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Key Issues and Table of Contents 
 

 

Bank Leumi Economic Forecasts (p. 3) 

The Global Economy – Overview (p. 4) 

 Economic growth continued to moderate in most of the large economies during 

the third quarter of the year, with an emphasis on export related activity and the 

industrial sectors.  The risks to the growth forecasts remain high.  The realization 

of one or more of the risks may lead to an increase in volatility in the financial 

markets. 

 Moderation in the rates of inflation and growth support a continuation of 

expansionary monetary policy by many central banks around the world. 

 These factors support the continuation of a moderate bond yield environment also 

in the coming months. 

 

United States (p. 8) 

 Following growth near the economy's potential in the third quarter, the growth 

rate is likely to slow over the next two quarters, but the risk of recession appears 

low, particularly in light of the resilience of private consumption. 

 Furthermore, starting from the second half of 2020 there is likely to be a slow 

recovery in activity. 

 The recent acceleration in core inflation has halted and currently there is no 

substantial impact on prices resulting from the rise in tariffs on imports from 

China. 

 The yield-to-maturity on 10-year bonds increased in recent weeks, in a manner 

that matches the real conditions in the US.  This yield is expected to remain around 

1.9% during the coming year. 

 

Euro Bloc (p. 11) 

 The euro bloc growth rate in the third quarter was slightly better than expected 

and Germany did not slide into recession. 

 Leading indicators point to moderation in activity in the opening of the fourth 

quarter.  The European Commission revised its growth forecast downward. 

 Inflation weakened temporarily against the backdrop of a decline in energy prices. 

 The October interest rate decision did not include any policy changes, and the 

same is expected in the upcoming decision. 

 Madam Christine Lagarde started her term as president of the European Central 

Bank (ECB). 

 Political uncertainty in Spain is expected to continue, and this is apparently 

affecting government bond yields. 
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Leumi Global Economic Forecast, As of November 2019 
 

  

 2016 2017 2018 2019E 2020F 

GDP – Real Growth Rate      

World 3.3% 3.8% 3.5% 2.9% 3.2% 

USA  1.6% 2.4% 2.9% 2.3% 1.7% 

UK 1.9% 1.9% 1.4% 1.2% 1.1% 

Japan 0.6% 1.9% 0.8% 1.0% 0.4% 

Eurozone 1.9% 2.7% 1.9% 1.2% 1.2% 

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

China 6.7% 6.8% 6.6% 6.2% 6.1% 

India 8.1% 7.1% 6.8% 5.2% 6.7% 

Latin America -0.3% 1.8% 1.6% 0.8% 1.0% 

Israel 4.0% 3.6% 3.4% 3.0% 3.3% 

Trade Volume, Growth (%)      

Global  2.1% 5.6% 3.9% 1.5% 2.4% 

CPI, Annual Average (%)      

USA 1.3% 2.1% 2.4% 1.8% 1.6% 

UK 0.7% 2.7% 2.5% 2.0% 2.1% 

Japan -0.1% 0.5% 1.0% 0.9% 1.4% 

Eurozone 0.2% 1.5% 1.7% 1.2% 1.3% 

Israel -0.5% 0.4% 0.8% 0.9% 0.7% 

Interest rates, Year End      

US Fed 0.50-0.75% 1.25-1.50% 2.25-2.50% 1.50-1.75% 1.25-2.25% 

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% 0.1-0.5% 



 
 

4 
 

 

The Global Economy – The Big Picture 

Economic activity and global forecasts (1): economic growth continued to moderate in 

most of the large economies also in the third quarter of the year, with an emphasis on trade 

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

 The trend of moderation in the growth rates of most of the large economies, except Japan, 

continued also in the third quarter of 2019 (Diagram 2).  Part of the slowdown in global 

activity stems from low growth, and occasionally negative, in exports and industrial 

production.  On this regard, we note the downtrend in the annual growth rate of global 

industrial production continued also in August this year, while among the developed countries 

industrial production is in decline.  At the same time, the annual growth rate of global trade 

volumes remains in negative territory, this led by the emerging economies (Diagram 1).  On 

the other hand, the labor markets, the continuing increase in wages, and the low interest rate 

environment continue to support demand for household consumption. 

