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Key Issues and Table of Contents 
 

 

Bank Leumi Economic Forecasts (p. 3) 

The Global Economy – Overview (p. 4) 

 The spread of the coronavirus around the world caused many countries to impose 

shutdowns and close a substantial portion of economic activity.  

 Governments in the stronger economies are providing substantial fiscal stimuli 

that are expected to support the recovery from the crisis after the virus stops 

spreading; however, the expenditures will also cause large increases in 

government deficits and the rates of public debt as a percentage of GDP. 

 Inflation in the developed countries is expected to decline due to the drop in energy 

prices and the decline in domestic demand. 

 Central banks have implemented expansionary monetary policies in order to 

provide liquidity to the financial markets. 

 

United States (p. 9) 

 The severe outbreak of the coronavirus in the US and the initially insufficient 

attempts to stop the spread of the virus have led to a sharp and preemptive halt 

in economic activity.  

 GDP is expected to contract in 2020, with the main hit likely to be in the second 

quarter, and the unemployment rate is expected to rise sharply. 

 Congress approved an economic stimulus package totaling US$2tn, equivalent to 

10% of GDP.  More expansion is set to come. 

 The Fed lowered the interest rate 150bps to a range of 0.00%-0.25%, and 

consequently the yield on government bonds declined.   

 The Fed created a US$300bn credit framework for businesses and households 

and added additional mechanisms for the purchase of a wide range of debt 

assets. 

 

Euro Bloc (p. 12) 

 The breakout of the coronavirus in the euro bloc and the efforts to stop its spread 

caused a standstill in economic activity.  

 The services sector is expected to suffer more substantially than the 

manufacturing sector.  

 GDP is expected to contract in 2020, particularly in Italy, Greece, and Spain, 

and the unemployment rate is expected to climb sharply. 

 the ECB will purchase €750bn worth of bonds. This in addition to the central 

bank's plan to purchase €120bn worth of bonds, declared at the time of the last 

interest rate announcement.  

 As a result of the announcement on the bonds purchase plan, government bond 

yields in the large economies of the euro bloc declined.  
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 The interest rate remained unchanged but the TLRO plan was expanded in order 

to provide liquidity to the financial system. 

 

Leumi Global Economic Forecast, As of April 2020 
 

 

 

 

 

 

 

 2017 2018 2019E 2020F 2021F 

GDP – Real Growth Rate      

World 3.8% 3.5% 2.8% -2.5% 4.8% 

USA  2.4% 2.9% 2.3% -4.5% 6.5% 

UK 1.9% 1.3% 1.3% -7.0% 8.5% 

Japan 2.2% 0.3% 0.8% -4.0% 2.0% 

Eurozone 2.7% 1.9% 1.2% -6.0% 1.5% 

South East Asia (ex. Japan) 5.2% 5.0% 4.4% -2.5% 6.9% 

China 6.8% 6.6% 6.1% -3.0% 6.9% 

India 7.1% 6.8% 4.9% -1.0% 8.2% 

Latin America 1.9% 1.7% 0.8% -2.1% 2.6% 

Israel 3.6% 3.4% 3.3% -5.3% 8.7% 

Trade Volume, Growth 

(%) 

     

Global  5.8% 3.7% 0.8% 20.0% 25% 

CPI, Annual Average 

(%) 

     

USA 2.1% 2.4% 1.8% 0.4% 2.0% 

UK 2.7% 2.5% 2.0% 1.0% 1.0% 

Japan 0.5% 1.0% 0.4% 0.7% 0.3% 

Eurozone 1.5% 1.7% 1.2% -0.3% 0.5% 

Israel 0.4% 0.8% 0.8% -0.6% 0.7% 

Interest rates, Year End      

US Fed 1.25-1.50% 2.25-2.50% 1.50%-1.75% 0.00-0.25% 0.50-1.00  %  

Bank of England 0.50% 0.75% %0.75  10. % .10  % 

Bank of Japan-Policy Rate  -0.10% -0.10% -0.10% -0.20% -0.20% 

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

Israel 0.10% 0.25% 0.25% 0.0-0.1% 0.00-0.50% 
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The Global Economy – Overview 

Economic activity: the spread of the coronavirus around the world caused many countries 

to impose shutdowns and close a substantial portion of economic activity. Governments in 

the stronger economies are providing substantial fiscal stimuli that are expected to support 

the recovery from the crisis after the virus stops spreading; More expansion is expected to 

come and these expenditures will lead to large increases in government deficits and the 

ratios of public debt as a percentage of GDP. 

