the US interest rate environment. 

 Looking to the remainder of 2019 and into 2020, US economic activity is expected to continue 

to slow.  This comes against the backdrop of, among other things, further moderation in 

external demand, as well as in light of the growing negative impact of the escalation in the 

trade war with China on the economy (particularly after the new wave of tariffs come into 

effect in September and December).  However, at this time our expectation is for a slowdown 

and not a recession.  Indeed, according to industry surveys, manufacturing sector activity may 

stop expanding in the next few quarters, and may even contract.  However, the services sector, 

which is much larger in scope, appears to be in much better shape and is expected to continue 

to grow, albeit at a slower pace than in recent years (see Chart 2). 

 A more substantial slowdown in the overall growth rate, to the point of recession, may occur 

if the weakness in the manufacturing sector begins to penetrate more significantly into the 

services sector, and to households as well. At the moment, there are only partial signs of this.  

For example, there has recently been some decline in the consumer sentiment indices 

(especially with regard to forward expectations), although these are still high.  In addition, 

there has been a slowdown in job growth, including in the services sector, although the rate 
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remains reasonable (an average monthly increase of close to 150,000 jobs in the economy 

over the past six months). 

 

 

Inflation and monetary policy: the recent acceleration in core inflation, against the 

backdrop of strengthening wage pressures in the American economy, may restrain the pace 

of interest rate cuts by the Fed over the coming year.  US treasury yields increased over 

recent weeks and are expected to continue to climb if the Fed indeed lowers the interest rate 

by a more measured pace than that projected by the markets. 

 The acceleration in core inflation in the US continues, following the trend in recent months 

(see Chart 3). Core prices according to the Consumer Price Index (Core CPI) increased in 

August for the third consecutive month by a monthly rate of 0.3%. As a result, 3-month core 

inflation rose by 3.4% in annualized terms, the highest rate in 13 years, and during last 12 

months, core inflation increased by 2.4%, an 11-year high. Core inflation according to private 

consumption prices (core PCE) remains relatively stable, but is expected to increase soon, 

mainly against the backdrop of increases in the services components within the index, as a 

result of rising wage costs in the US. 

 Continuing from the above, analysis of the factors behind core inflation show that the main 

cause of the recent acceleration in prices is an increase in labor costs in the economy.  This 

comes against the backdrop of the US labor market being at full employment.  In contrast, 

the rise in tariffs on imports from China is currently having little effect on inflation.  In the 

coming months core inflation may continue to increase, as the next round of tariffs on imports 

from China (implemented partly in September and partly in December) involves a much 

greater potential to impact inflation than the tariff hikes that have been implemented until 

now. In any case, the acceleration in core inflation could curb the pace of the Fed's interest 

rate cuts in the coming year, to a slower, more measured pace than market forecasts. 

 At its meeting on September 17-18, the Fed, as expected, lowered the interest rate by 25bp to 

1.75%-2.00%, in order to provide the economy with a "safety net", against the growing risks 
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to the economic outlook; and based on the Fed analysis, according to which the current 

inflation environment is still slightly lower than the price stability target (2.0%). Nevertheless, 

the decision wasn't unanimous, as two FOMC members voted for no rate change and one 

FOMC member voted for a 50bp cut. The FOMC members project stable economic growth 

in 2019-2021, at a pace of around 2% annually, and their median GDP growth projection for 

2019 and 2021 is now even slightly higher than the June projection. The current FOMC 

interest rate projections cover a wide range, as seven FOMC members expect another 25bp 

cut by the end of 2019, with no additional cuts in 2020-2022, while five FOMC members 

expect one rate hike until year-end 2019. In our view, the "door" has been left open to just 

one additional rate cut, depending on the incoming data.   

 US treasury yields have fallen sharply in recent months ("overreaction"), but since the 

publication of our last survey, yields have started to climb again (see Chart 4) and the yield 

differential between 10-year to maturity treasury and 2-year to maturity treasury has returned 

to being positive, after inverting slightly and temporarily during August.  It appears the market 

has partially retreated from its “overreaction”, in light of the fact that the macro data do not 

signal a recession soon in the American economy, but rather an expected slowdown in growth.  