 Developed economies – economic developments in the US and the euro bloc are presented in 

detail in the following chapters.  Regarding Britain, the negative effects of the high degree of 

uncertainty surrounding Brexit, which include the advance of elections to December and the 

postponement of Britain's exit date from the EU, continue to weigh on economic activity.  

Initial estimates indicate weaker growth compared to the initial estimates in the third quarter 

of the year, as the recent data regarding employment, inflation, and retail sales are relatively 

weak.  Consequently, some financial institutions revised their inflation and growth forecasts 

on Britain downwards.  In Japan, the third quarter growth data were relatively positive, as a 

result of, among other things, an upward correction to the weak growth in the second quarter 

against the backdrop of the hike in the VAT rate.  Economic activity continues to be 

dependent on expansionary, pro-growth economic policies, while domestic demand is leading 

the growth, whereas exports continue to indicate weakness, due to, among other things, trade 

wars around the world (primarily US/China and the conflict with South Korea).  Looking 

ahead, we expect growth to moderate in the developed countries in 2019-2020, with a slow 

recovery starting from 2021. 

 Emerging markets – in China and India inflation is rising, growth is declining, and the central 

banks are lowering their interest rates.  The rise in inflation in these countries is occurring as 

a result of a rise in food prices.  Growth is expected to slow relatively substantially (as can be 

seen in the table on the preceding page), in China against the backdrop of the global slowdown 

and the trade war, and in India against the backdrop of global conditions and problems within 

the domestic financial system. The monetary policies in these economies continue to support 

activity.  Local factors and the effects of global uncertainty are weighing on the activity of 

most of the Asian countries, and these developments continue to support expansionary 

monetary policy in the near term. 

In Latin America the political risks across the continent remain high (primarily in Chile and 

Bolivia), and these are expected to weigh on economic activity in this region in 2019-2020, 

when economic growth is expected to be more moderate compared to 2017-2018.  In South 

Africa, the government debt/GDP ratio is in a continuing rapid climb, with this ratio more 

than doubling itself over the last decade.  This worrying trend is likely to lead to the realization 
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of the expectation for Moody's rating company to lower its credit rating on the government 

debt of South Africa to sub-investment grade, "junk", level.  Looking ahead, growth in the 

EM countries is expected to slow this year. 

 

 

Economic activity and global forecasts (2):  economic growth continued to moderate in most 

of the large economies also in the third quarter of the year, with an emphasis on trade 

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

 Most indicators point to continued weakness in the economic activity of China also in the 

beginning of the fourth quarter of the year.  China's exports and imports continued to shrink 

also in October, albeit at a slightly more moderate pace.  Looking ahead, the weakness in 

global growth is expected to continue to weigh on China's exports in the coming months, even 

if the US will indeed implement a partial rollback of tariffs on imports from China.  In 

addition, growth in China's industrial production weakened from 5.8% per year in September 

to 4.7% in October, the growth rate in capital fixed assets moderated in October, and the 

growth of retail sales also weakened more than expected in October.  The business sentiment 

index declined in October and the PMI indices point to moderate expansion (Diagram 3).  At 

the same time, the consumer price index (CPI) in China surprised on the upside in October 

with annual inflation of 3.8%, reflecting a seven-year peak.  However, it is important to note 

that the rise in inflation comes primarily due to a severe shortage in pork due to an epidemic 

that attacked pig crops in China, and not a shock in demand; therefore, despite the rise in 

inflation, the central bank (PBOC) is expected to implement additional monetary easing in 

the near term.  Looking ahead, in 2019-2020 economic growth in China is expected to slow 

to an average rate of 6.15%, after equaling 6.60% in 2018. 