 The spread of the coronavirus around the world has caused many countries, in both the 

developed and the developing worlds, to impose shutdowns and to close large portions of 

economic activity, all this to slow the rate of infection of the virus. In order to lessen economic 

damage, governments provided fiscal stimulus packages to the markets. In our opinion, the 

fiscal stimulus packages around the world amount currently to more than 3% of global GDP 

and this figure is most likely to rise further. For the sake of comparison, in the financial crisis 

of 2008-2009 the stimulus packages provided were equivalent to 1.7% of global GDP. The 

fiscal packages are expected to cause a substantial rise in the debt/GDP ratios of most 

countries, with an emphasis on the stronger economies that even before the crisis already had 

high levels of debt. This development is likely to lead to an additional downgrade in the fiscal 

profiles of these countries. 

 Global trade contracted 1.2% (m/m) in January (see Chart1).  The sharp drops in the March 

PMI of the leading countries indicate a continued substantial contraction in global trade. In 

addition, the sharp drops in the PMI of the services sector were sharper than the declines in 

the PMI of the industrial sector.  This teaches that at this stage of the crisis, the bulk of the 

economic damage is expected to occur in the services sector. The following chapters discuss 

in detail the economic developments in the US and the eurozone, and in this section we will 

focus on the other developed countries, as well as developing countries. The composite PMI 

in Britain declined in March from 53.0 to 37.1, the lowest level since 1998.  The PMI of the 

services sector plummeted in March from 53.2 to 35.7 while the PMI of the manufacturing 

sector declined from 51.7 to 48.0, thus indicating contraction also in the manufacturing sector. 
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 In Japan, the PMI of the manufacturing sector declined in March from 47.8 to 44.8 (but still 

remains above the low it was at during the financial crisis, at which time it reached 29.6).  

The PMI of the services sector fell in March more substantially, from 46.7 to 32.7. In addition, 

the quarterly Tankan survey, which is considered the most comprehensive and important 

survey on sentiment in the Japanese economy, fell sharply in the first quarter of the year.  We 

note that the PMI survey was conducted in the middle of the month and does not reflect the 

economic impact of all the closures since a portion of the more severe measures occurred in 

the last two weeks of March. We expect to see the impact of the more severe shutdown 

measures in the PMI for April, which is expected to be below the index from March.  

 The developed countries have begun to provide large stimulus packages in order to slow the 

economic damage. Australia, which entered into the current crisis after dealing with a wave 

of fires that burned for more than six months, launched a fiscal stimulus package in excess of 

10% of GDP, which includes cash support of up to A$100,000 to small businesses, state 

guaranteed loans, and a doubling of unemployment insurance payments.  In addition, a fund 

totaling A$40bn was established for urgent matters, including also health expenditures.  Japan 

launched a fiscal stimulus package totaling JP¥30tn (5.4% of GDP). The package includes 

JP¥15tn in direct expenditures and the remaining amount in loans and guarantees totaling 

JP¥1.6tn. The Japanese stimulus package is expected to raise the deficit from 2.5% of GDP 

to 7.0%, and the rate of public debt from 239% of GDP to around 260% of GDP in 2021. 

 Canada created a fiscal stimulus package amounting to $82bn (3.6% of GDP). The package 

includes $55bn for the benefit of household and business liquidity, primarily by postponing 

tax payments, and $27bn was allocated to direct support.  The direct support will provide 

emergency benefits, and is intended for people who are ineligible for unemployment 

insurance payments.  This support will also subsidize salaries at businesses. The taxes that 

are postponed (equaling $55bn) will be paid immediately following the conclusion of the 

crisis, such that in actuality the government support equals 1.1% of GDP. 