In light of our expectation that the Fed will not lower interest rates at the pace projected 

currently by the markets (expectations for two and half rate cuts until the end of 2020), it 

appears an additional increase is expected in long-term yields in the coming months, to 2% 

on 10-year to maturity treasury.   
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The Euro zone  

Economic activity and forecasts: private consumption was weak and net exports had a 

negative contribution to growth in the second quarter.  The data on activity and business 

surveys indicate a moderate growth rate also in the third quarter.  The weakness in 

Germany is continuing. 

 The third and final estimate for the euro bloc GDP growth rate in the second quarter of 2019 

remained at 0.2% (q/q), compared to 0.4% in the first quarter. The breakdown of contributions 

to growth by expenditure shows that unlike in the two preceding quarters, net exports 

contributed negatively to growth, and the growth rate of private consumption weakened 

(Figure 1).  It is likely the weakening in private consumption stems from the slowdown in the 

rate of wage increases that have occurred in some of the major economies in the bloc, such 

as Italy and Germany. On the other hand, the contribution of investments to economic growth 

increased relative to the preceding quarter. 

 The accumulation of data collected so far in the third quarter of 2019 indicates a moderate 

growth rate, similar to the preceding quarter. The data on July activity were weak, and various 

business surveys indicate continued weakness also in August: 

 Retail sales (accounting for approximately half of private consumption) in the euro bloc 

weakened in July, with an emphasis on Germany.  This suggests a weak opening to 

private consumption in the third quarter.  Also industrial production weakened in July 

compared to the previous month, highlighting the plight of industry in light of global 

weakness in the industrial sector, slowdowns in major economies, and growing 

uncertainty over global trade. 

 The European Council's ESI business survey for August rose moderately compared to 

July, but reflects only moderate growth, similar to the growth rate recorded in the 

second quarter of this year. 

Also the August PMI survey of the euro bloc increased compared to July, but so far, 

like the ESI survey, the average level of this survey in the third quarter correlates to a 

growth rate of 0.2% (q/q).  At the national level, the PMI survey signals, at this stage, 

that growth in Italy and Germany will be the same as the preceding quarter, implying 

stagnation in Italy, and Germany’s slide into recession with negative growth also in the 

third quarter of 2019. 

The two surveys mentioned above indicate expansion of activity in the services sectors, 

which compensates for the weakness in the industrial sectors and holds growth in the 

euro bloc in positive territory, thanks to the fact that these sectors are generally based 

on local demand.  However, looking ahead, the signs of a change in the trend in the 

labor market of major euro bloc economies, as reflected in the decline in firms hiring 

intentions, and a reduction in the impact of the shortage of workers on the activity of 

companies, suggest that employment growth will slow later this year.  This 

development may also affect the services sectors. 
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 In Germany, signs of another weak quarter are growing. Industrial production fell in July, 

mainly due to a decline in vehicle production, a sector of significant weight in German 

industry.  Moreover, industrial orders fell in July to the lowest level since September 2016, 

due to a sharp decline in export orders, and reflect a sharp decline compared to the second 

quarter average of this year.  In the same manner, the IFO survey declined also in August, 

following the sharp fall in July (Figure 2). In addition to industry’s signs of weakness, which 

are not new, German retail sales dropped sharply in July.  Recall that growth in private 

consumption in Germany in the second quarter was very low (0.1% q/q), which casts doubt 

on the ability of domestic demand to compensate for the weakness in industry and in export 

orders.  However, it should be noted that ahead of the new date of Brexit (October 19), exports 

to Britain will rise as a one-off as British companies accumulate inventories, as occurred in 

the first quarter of the year, and will support exports to some extent.  However, even if such 

an increase occurs, it is reasonable to assume it will be offset almost completely in the fourth 

quarter of the year with a sharp decline in exports to Britain.  

It is important to mention that the German economy is the most exposed in the euro zone to 

the realization of the main risks facing euro bloc activity, such as Brexit without a deal and 

the imposition of US tariffs on European vehicle imports. This is due to the portion of German 

exports to Britain (2.5% of GDP in 2018) and the portion of car exports to the US out of 

Germany’s total car exports, which is the highest compared to all the other economies in 

Europe. 
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Inflation and monetary policy:  inflation remained unchanged in August.  The ECB 

presented a package of expansionary measures, including an interest rate cut and the 

renewal of quantitative easing.  The growth and inflation forecasts were revised downward.  