 In October, the upward trend in the global PMI of the industrial sectors, which began in 

August this year, continued.  However, this index has remained below 50 points for six 

consecutive months (Diagram 4).  That is to say, global industrial production activity remains 

relatively weak, and in July it reached a low level; however, the trend in recent months 

indicates a slight improvement.  In an analysis of the main economies that make up the index, 

in China, the US, Brazil, and France there was an expansion in activity, whereas in most of 
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the countries of Europe the activity contracted.  At the same time, the trend of weakness in 

the global activity of the services sectors continued also in October, while the PMI in these 

sectors declined to a level of 51.0 points, which still indicates an expansion in activity, 

although at a moderate pace compared to previous months.  This is to say, the current pace of 

expansion of global economic activity, both in the industrial as well as in the services sectors, 

is more moderate compared to previous years.  In light of this, we estimate the global growth 

rate is expected to moderate to 2.9% in 2019 compared to 3.5% in 2018 and in 2020 growth 

is expected to rise slightly to 3.2%. 

 The risks to global economic activity remain high, headed by the delay in achieving an interim 

agreement within the framework of the trade war between the US and China.  In light of this, 

the risks surrounding the trade war remain high:  threats to China's financial stability, with a 

consequent slowdown in economic growth within the country; a spillover of the negative 

consequences to other EM countries; and more.  The president of the US recently announced 

that the "first stage" toward a path to a trade deal with China was agreed upon; yet an 

agreement has still not materialized between the two sides.  This agreement is not expected 

to include any approvals regarding controversial structural matters, thus, it is reasonable to 

assume that trade tensions will escalate again later on.  Looking ahead, until a general 

comprehensive trade agreement will materialize between the two countries, the damage to 

economic activity is likely to continue.  The uncertainty surrounding Brexit remains high, this 

against the backdrop of the postponement of the date for Britain's exit from the EU (to January 

31, 2020) and the expectations for elections soon (December 12, 2019).  There are other 

concentrations of uncertainty around the world, including:  the risk of escalation in the 

conflict between Iran and the US, or other aggressive moves by Iran and the effects on oil 

prices; the political crisis in Hong Kong that negatively affects economic activity there; 

tensions between Japan and South Korea, as well as between India and Pakistan; political 

risks in Latin America – Argentina (which also suffers from a severe economic crisis), Brazil, 

Chile, and Bolivia; the Middle East; and more. 
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Inflation and monetary policy:  inflation declined in September and is expected to remain 

relatively moderate also in the coming months.  The moderation in the inflation and growth 

rates supports the continuation of expansionary monetary policy.  Factors that support the 

continuation of a moderate yield environment also in the coming months. 

 

 In September average inflation in the OECD countries declined to 1.6% after reaching 1.9% 

in August (Diagram 5).  In each of the large economies inflation either declined or remained 

unchanged, as in Germany, France, Italy, and Japan declines were registered, and in Canada, 

the US, and Britain inflation remained stable.  In addition, we note that the decline in inflation 

in Turkey from 15.0% in August to 9.3% in September also contributed to the moderation in 

inflation.  From an analysis of the components, we note that the rate of increase of food prices 

continued to moderate, this in parallel to a deepening of the decline in energy prices.  On this 

regard we note that since the beginning of the fourth quarter of 2019 oil prices have been 

trending moderately upwards, this against the backdrop of the calm in the tensions between 

the US and China with respect to trade issues, a development that is likely to support inflation 

in the coming months.  However, often the reports on advances toward an initial agreement 

("first stage") of a trade deal between the US and China did not lead to a substantial recovery 

in oil prices.  Looking ahead, we expect oil prices to be stable through the end of 2019.  Next 

year a gradual rise in prices is expected, against the backdrop of, among other things, a 

continued relatively broad import of oil on the part of China, and the expected recovery in 

global demand, and also in light of the expectations for relatively low output on the part of 

OPEC countries.  Inflation excluding food and energy (core inflation) also moderated in 

September, to 2.1% compared to 2.3% in August.  Looking ahead, we forecast inflation will 

remain at the current level also in the coming year within most of the developed countries. 

 The monetary policy of most of the central banks around the world continues to tend towards 

being expansionary.  This trend is led by the US Federal Reserve Bank (the Fed), which cut 

again its interest rate by 25 basis points on October 30th this year.  This comes in parallel to 

super expansionary monetary policy in the euro bloc (a negative interest rate together with a 

quantitative expansion plan), which is even likely to be more expansionary during the coming 

year (see details in the following chapters).  The main factors behind this trend include the 

difficulty in achieving price stability targets and the moderation in global economic growth.  