 Britain launched a fiscal stimulus package totaling £119bn (5.3% of GDP). The package 

includes payment of 80% of the wages of workers who remain in their jobs, up to a sum of 

£2,500 per month for a period of three months, as well as support for freelancers who were 

forced to close their business due to the economic shutdown. In addition, £38bn was allotted 

to postponement of VAT payments until June for businesses hurt by the government 
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measures, £7bn was allotted to welfare payments for individuals who lost their jobs, and £1bn 

was allotted to support individuals having difficulties paying their rent. In addition, the 

government is granting state guaranteed loans to businesses, support grants for businesses, 

and increasing the grant for small businesses that are eligible for this. As a result of the fiscal 

expansion, the budget deficit in Britain is expected to increase from 2% of GDP to 10% of 

GDP, and the public debt/GDP ratio is expected to climb from 80% to 100%.  However, 

despite these measures, unemployment in Britain is expected to increase from 3.9% to 8.0% 

during the second quarter (see Chart 2).  In Australia, the unemployment rate is expected to 

increase to 12% despite the government assistance plan. 

 Regarding the emerging markets, in China economic activity is recovering in both the services 

and the industrial sectors, after the spread of the virus halted and some of the closures were 

lifted; however, there are concerns of a breakout of an additional wave of infections. It is 

possible that already by the end of April the factories in China will be operational. However, 

the Chinese economy will find it difficult to recover in the coming month because the country 

lost a large number of jobs, and also as a result of the global slowdown, particularly in Europe 

and in the US, which will reduce China's external demand in the near term.  The PMI indicates 

that activity has begun to recover in China (see Chart 3); however, foreign demand remains 

weak.  The PMI of the industrial sector increased in March from 35.7 to 52.0 and shows 

growth of the economy.  Meanwhile, the new export orders component increased also, but 

remains weak at a level of 46.4, showing a continued contraction in exports. The PMI 

excluding the industrial sector increased from 29.6 to 52.3 and the PMI of the services sector 

increased from 30.1 to 51.8. The composite PMI increased from 28.9 to 53.0. Indeed, 

economic activity remains very low compared to the economic activity prior to the breakout 

of the virus; however, these data show a recovery has begun in economic activity. The 

unemployment rate in China increased in February from 5.3% to 6.2%, and the 

unemployment rate for March is expected to be higher. 

 

 India implemented a complete closure, which has stopped all non-essential economic activity.  

The Indian government launched a very small fiscal stimulus package of US$22bn (0.7% of 

GDP).  In addition, India, the seventh largest economy in the world, announced to the large 

water ports that the country will stop some of the activity of the ports. It is likely the country 

will enact the legal basis of "force majeure" due to the crisis created by the spread of the 
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coronavirus, and will not honor some contracts.  A number of ports have already done this, 

while attempting to continue with shipments that the government considers essential. 

 Looking ahead, global growth is expected to contract 0.3% in the first quarter. In all of 2020 

global GDP is expected to contract 2.5% and global trade is expected to contract 20%.  

Growth in the developed countries is expected to contract at least 5% in 2020. The GDP of 

Britain is expected to contract in the second quarter by 15% (q/q); however, the economy is 

expected to recover in the second half of 2020. In Japan, GDP is expected to decline 4% 

during 2020, but the country is likely to benefit from the Olympics, which were supposed to 

have been held this year but have been postponed to next year, in its recovery from the crisis 

by increasing tourism in 2021.  In Australia, GDP is expected to contract in the second quarter 

by 30% (q/q) due to the closure that is expected to continue for two months, and GDP is 

expected to decline 4% in 2020.  In New Zealand GDP is expected to contract in the second 

quarter by 40% (q/q) due to the closure that is expected to continue at least one month. 

