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When examining the fixed income market outlook within the Euro zone, inevitably the discussion turns to
Italy, and what the potential ramifications of this ongoing budget saga will be. Of course, the direction

of European Central Bank policy (ECB) is closely linked here, but if we were to turn our attention to the
broader economic outlook, how would that discussion pivot? Based upon recent data, it appears as if the
widely held view that interest rates are poised to move higher may have to be revisited.

That being said, it is not as if we don’t think that Euro zone rates will, at some point, move higher, but the
timing and magnitude of any potential increase could ultimately impact investment decisions. As we saw in
the US, the ‘runway’ for an elevated rate setting can be much longer than expected, and traditional factors
such as growth, inflation and central bank policy, do not always move in tandem.

Figure 1: Euro zone Purchasing Managers Indices (PMI)
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Historical performance is not an indication of future performance and any investments may go
down in value.
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With respect to Euro zone economic numbers, one could be easily forgiven for concluding that, perhaps,
the peak in activity occurred last year. It's not as if we are expecting a recession, but based upon recent
data, a steady slowing in growth appears to be a potentially likely scenario. To provide some perspective,
Euro zone real GDP rose up to +2.4% in 2017, but current consensus forecasts are looking for a reduced
pace of +2.0% for this year and +1.7% for 2019.

The latest growth readings within the Euro zone certainly stood out, and not necessarily for positive
reasons. German GDP came in at -0.2% in Q3 2018. This was weaker than expected and followed on
the heels of a +0.5% gain in Q2 2018. In addition, it represented the first decline since 2015, and while it
did reflect some temporary factors such as reduced auto production due to emissions testing, according
to the statistics office, it was also the result of a drop in both exports and consumption. While the car
production aspect could be reversed in upcoming data, the trade and consumption components certainly
bear watching. For the Euro zone as a whole, growth also slowed to +0.2%, or half the pace of the prior
period, and the lowest reading in four years.

Another important economic indicator to keep your eye on are the PMI reports. For the Euro zone and
countries such as Germany, France, Italy and Spain individually, the readings seemed to have hit their
peaks in late 2017/early 2018 and have been on a steady descent ever since (see figure 1). For the entire
Euro zone, the latest figure fell to its lowest level in almost four years, highlighting the potential for further
economic slowing.

Conclusion

Needless to say, this scenario has raised the debate regarding potential ECB action. While these numbers
will more than likely not prevent the beginning of balance sheet normalization (expected to be announced
at the 13 December 2018 policy meeting), it could push the ECB into a ‘later rather than sooner’ timetable
for the first rate hike. For the record, the implied probability for this first rate hike has how been pushed out
past October 2019, as of this writing.

Source of data unless stated otherwise: Bloomberg, 14 November 2018.
Related blogs

+ Will Eurozone bonds go ‘back to the future’?

+ Seeking to boost the yield on your Eurozone core fixed income exposure?
Related products

+ WisdomTree AT1 CoCo Bond UCITS ETF - USD Acc

+ WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF - EUR

+ WisdomTree EUR Government Bond Enhanced Yield UCITS ETF - EUR

https://www.wisdomtree.com/gb/insights/blog/rates-going-up-maybe-not-so-fast
WISDOMTREE


https://www.wisdomtree.eu/en-gb/blog/2018-11-06/will-eurozone-bonds-go-back-to-the-future
https://www.wisdomtree.eu/en-gb/blog/2018-07-11/eurozone-core-fixed-income-exposure
https://www.wisdomtree.com/gb/products/fixed-income/wisdomtree-at1-coco-bond-ucits-etf---usd-acc
https://www.wisdomtree.eu/en-gb/about-wisdomtree/important-notices/2023/q3/ucits-fund-closures
https://www.wisdomtree.eu/en-gb/about-wisdomtree/important-notices/2023/q3/ucits-fund-closures

WISDOMTREE BLOG

Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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