The central bank of Britain (BOE) is expected to keep its interest rate at 0.75% in the coming 

months; however, developments surrounding Brexit are expected to influence to a large 

degree the decision, with a no-deal exit likely to lead to an interest rate cut.  At the same time, 

we expect a substantial deterioration in the economic situation of Japan will be required in 

order for the BoJ to cut its interest rate.  However, an additional rate cut is expected both in 

Australia and in New Zealand, and it appears Australia is expected to implement its first QE 

plan. 

Regarding the emerging markets (Diagram 6), a series of rate cuts is expected in China, as a 

response to the decline in credit and economic growth.  In India, interest rate cuts amounting 

to 135 basis points this year (and an additional cut is expected in December) contributed to 

strengthening pricing pressures and thus inflation is expected to deviate from the target of the 

RBI (4%).  Consequently, next year a rate hike is expected.  In Russia and in Turkey there is 
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still room for additional interest rate cuts, against the backdrop of the fall in inflation there in 

recent months.  In addition, the low inflation in Brazil will permit an additional interest rate 

cut there already in the near term, following the 50 basis points cut on October 20th this year.  

In Mexico, the interest rate was cut 25 basis points on November 14th, against the backdrop 

of lower pricing pressures recently. 

 Recently, government bond yields in most of the large developed economies have risen 

slightly; however, the global macro environment continues to support low yields also in the 

coming months.  The global economic slowdown, with an emphasis on industrial activity, the 

trade war between the US and China, and the other risks that were mentioned, together with 

the expectation for continued monetary policy expansion support relatively low yields. 
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United States 

Economic activity:  following growth near the economy's potential in the third quarter, the 

growth rate is expected to slow in the next two quarters, yet the risk of a recession appears 

low, particularly in light of the resilience of private consumption.  Furthermore, a slow 

recovery in activity is likely to occur starting from the second half of 2020. 

 According to initial estimates from the US Department of Commerce's Bureau of Economic 

Analysis (BEA), US economic growth in the third quarter of 2019 was 1.9% in annualized 

terms, which is above the preliminary forecasts (the consensus forecast stood at 1.6%) and is 

similar to the growth rate registered in the second quarter (2.0%, see Diagram 1).  However, 

final sales to private domestic purchasers, which represent a core index of the growth 

environment of domestic activity, increased by a more moderate rate than in the second 

quarter (2.0% compared to 3.6%, respectively), thus signaling a continued slowdown in 

growth.  In any event, the growth rate registered in the third quarter is similar to the current 

potential growth rate of the US economy. 

 The composition of growth in the third quarter was similar to some degree to that in the second 

quarter.  Private consumption continued to be the main growth driver, although its growth 

rate slowed compared to the second quarter (2.9% compared to 4.6%, respectively), when the 

growth of private consumption was especially strong.  The initial data for the fourth quarter 

signal a continuing slowdown in private consumption growth.  Despite this, the pace of 

expansion of private consumption remains sturdy (2.0% - 2.5% in annualized terms) and is 

expected to remain like this also in the coming quarters.  This is in light of positive underlying 

conditions, headed by a labor market that continues to demonstrate relatively strong 

performance, alongside financial strength of households and high consumer confidence. 

 In contrast to private consumption, business investment continued to decline in the third 

quarter, even at a more rapid pace than in the second quarter (negative growth at an annualized 

rate of 3%, compared to 1% in the second quarter). This was driven by an increasing weakness 

in structures and equipment investment, in light of, among other things, the decline in 

industrial manufacturing and in the face of a reduction in mining activity, against the 

backdrop of the decline in oil prices.  Residential construction stood out positively as it 

returned to upward trend in the third quarter, following six consecutive quarters of declines, 

likely affected by the decline in the interest rate environment in the economy in recent months 

and the continuing rise in home prices.  Looking ahead, the decline in business investment is 

likely to slow and perhaps also cease in the coming quarters, in light of the recent stabilization 

in global manufacturing production, and also due to a possible calm in the trade war between 

the US and China. 