 GDP in the emerging markets is expected to decline 1.5% in 2020, this being the first 

contraction in activity since 1951, when credible data began to be published.  In countries in 

Central and Eastern Europe GDP is expected to contract at least 3% in 2020. In India GDP is 

expected to contract 1% in 2020, with this growth rate being the lowest in the last 40 years. 

Meanwhile, in Brazil GDP is expected to contract 4% in the second quarter (q/q), and by 

1.5% in 2020.  

 

Inflation and monetary policy: inflation in the developed countries is expected to decline 

due to the drop in energy prices and the decline in domestic demand Central banks have 

implemented expansionary monetary policies in order to provide liquidity to the 

financial markets. 

 Inflation in the developed countries is expected to decline in March, due to the drop in energy 

prices and the rise in unemployment rates. This follows the decline of 0.1 percentage point in 

inflation in the OECD countries to 2.2% in February. The consumer price index (CPI) in 

Britain fell from 1.8% in January to 1.7% in February, primarily due to the sharp drop in 

energy prices, against the backdrop of a 0.2% increase in food prices (see Chart 4).  It is 

expected that inflation will decline to 1.0% due to the spread of the coronavirus. The core CPI 

increased from 1.6% in January to 1.7% in February. The increase in the core index stems 

primarily from a 1.6% increase (m/m) in hospitality services. In our opinion, the sharp decline 

in economic activity and the rise in the unemployment rate, together with the drop in oil 

prices, are likely to drop inflation to an annual rate of 0.5% in the third quarter of the year.  

In Japan, inflation is expected to continue to decline throughout 2020 as a result of the decline 

in energy prices. In addition, in the second quarter a decline is also expected in core inflation 

in Japan, due to the decline in domestic demand caused by the spread of the coronavirus. In 

Latin America, inflation is expected to increase due to weakness in the local currencies.  This 

is particularly the case in Mexico, where the peso has declined 20% vis-à-vis the US dollar 

since the beginning of the year, and also in Brazil and Columbia. 

 In their efforts to deal with the economic crisis caused by the spread of the coronavirus, many 

central banks cut their interest rates, with the exception of Denmark, which raised its interest 

rate in contrast to world trends in order to strengthen the Swedish krona.  The country also 
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initiated expansionary monetary policy in order to maintain stability within the financial 

system. In Britain, the Bank of England (BOE) lowered its interest rate from 0.25% to 0.10%. 

This follows the 50bps cut in the central bank rate, from 0.75% to 0.25%, in the beginning of 

March. Also, the BOE committed to purchasing £200bn worth of assets.  In addition, the 

central bank launched its term funding scheme for small- and medium-sized businesses 

(TFSME). This plan was enacted in order to guarantee that the cut in loan interest rates will 

not be blocked by limitations on the quantity of loans, since the banks will be able to loan up 

to 5% of their loans to businesses in the coming years from the BOE at a very low rate. The 

bank estimates that the use of this credit line will reach £100bn or more.  In addition, the 

countercyclical capital buffer rate was lowered from 1% to 0%. With this move, the banks 

will be required to hold less capital, which will free up an additional £190bn for loans to 

businesses, since the banks are prohibited from using the funds that were freed up for 

dividends or bonuses. 

 In Australia, the Reserve Bank of Australia (RBA) lowered the interest rate 25bps to 0.25%, 

and emphasized the unlikelihood for negative interest rates in the near future. In addition, the 

central bank proposed a $90bn loan program to the banks. In Japan, financing of the stimulus 

program is likely to originate from central bank money, an action that will increase the money 

supply. In India, the monetary stimulus package of the Reserve Bank of India (RBI) is 

expected to assist in maintaining liquidity in the financial system. The repo interest rate fell 

75bps to 4.40%, and the reverse repo interest rate fell 90bps to 4.00%. The reserve ratio 

(capital requirements regulation - CRR) declined 100bps to 3.00%. In Brazil, the central bank 

cut the interest rate 50bps. In the event the economic crisis will deepen, then an additional 

interest rate cut of at least 50bps is expected. In China, the central bank kept the loan prime 

rate (LPR) unchanged. The LPR for one year remained at a level of 4.05% and the rate on 

loans for five years at 4.75%. Countries across Central and Eastern Europe began to act 

aggressively, in order to prevent a liquidity crisis and the central banks began to purchase 

bonds in the secondary markets. The Czech National Bank (CNB) has still not begun 

expansionary monetary policy; however, we believe it is expected also to start purchasing 

bonds soon.  Looking ahead, it is expected that the expansionary monetary policy will be 

maintained, and is likely to be expanded further in the event the economic crisis worsens. 