The establishment of a new government coalition in Italy contributed to a sharp decline in 

bond yields and in the spread vis-à-vis Germany. 

 

 The annual rates of inflation and core inflation remained unchanged in August, at 1.0% and 

0.9% (Figure 3), respectively, according to the flash estimate.  The rate of increase in energy 

prices has fallen sharply recently, but rising food prices have offset this, thus leaving inflation 

in place.  Looking ahead, except for a temporary increase in inflation at the end of the year, 

based on a base effect in energy prices, inflation is expected to remain at around 1% over the 

next year. 

 Given the marked disparity in inflation from the target and, thanks to weak data on euro bloc 

activity, as expected, the September interest rate decision presented a comprehensive package 

of expansionary measures.  This package included, among other things, a 0.1 percentage point 

cut in the interest rate on the deposit facility to -0.5% and renewal of the quantitative easing 

(QE) program starting from November, when the monthly asset acquisition rate will equal 

20bn euro.  It should be noted that the rate of interest reduction and the value of asset 

purchases were somewhat below expectations.  In addition, surprisingly, the ECB did not 

restrict asset purchases to a defined period, stating these would continue as long as needed, 

and would cease only near the same time as an interest rate hike by the bank.  The wording 

of the forward guidance within the decision was changed and is not currently defined by time 

- "The key ECB interest rates will remain at their present or lower levels until it has seen the 

inflation outlook robustly converge to a level sufficiently close to but below 2%” (the phrase 

"at least through the first half of 2020" in the previous interest rate decision was exchanged).  

Furthermore, lenient measures have been issued to the banks that have somewhat reduced the 

costs arising from the negative interest rate on deposits, and the TLTRO terms have been 

eased while extending the program period. 

 In the economic forecasts published jointly with the interest rate decision, both the growth 

forecast for 2019-2020 and the inflation forecast (against the backdrop of the downward 

revision in the growth forecast and also in energy prices) for the entire forecast period were 

lowered, with the forecast inflation rate, which reaches a maximum by 2021 (1.5%), still 

below the target.  As part of the 2019 forecast update, the forecast for the second half of the 

year was revised downward (an average of 0.15%, instead of 0.35%), in line with the picture 

arising from business surveys and data on activity in the economy, and also against the 

backdrop of a substantial downward revision in the forecast on external demand.  Looking 

ahead, in light of the structural issues weighing on growth in the euro bloc (the euro bloc’s 

exposure to weakness in the global industrial sector, particularly German industry’s exposure 

to external demand; the political situation and the rigid labor market in Italy; and more), it is 

doubtful whether the package described above will be sufficient to support the return of 

inflation to the target level. 
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 The establishment of the new government coalition in Italy, which includes the former 

coalition partner Five Star Movement (M5S) and until recently an opposition member the 

center-left Democratic Party (PD), has prevented early elections, at least for now.  This move 

has been favorably received in the markets.  The yield on Italian bonds has fallen to a multi-

year low and the yield differential vis-à-vis Germany has fallen by almost 1% since the peak 

in early August (Figure 4). This apparently comes against the backdrop of the assumption that 

the new coalition will be able to pass the 2020 budget without any conflicts with the European 

Commission, and perhaps also in light of market assessments that the ECB will cut interest 

rates in September.  This assumption seems highly likely, because the euro skeptic League 

party is currently not a coalition member, and because the European Commission also seems 

to have an incentive to facilitate the new coalition (sending a message that cooperation with 

the Commission is paying off; avoiding early elections does not benefit the League party, 

which is hostile to the Commission).  It is important to emphasize, the two new coalition 

parties are actually historical political rivals, which may raise difficulties in their efforts 

toward cooperation over the long-term and also with respect to agreement on the 

government’s political agenda, while it is also the case that Italian governments have a history 

of not reaching their full duration.  In the meantime, the new coalition released a document 

of its intentions with dozens of points, among them the cancellation of the VAT rate hike that 

was planned for January 2020 and a tax cut for employers.  The document does not address 

important structural reforms that would support the Italian economy.  Thus, the bottom line 

is that the risk of confrontation with the European Commission has diminished, and especially 

in October, when the 2020 budget is transferred to the European Commission.  However, a 

change in the country’s weak economic activity is not expected. 
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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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