 Overall, the slowdown in the US economy is likely to continue in the coming quarters, with 

economic growth likely to decline until mid-2020 to a level below the economy's long-term 

potential rate.  The risk of the economy sliding into recession appears low, to a large degree 

due to the resilience of private consumption (the 2019-2020 growth forecasts were actually 

raised by a tenth of a percent for each year, compared to our previous survey).  On this regard, 

the Leading Economic Index (LEI), which is based on ten economic indicators and which 
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according to past experience has a very good ability to predict a recession approximately six 

months before such an event materializes, currently indicates a slowdown in the economy but 

not a recession (see Diagram 2).  Furthermore, a slow recovery in activity is likely to begin 

in the second half of 2020.  This will result from the delayed effect of the recent monetary 

easing, the opening of some "bottlenecks" in the economy with the help of the rise in labor 

productivity, and also in light of a possible stabilization in the trade relations between the US 

and China (including reaching a "first stage" agreement). 

 

Inflation and monetary policy:  the recent acceleration in core inflation has halted and 

currently there is no substantial impact on prices from tariff increases on imports from 

China.  The 10-year to maturity treasury yield increased in recent weeks, in a manner that 

matches macroeconomic conditions.  This yield is expected to converge to a level of 1.9% 

over the coming year. 

 The rise that occurred in core inflation in the summer of 2019 halted in September-October, 

as demonstrated in the different core indices (core CPI and core PCE, see Diagram 3).  The 

moderation in core inflation is led by core goods, particularly prices of apparel and new cars.  

On the other hand, inflation of core services continues to climb, led by the housing component 

and also against the backdrop of strengthening wage pressures in the economy in recent 

months (a continuing stable rise in wages alongside a slowdown in labor productivity growth).  

Currently, there is no tangible effect on consumer and producer prices resulting from the 

September rise on tariffs on Chinese imports.  This likely attests to a shift in sourcing of 

imports from China to other countries.  Also, the weakness in the Chinese yuan has acted to 

offset to a large degree the impact of the rise in tariffs on prices.  Therefore, the inflation 

environment supports keeping the interest rate at its current level in the coming months. 

 In the last monetary meeting (October 29-30), the FOMC, as expected, lowered the interest 

rate by 0.25% to 1.50% - 1.75%.  This is the third rate cut since July.  The messages raised in 

the interest rate announcement, in the accompanying press conference, and also in the 

testimony of the chairman of the Fed, Jerome Powell, at Congress (November 13) signaled 

that the Fed believes the current interest rate level is suitable for the economic conditions at 

this time.  Furthermore, Mr Powell is attempting dissuade the markets from pricing in another 
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series of rate cuts.  According to Mr Powell, the Fed will cut the rate again only if upcoming 

data deviates substantially from the current economic outlook, thus requiring a "material 

reassessment".  We forecast the US interest rate will remain at its current level through the 

end of 2020 and will begin to climb slowly afterwards, on the assumption that economic 

activity will again recover starting from mid-2020.  The markets, in contrast, are still pricing 

an additional rate cut by the end of 2020. 

 Since the publication of our previous survey, the 10-year to maturity treasury yield increased 

and the yield differential vis-à-vis 2-year to maturity treasury widened again (see Diagram 4), 

in tandem with the calm, apparently temporary, in the trade war between the US and China.  

The current level of the 10-year to maturity yield is more in-line with the real conditions in 

the US economy, compared with the low level of yields back in August-September, and 

especially more suitable to the relatively small differential that exists today between total 

gross domestic investment in the US and the level of overall savings in the country.  This 

differential is a good indicator of the "correct" yield environment of the 10-year to maturity 

treasury.  In the past, each time there was a deviation of the actual yield from the "correct" 

environment, the actual yield later "corrected", often very substantially, to the more suitable 

level.  

 Looking at the coming months, we expect the 10-year to maturity treasury yield to maintain 

a level near 1.9%.  This level is indeed low from an historical perspective, but matches the 

downward trend over the last three decades, during which both inflation and economic growth 

moderated, and thus the "neutral" interest rate required in order to maintain equilibrium also 

declined. 