 US bond yields fell after the US Fed declared a US$2tn stimulus package. In Italy, Spain, 

Germany, and France bond yields also declined after the ECB cut the interest rate and initiated 

expansionary monetary policy. In Britain, government bond yields increased in the last 

quarter of 2019 prior to the breakout of the coronavirus (see Chart 5). The rise in bond yields 

prior to the breakout of the virus hints that investors have become more cautious. 

Consequently, the slowdown in the economy resulting from the spread of the virus is expected 

to cause an additional increase in bond yields. In Latin America, the weakness in local 

currencies is creating distortions in the commercial bond market. 
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United States 

Economic activity: the severe outbreak of the coronavirus in the US and the initial 

insufficient attempts to stop the spread of the virus have caused a sharp halt in economic 

activity. GDP is expected to contract in 2020, with the main hit likely to be in the second 

quarter, and the unemployment rate is expected to rise sharply. 

 The outbreak of the coronavirus in the US in mid-February and the attempts to curb its spread 

have begun to impact economic activity. Leading indicators in March show a weakening in 

the domestic market. The composite PMI index declined in March from 49.6 to 40.5.  The 

PMI for the manufacturing sector declined from 50.7 to 49.2 (see Chart 1), representing the 

lowest level since mid-2009, and hinting of a contraction in the sector.  However, the services 

sector was more severely damaged due to the closure of restaurants, hotels, cafes, and places 

of entertainment.  Furthermore, flights were dramatically disrupted and land and sea transport 

declined.  Thus, the PMI index of the services sectors fell from 49.4 to 39.1.  The purchasing 

managers index of the "Empire State" (New York) fell sharply in March from 12.9 to -21.5, 

the lowest level in the last decade.  The manufacturing index of the Philadelphia branch of 

the US Fed dropped in March from 36.7 to -12.7, with the bulk of the decline stemming from 

the new orders component.  

 The number of unemployment claims in the fourth week of March spiked from 282,000 to 

3,282,000 and rose further in early April (see Chart 2).  For the sake of comparison, 

unemployment claims have never numbered more than 700,000 in a one-week period.  This 

figure is a precursor to the broad firings that are expected due to the stoppage in economic 

activity.  For now, the firings are concentrated in the hospitality and food services sectors, 
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and also in the transportation sector. The weakening in economic activity is expected to 

deepen in April as the standstill in economic activity becomes more severe as a result of more 

stringent government declared business closures. 

 New home sales in February declined 4.4% compared to January. The rate of new home sales 

is expected to fall sharply as a result of the spread of the coronavirus. However, the high level 

of sales registered in the beginning of the year, prior to the outbreak of the coronavirus, shows 

the new housing market was strong before the outbreak of the crisis.  New home sales are 

expected to recover after the spread of the virus will stop, once the crisis created by the virus 

comes to its conclusion. In parallel, housing rental prices are expected to fall in 2020 due to 

the spread of the coronavirus and the dynamics created due to social-distancing; however, 

housing rental prices are expected to climb once again after the spread of the coronavirus is 

eventually stopped. 

 Looking ahead, GDP is expected to contract 0.5% in the first quarter of 2020 (q/q).  However, 

a larger, more substantial contraction is expected to occur in the second quarter, when the 

economy is expected to shrink by double digit percentage points in annualized terms.  On the 

assumption the virus will continue to spread throughout many states within the US, the 

country's GDP is likely to contract 15-25% in the second quarter (y/y) and the unemployment 

rate will likely increase to 12% or higher. In an optimistic scenario, the beginning of a 

recovery from the crisis is expected already in the third quarter, as GDP growth is expected 

to reach 4% (q/q). The increase in the unemployment rate is likely to lead to an increase in 

the rate of non-payment of mortgages. However, the government stimulus package (details 

later) that includes an addition of US$600 per week in unemployment insurance payments for 

a period of four months, and also an expansion of unemployment insurance benefits for 

persons previously considered ineligible, is expected to keep the rate of non-payment on 

mortgages at a low rate of 7%. 

