Eurozone Outlook 2024:
A Year of Sluggish growth

As we progress towards 2024, the Euro area is expected to find itself balanced between
stagnation and recession. The first-rate cut is expected to come around June, although the
timeline can be accelerated. As we go along, several of the headwinds earlier expected might be
alleviated.

Firstly, the impact of volatile energy prices is expected to diminish as real disposable income
sees improvement, fueled by decreasing inflation and rising wages.

Secondly, the drag from interest rate hikes in the last 18 months is projected to ease gradually in
the latter half of 2024.

Lastly, manufacturing activity is seen to bottom out as the input inventories have experienced
the largest fall since November 2009.

Exhibit 1: The descent of inflation

12.0%

10.0%

-
5
—_ =
R 8.0% 5
- 5
=] a

-t
& 6.0% S
£ 3
a s
~
% 4.0% g
[
(o]
2.0% ©
2.4% 3
5
0.0% 3
[1}]
AN L R | GO LR L T Y. N, . . . 4 >
\fb(\ Q'\\,b 'Q:@“!' N (’@Q ‘\Q \,’b(\ “\’b @‘S\ B LJG,Q V\O E

Data source: Eurostat
Chart Key Takeaway-

Inflation in the Euro area increased to 2.90% in December from 2.40% in November 2023.
The inflation rate in the Euro area averaged 2.22% from 1991 until 2023.




Looking at consumer inflation [Exhibit 1], continued low levels are anticipated in the coming
months owing to subdued growth and base effects. ECB's medium-term target by the end of
2024 is 2%. Given the faster-than-anticipated inflation decline, the ECB faces mounting pressure
to lower the interest rates. Simultaneously, the ECB is likely to reduce its balance sheet at a
measured pace Pandemic Emergency Purchase Program (PEPP).

Exhibit 2: Manufacturing activity remains subdued
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Chart Key Takeaway-

The PMI stayed above 44.4, though the overall trend remains contractive in nature as viewed by
purchasing managers.

Eurozone Manufacturing PMI [Exhibit 2], surpassed the forecasted figure of 44.2. However,
the sector remained in contraction due to new orders reduction. Business confidence has
reached an eight-month high, despite this the euro area goods producers decreased their
inventory levels. The producers offered discounts on selling prices as the input prices declined.

The labor market continues to be resilient amid the slowdown in construction and
manufacturing. The Euro area unemployment stood at 6.4% in November, close to its historical
low. [Exhibit 3]



Exhibit 3: Labor market resilience
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Chart Key Takeaway-

The reduction in annual average hours worked has been offset by the increase in the labor force.
However, the job vacancy rate has been declining suggesting labor market adjustment.

Major economies- The US, Eurozone, and China may face challenges and the growth may stay
subdued. However, the Asia-Pacific region may remain the primary source of global growth with
India, Vietnam, and Indonesia being the prominent growth economies.

The global economy may face high uncertainty with geopolitical conflicts, a reset of
globalization, and technological advancements, particularly in Al. [Exhibit 4]

Exhibit 4: IMF Growth Forecasts.

4.5%
4.0%
3.5%

3.0% =—Europe

2.5%
== Western Hemisphere

2.0% (Region)

Emerging market and
developing economies

1.5%

1.0%

0.5%

Image Source: © 2024 Krish Capital Pty.Ltd

0.0%
2022 2023 2024 2025E 2026E 2027t 2028E

Data source: IMF@2023




Chart Key Takeaway-

Emerging companies may contribute significantly to global growth in 2024 amid the slower

growth in Western and Euro regions.

Tightened financing conditions with lending rates for businesses over 5% and mortgage

rates increasing to 4%. This dampens the demand and pushes inflation down.

The bond markets are stable, sovereign yield spreads have been constant and investors have
been able to absorb the extra securities released through balance sheet reduction. Euro banks

have a comfortable level of capital and strong profitability which makes them stand strong

against adverse shocks. But, despite that the valuations remain compressed raising concerns

over the bank’s sustainable earnings growth and asset quality. [Exhibit 5]

Exhibit 5. Euro composite bank's coverage ratio
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Chart Key Takeaway-

Image Source: © 2024 Krish Capital Pty.Ltd

Euro Banks asset quality has witnessed a slight downward sloping curve which is indicated by the

coverage ratio of the bank's composite.



A puzzling market response on equities

We believe markets have probably got ahead of themselves, particularly in the optimism of
interest rate cut expectations. The greatest optimism on the near-term rate cuts is seemingly in
the US, but let's not forget the US is supported by macro data which is the weakest in the case of
Europe. [Exhibit 6]

Exhibit 6. S&P 500 outperformed Euro Stoxx 600 in 9 out of 12 times over the past year
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Chart Key Takeaway

The markets, especially the Euro market remained flat and range-bound in 2023 mainly due to
macro-economic headwinds.

The global outlook for equities is expected that both inflation and economic demand is to
soften as the tailwinds for growth markets are fading. Building monetary headwinds, geopolitical
risks, and expensive asset valuations may impact the performance of risky assets.

2023 had low growth expectations at the start but China's re-opening, large fiscal stimulus in
the US and Europe, strong company earnings, and the excess savings from covid era stabilized
the growth.

Overall, the outlook for risk and growth assets looks bearish over the next 12 months. The
primary reason is the interest rate hikes in the past 18 months may negatively impact economic
activity. Geopolitical development remains an additional challenge as commmodity prices and
global trade of goods and services may get impacted. The current risky assets valuations look
stretched upwards from the sustained average in the last years. Risky assets cannot have a
sustainable rally at this level of monetary restriction or without a significant decrease in interest

rates and quantitative easing. E



The outlook for UK equities is optimistic given lower valuations and favorable sector
compositions. Japan remains attractive with its stronger balance sheet, potential pickup in retail
participation, and supportive policy.

EM should become more attractive through 2024 due to diversification benefits away from the
US and lower investor positioning. EM outlook may be dominated by US growth and monetary
policy cycles.

Conclusion

In the last 2 years, to curb inflation the ECB did its gradual reduction in the asset portfolio and
increased the policy rates by 450 basis points. In terms of economic activity, the slowdown so
far has been contained and gradual.

However, the future remains full of uncertainty with growth prospects slightly tilted downside. It
is therefore crucial for the new fiscal framework to strike a balance between public finance and
debt reduction on the one hand and room for new investments on the other.
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