 The outlook for the 10-year yield is for a rise by the end of 2020 and in the beginning of 2021 

to be slightly above 2%, in tandem with a very gradual acceleration in economic growth in 

the US starting from mid-2020.   
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Euro Area 

Economic activity and forecasts: the pace of growth in the euro bloc in the third quarter 

surprised slightly for the better and Germany did not slip into recession.  The leading 

indicators point to a moderation in activity in the opening of the fourth quarter.  The 

European Commission revised its growth forecasts downward. 

 The pace of growth of the euro bloc in the third quarter of 2019 was determined to be 0.2% 

(q/q), this according to the second estimate (which remained unchanged from the initial 

estimate).  This figure is similar to the pace of growth registered in the second quarter, yet it 

is slightly higher than the 0.1% consensus forecast.  At the national level, again, relatively 

strong growth in Spain and France (Chart 1), at a rate similar to that of the second quarter and 

led by domestic demand, supported economic activity in the euro bloc, while net exports from 

these countries weighed on growth.  Surprisingly, Germany avoided a technical recession 

after contracting in the second quarter of the year, and economic activity expanded slightly, 

this in contrast to the forecasts that estimated a contraction in economic activity also in the 

third quarter at a rate of 0.1%.  The expansion stemmed from an increase in household and 

government consumption, together with a slight increase in exports, while on the other hand 

investment in equipment and machinery contracted. 

Looking forward, domestic demand is expected to continue to support economic activity of 

the euro bloc also in the fourth quarter of the year; however, it is important to emphasize that 

there are risks to the forecast in the potential for the weakness in industry to trickle into the 

services sectors. 

 The leading indicators in the opening of the fourth quarter of 2019 point to moderation in the 

quarterly growth rate.  Thus, the October PMI figure indeed increased compared to 

September, but in light of the sharp decline registered in this index in September, its current 

level indicates moderation in the growth rate compared to the third quarter of 2019.  

Moreover, the PMI indicates the euro bloc is a step up from the level indicating non-

expansion; similarly, the PMI of the services sectors increased compared to September, yet 

this follows a sharp decline in this month. The downward trend in this index likely indicates 

that the weakness in the industrial sectors is spilling over into the services sectors.  In addition, 

the expectations component in this index is in long-term decline.  Meanwhile, the ESI index 

of the European Commission, in contrast to the PMI, declined in October, and this also 

reflects a decline in the growth rate of economic activity in the opening of the fourth quarter 

of the year. 

 In Germany, a variety of indicators continues to indicate continued weakness, among them 

the PMI that shows a contraction in economic activity in the beginning of the fourth quarter, 

and this also in the business expectations component in the IFO survey.  In addition, after it 

had appeared that the moderation in the annual pace of decline of orders from the industrial 

sector in recent months was likely to show the first signs of an exit from the crisis in the 

coming months, in September the pace of decline in orders broadened (Chart 2). 

 One other thing the surveys show is a decline in the intention of companies to employ new 

workers, a development that will lead to a decline in the expansion of employment.  The data 
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from the labor market are in line with the surveys and show that the pace of expansion in the 

number of employees is slowing, and according to the initial data in the third quarter of 2019 

the lowest growth rate (q/q) in recent years was registered.  These developments are expected 

to have a negative impact on private household consumption, a very substantial component 

in the economic activity of the euro bloc at the current moment when exports are weighing 

on activity. 

 The European Commission revised its growth forecast for the euro bloc downward.  The 2019 

growth forecast was changed to 1.1% from 1.2% in the July forecast and the forecast for 2020 

was revised sharply downward to 1.2%, a drop of 0.3 percentage points compared to the 

forecast from the middle of the year.  The drop in the 2020 growth forecast encompassed 

almost all of the countries in the bloc, except for Greece and Ireland both of which had their 

growth forecasts raised.  The explanation for the sharp decline in 2020 is the expectation for 

a weak second half in 2019, a development that will lead to a weak opening in 2020 and 

therefore to a lower rate of change than expected so far. 