 

Inflation and monetary policy: Congress approved an economic stimulus package 

totaling US$2tn, equivalent to 10% of GDP with more on the way.  The Fed lowered the 

interest rate 150bps to a range of 0.00%-0.25%, and consequently the yield on 

government bonds declined.  In addition, the Fed created a US$300bn credit framework 

for businesses and households and has launched numerous purchase frameworks for a 

wide range of debt instruments (CP, MBS, ABS, Corp Bonds, Munis, money market 

funds and others). 
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 Congress approved a stimulus package for the economy amounting to US$2tn, which is 

equivalent to 10% of GDP. The package includes a fixed fiscal expansion equaling 5% of 

GDP, and together with loan frameworks from the Fed, approximately US$6tn may be 

channeled to provide temporary financing to consumers and companies in the near term.  

Almost one-half of the stimulus package is composed of transfers to households and 

companies, with the goal of supporting demand of 5% of GDP. Households will receive a 

direct payment of up to US$1,200 per adult (with annual income of up to US$99,000) and 

US$500 per child, in the form of a fast tax return at a total cost of approximately US$300bn.  

In addition, the plan includes US$367bn worth of loans to small businesses. The sums used 

from such loans to pay employee salaries, rental costs, as well as water and electricity bills 

will be converted into grants, while the remaining sums will remain as loans to ultimately be 

paid back.  

 The plan includes an increase in unemployment insurance payments and an expansion in 

unemployment insurance also to contract workers and freelancers who are not eligible in 

some states at a cost of more than US$200bn. The plan also includes US$100bn in financing 

for the health system and a US$150bn allocation to local municipalities. The rest of the sums 

of the stimulus package are intended to provide temporary liquidity support to households 

and companies, including postponements and even cancellations of tax payments. Financing 

amounting to US$500bn will be allocated to especially hard hit sectors of the economy, with 

US$50bn of this sum intended for the airlines. The stimulus package will not prevent the 

expected drop in GDP in the second quarter; however, it will prevent heavy damage to the 

financial system and will help the economy recover rapidly from the crisis after the spread of 

the virus ultimately stops. 

 Faced with the threat of a deep recession, the Fed quickly reacted, lowering its interest rate 

by 150bps back to a range of 0.00%-0.25%, similar to its level during the financial crisis.  The 

market is not pricing in any other rate cuts, and has internalized the remarks of the chairman 

of the Fed against any possibility of negative interest rates in the US. The yields-to-maturity 

on government bonds, both long- and short-term, fell as a result of the interest rate cut (see 

Chart 3).  The Fed, which purchased US$75bn worth of government bonds per day back 

before the breakout of this crisis, will increase its purchases of mortgage-backed securities 

(MBS) to US$50bn per day.  In addition, the Fed announced improved terms with respect to 

repo activity and lowered the interest rate to 0%. 

 The Fed, in cooperation with the US Treasury, will establish a US$300bn credit framework 

for new financing of companies and households. As part of this package, the Fed will offer 

direct loans to companies through a special purpose vehicle (SPV).  The Fed will offer loans 

of up to four years to 'BBB' and higher rated corporations, with postponed interest payments 

for six months, enabling it to purchase corporate bonds directly.  In addition, the Fed will 

purchase corporate bonds in the secondary markets. 

 The core CPI increased 0.1% in February to 2.4%.  The CPI declined from 2.5% to 2.3% (see 

Chart 4) and is expected to continue to decline due to the drop in energy prices. 
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The Euro Bloc  

Economic activity: the breakout of the coronavirus in the euro bloc and the efforts to stop 

its spread caused a standstill in economic activity. The services sector is expected to suffer 

more substantially than the manufacturing sector. GDP is expected to contract in 2020, 

particularly in Italy, Greece, and Spain, and the unemployment rate is expected to climb 

sharply. 