 

 

 

 

 

 

 

 

 

 

 

 

Inflation and monetary policy:  inflation weakened temporarily against the backdrop of a 

decline in energy prices.  The October interest rate decision did not include any changes in 

policy, and this is expected to be the case also in the upcoming interest rate decision.  

Christine Lagarde started her term as president of the European Central Bank (ECB).  

The political uncertainty in Spain is expected to continue, and it appears this situation is 

having an impact on government bond yields. 

 The annual rate of inflation in the euro bloc fell 0.1 percentage point in October to a three-

year low, settling at 0.7% (Chart 3), this primarily against the backdrop of a decline in the 

annual rate of energy prices, which is expected to reverse in the coming months and to support 

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

increased moderately, by 0.1 percentage point to 1.1%, similar to the average rate in recent 

years and very low compared to the target of the central bank. 
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 As expected, there was no change to monetary policy in the interest rate decision at the end 

of October, this following the previous interest rate decision carried out in September when 

a set of expansionary measures was presented (a cut in deposit interest rate, a renewal of 

quantitative easing, and more).  After the above-mentioned interest rate decision, in the 

beginning of November Christine Lagarde started her term as the president of the ECB, while 

several days prior to the changeover in leadership she expressed support for fiscal expansion 

among the economies that benefit from fiscal maneuvering space, and even explicitly singled 

out the Netherlands and Germany.  Accordingly, it is possible Ms. Lagarde will be more 

aggressive than her predecessor, Mario Draghi, in applying pressure on chosen governments 

in the bloc to carry out fiscal expansion.  Furthermore, it appears the basket of expansionary 

measures presented in September and perhaps also the higher than expected growth in the 

euro bloc in the third quarter of 2019 (the ECB forecasts stood at 0.1%) permit her a grace 

period to focus on the planned ECB policy strategic review process, without the need to make 

policy changes. 

Looking ahead, in light of the above, also in the upcoming December interest rate decision 

no changes in monetary policy are expected, since the growth and inflation data are not below 

the path presented in the ECB forecast from September.  However, in the longer-term, 

additional expansionary measures cannot be ruled out if activity or prices will deviate from 

their forecast paths.  According to the ECB's forecast, the quarterly growth rate is expected 

to climb gradually starting from the fourth quarter of 2019 to 0.4% in the second quarter of 

2020.  At the moment, this forecast appears slightly optimistic.   

 Parliamentary elections were held in Spain, for the second time in 2019 and for the fourth 

time since 2015.  The results of the election show that political uncertainty is likely to persist 

in the country, since the parliament remains split with no single party garnering a majority of 

seats.  This comes in addition to other political challenges facing Spain, such as those related 

to the demands for independence by Catalonia. 

The right leaning parties strengthened and the socialist party remained the largest party in the 

parliament, yet with a slight loss in the number of seats.  Apparently, Spain faces a long period 

of negotiations since the center-left parties do not have enough seats to form a coalition.  At 

the end of this period it is quite possible the socialist leader, Pedro Sanchez, will head a 

coalition, possibly with the support of one of the right-leaning parties or via a minority 

government; however, another round of elections cannot be ruled out also in the coming year.  

It is important to note that since the elections it was published that the party of Sanchez and 

the Podemos party reached certain agreements, yet the two of them together do not control a 

majority in parliament.   

Political uncertainty has accompanied Spain over the past four years, yet this has not had a 

clear negative effect on economic activity, therefore it is difficult to say that the election 

results will weigh on economic activity.  On the other hand, on the assumption that a 

government will not be formed with a parliamentary majority, there are likely to be 

implications on the ability to advance structural reforms and to change fiscal policy.  In 

addition, it appears the political uncertainty in Spain is having an effect on government bond 

yields.  This is demonstrated by the spread between Spain and Portugal, which closed 
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completely and even turned negative recently (Chart 4), this while Spain's credit rating ("A" 

with a "stable" outlook according to S&P) is higher than that of Portugal ("BBB" with a 

"positive" outlook according to S&P).  The erosion in the spread between the bonds of the 

two countries is a result of the impact of the repeated elections in Spain as well as the 

uncertainty about the future of the independence of Catalonia, the wealthiest region in Spain. 
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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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