 The breakout of the coronavirus across the countries of the euro bloc and the implementation 

of closures in efforts to stop the continued spread of the pandemic caused a substantial 

slowdown in economic activity.  The initial indicators for March show a substantial decline 

in GDP. The composite PMI fell sharply in March, from 51.6 to 31.4, the lowest level since 

June 1998, indicating a substantial contraction in GDP in the first quarter.  The bulk of the 

decline was unsurprisingly in the services sector, following the closure of restaurants, cafes, 

tourism and places of entertainment. The PMI for the services sector fell in March from 52.6 

to 28.4, whereas the PMI for the industrial sector fell from 49.2 to 44.8 (see Chart 1).  

 This comes against the backdrop of a sharp decline in the business sentiment index (ZEW) of 

the euro bloc and a decline in consumer confidence to the lowest level in the last five years. 

We note that the survey for this index was conducted in the middle of the month and reflects 
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only a portion of the impact of the closures implemented in the euro bloc countries. The April 

PMI is expected to be lower as a result of additional closures implemented and a further 

reduction in economic activity. In addition, the spread of the virus and the growing number 

of countries implementing closures together with the guidelines for social-distancing, are 

expected to cause a continued decline in household expenditure. Furthermore, consumer 

confidence is expected to drop to a deeper trough in the coming months (see Chart 2). 

 By country, France's economy is expected to experience a more substantial slowdown than 

Germany.  France's composite PMI (30.2) fell in March to below the level of Germany's 

composite PMI (37.2). The national statistics bureau of France (INSEE), estimates household 

expenditure will contract 35% as a result of the current crisis.  The IFO index of Germany 

declined in March to the lowest level in the last decade (86.1) and also indicates contraction 

in the economy. In April, the index is expected to decline further and to reflect the continuing 

contraction of the economy.  

 

 The labor market index of the German Institute for Employment Research (IAB) still 

indicates only a moderate uptick in unemployment in Germany in the second quarter. In our 

opinion, the unemployment rate in Germany is expected to increase during the second quarter 

from 3.2% to 5.2%. Thus, the situation in Germany is expected to be better than that in other 

euro bloc countries.  This is due to the "short-time work" labor plan in Germany, which allows 

employers to employ workers for a short workweek instead of firing them; and the 

government is granting workers supplementary income, which is helping the government to 

deal with the economic slowdown. In contrast to Germany, the same cannot be said about 

other countries in the euro bloc, including Greece, Spain, and Italy.  Unemployment in these 

countries is expected to climb sharply, taking into consideration the importance of the tourism 

sector in these countries.  Furthermore, these countries have a higher prevalence of temporary 

and self-employed workers.   

 In Italy, GDP is expected to contract 7% in all of 2020, with GDP expected to decline 5% in 

the first quarter (in quarterly terms – Q/Q), and by a further 10% in the second quarter (in 

quarterly terms). The crisis is expected to increase the fiscal deficit of Italy from 1.6% to 

5.8% of GDP or more, while the public debt/GDP ratio is likely to increase from 136% to 

160% of GDP, and perhaps even higher, in 2020. However, currently it does not appear the 

high rate of the public debt/GDP ratio will cause an additional crisis, since the ECB is backing 

the government bonds of Italy. 
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 Looking ahead, the GDP of the euro bloc is expected to contract by 6% or more in 2020, and 

afterwards a recovery is expected with growth at a rate of 1.5% in 2021.  In the first quarter, 

GDP is expected to contract 0.9% (Q/Q) and in the second quarter GDP is expected to contract 

3.6% (Q/Q).  Financing of the crisis is expected to raise the deficit of the euro bloc from 0.5% 

to more than 3.0% of GDP. 

 

Inflation and monetary policy: the ECB will purchase €750bn worth of bonds. This in 

addition to the central bank's plan to purchase €120bn worth of bonds, declared at the time 

of the last interest rate announcement. As a result of the announcement on the bonds 

purchase plan, government bond yields in the large economies of the euro bloc declined. 

The interest rate remained unchanged but the TLRO plan was expanded in order to 

provide liquidity to the financial system. 

 The ECB launched its Pandemic Emergency Purchase Program (PEPP), according to which 

it will purchase €750bn worth of bonds. This is in addition to the central bank's previously 

announced plan to purchase €120bn worth of assets. Together with prior acquisitions, the 

ECB will purchase €1.06tn worth of bonds in 2020; and the central bank added it is 

completely prepared to increase the plan as needed. The ECB will be flexible in its choice of 

countries from which it will purchase bonds, also with respect to the timing of its purchases. 

This flexibility will enable the ECB to purchase the bonds of Italy and Greece, the economies 

of which are expected to be substantially damaged due to the breakout of the coronavirus. 

The central bank is also free to schedule its purchases at times in which there will be selling 

pressures in the bond market. However, the ECB kept the issuer limit restriction in place, thus 

preventing it from purchasing more than 33% of the bonds of any specific country. This 

means the ECB will be unable to purchase more than €150bn worth of the bonds of the Italian 

government (8% of GDP). 

 The ECB left the interest rate on loans at its current level (0.00%) despite the concern over 

the spread of the coronavirus and a deepening of the economic crisis. The interest rate on 

deposits also remained negative at a level of minus 0.5%. However, The ECB will allow 

banks to operate temporarily below the level of capital requirements defined for them, and 

the banks will be allowed to use secondary capital devices. This is with the goal of enabling 

the banks to increase loans to businesses. In addition, the ECB broadened its TLRO plan in 

order to provide liquidity to the financial system and to assist the banks to expand the amount 

of credit granted to clients. However, the ECB noted that currently it does not see any 

problems of liquidity in the financial system, and the expansion of the TLRO plan is intended 

to provide backing to the financial system only when it will be needed. In the March 12 

interest rate decision, the ECB announced it expects the interest rate will remain at or below 

its current level until inflation will reach the target of slightly below 2%. 

 The bond purchase plan of the ECB helped to lower the yields on government bonds in the 

euro bloc, after they had spiked this month due to the stoppage of economic activity in some 

of the countries. However, the yields are still slightly higher than what they were prior to the 

breakout of the coronavirus across the euro bloc. We note that during the entire recent period, 

the yields on German government bonds remained negative. The yields on the bonds of 
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France returned to negative territory, after the announcement of the PEPP of the ECB (see 

Chart 3). 

 Inflation in the euro bloc stands at 0.7% and core inflation equals 1.0% (see Chart 4).  Inflation 

is expected to decline, perhaps even into negative territory, due to the sharp drop in energy 

prices and due to the sharp decline in local demand, resulting from the implementation of 

closures in certain countries within the euro bloc. In our opinion, inflation is expected to 

decline in the second quarter to an annual rate of -1%, and average core inflation in 2020 is 

expected to equal 0.5%.  
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Disclaimer 
The data, information, opinions and forecasts published in this publication (the 

“Information”) are furnished as a service to the readers and do not necessarily reflect the 

official position of the Bank. The above should not be seen as a recommendation and 

should not replace the independent discretion of the reader, nor should it be considered 

an offer or invitation to receive offers or advice – whether in general or in consideration 

of the particular data and requirements of the reader – to purchase and /or to effect 

investments and/or operations or transactions of any kind.  

 

The Information may contain errors and is subject to changes in the market and to other 

changes. Likewise, significant discrepancies may arise between the forecasts contained 

in this booklet and actual results. The Bank does not undertake to provide the readers 

with notice, in advance or in retrospect, of any of the aforementioned changes by any 

means whatsoever.  

 

The Bank and/or its subsidiaries and/or its affiliates and/or the parties controlling and/or 

parties having an interest in any of them may, from time to time, have an interest in the 

information represented in the publication, including in the financial assets represented 

therein. 
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