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How hard are high rates hitting the economy?

» The global economy is slowly converging to a more trend-like pace of growth, as the eurozone and
China slowly recover, while the US economy comes back down to earth

» With disinflation continuing, growth considerations are likely to increasingly weigh in central bank
decision-making, as we approach the expected start of rate cuts in June

» With that in mind, we take stock of the impact of high rates so far. High rates are clearly weighing on
bank lending, but strong balance sheets continued to guard against a more severe slowdown

» Reqgional updates: Inflationary pressures are melting away in the eurozone, while in the Netherlands,
coalition talks to form a government have gained new momentum

» Inthe US, we judge that recent hot inflation readings are more noise than signal

» Growth indicators in China continue to stabilise, but the property sector is still not out of the woods

Global View: High rates are clearly limiting growth, but strong balance sheets remain a buffer

“The pricing out of rate cuts is likely to run out of steam” was the prediction of our February Global Monthly, and indeed,
markets are broadly unchanged in still expecting around 3-4 rate cuts by the ECB and Fed in 2024. Growth indicators
offered further signs of a bottoming out in the eurozone and China, while in the US, the slowdown that started in January
was confirmed by the February data. Big picture, the global economy is slowly converging towards a more trend-like pace of
growth, and this remains our base case for the second half of 2024. This does not mean there aren’t things to worry about.
As we explain in our China outlook, the recovery there is still too much tilted to the supply side, which — while helpful for
global inflation — is stoking trade tensions. Indeed, the European Commission this month took the first step towards imposing
tariffs on imports of electric cars from China, as it announced it had ‘sufficient evidence’ China has subsidised its exports.
This raises the risk of a EU-China trade spat, even before a potential Trump 2.0 enters the fray. In the meantime, while
markets appear more worried about inflation than growth risks at present, Fed Chair Powell last week reiterated that the
risks to the outlook are ‘two-sided’ and that the Fed also worries that ‘if we ease too late, we could do unnecessary harm to
employment’. Taking a cue from this, this month we take stock of the impact high rates have had so far on the economy.

Eurozone flash PMI points to further bottoming out China’s electric car exports are stoking tensions
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Further bottoming out in eurozone & China; US slowdown confirmed \
As we describe in our regional outlooks, growth indicators over the past month have pointed to a further stabilisation (or

even modest recovery) in the eurozone and in China, while the US is now clearly slowing. In the eurozone specifically, the
composite PMI rose for the fifth consecutive month, and is now on the cusp of signalling expansion in the eurozone

economy at 49.9, having languished below 50 for most of the past year. The rise was driven again by services, which rose to

a 9 month high of 51.1 in March. The manufacturing PMI fell back, but this was primarily due to a shortening in delivery

times as the Red Sea disruptions unwound; indeed, if we remove the impact of this, the manufacturing PMI would have risen
slightly thanks to stronger new orders (see chart above). All in all, the PMI is consistent with our base case for the eurozone,
which sees GDP roughly stagnating in Q1, while the pickup in forward-looking expectations components suggests growth

will pick up in Q2 (we have pencilled in 0.2% g/q for Q2).

Disinflation is also broadly continuing, although the US is seeing some ‘bumps in the road’ which we judge are unlikely to
persist. We did raise our US PCE inflation forecast for this year by 0.4pp to 2.4% as oil prices — and refiner margins — picked
up sooner than expected (in the eurozone, our inflation forecasts are unchanged as higher oil prices have been offset by
lower natural gas prices). But as our latest oil market update describes, the modest growth outlook means our year-end
forecast for oil prices is unchanged, and so therefore is our end 2024 inflation forecasts. Against this backdrop, while the
Bank of Japan this month finally started to raise interest rates, the combination of normalising growth and inflation in the
eurozone and US continues to point to a gradual lowering of interest rates by the ECB and Fed back to more normal levels
from June onwards.

Where are we with monetary policy transmission?

In recent publications we have focused heavily on the inflation outlook, and how crucial wage growth and other inflation
drivers are likely to be for the path of interest rates. However, the other key part of the equation is how much the high level of
interest rates is weighing on growth, and specifically, the risk of recession that this poses. As inflation continues to

normalise, growth considerations are likely to increasingly weigh in central bank decision-making going forward, and this
was underlined last week by the aforementioned comments of Fed Chair Powell on the ‘two-sided’ risks to the outlook.

The growth risks of high rates was a theme we tackled repeatedly in the course of 2023. For much of last year, we expected
recessions in advanced economies to result from the steepest rise in interest rates in decades — understandable, given that
historically, this is the typical outcome of high rates. However, we also noted that households and business had very strong
balance sheets after all of the government support (and restrained consumption and investment) of the pandemic period,
and that this would limit the pain of high rates. Since then, the evidence has only mounted to support this thesis. As we
describe below, high interest rates have clearly left their mark on the economy. But strong balance sheets have continued to
be a more important buffer for growth than we had expected.

Taking stock of the high rates impact

The primary channel through which high rates affect the economy is by depressing lending to households and business.
Higher rates make it more expensive to borrow, raising the interest burden on existing (floating rate) debt, and incentivising
deleveraging vis-a-vis consumption and investment. Understandably, then, the most immediate and visible part of the
economy to be hit by high rates was housing. Housing markets have corrected across advanced economies since mortgage
rates started surging in late 2021, and housebuilding declined sharply. While housing markets have since rebounded —
helped by falling mortgage rates in anticipation of central bank rate cuts — aggregate bank lending remains depressed, and
is stagnating the eurozone and close to stagnation in the US. It is true that eurozone businesses are far more dependent on
bank lending than in the US, where use of capital markets is more widespread. However, corporate bond issuance in the US
has also slowed sharply, driven by outright declines in high yield issuance. Even with market rates having fallen in recent
months, net issuance remains historically weak.

This weakness in lending has had an impact on growth. For instance, business investment in the eurozone has stagnated
while in the US it is slowing. In the eurozone, the high savings rate appears also to have weighed on consumption. But such
weakness in lending to the real economy would typically be associated with recession. Instead, while the eurozone has
skirted recession, the economy has held up better than expected, while the US has been nowhere near close to recession.
How did this happen, and will economies continue to dodge recession? We first tackle the ‘why’.


https://www.abnamro.com/research/en/our-research/oil-market-update-cuts-to-be-offset-by-more-non-opec-supply
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https://www.abnamro.com/research/en/our-research/macro-watch-wage-growth-how-far-does-it-need-to-fall
https://www.abnamro.com/research/en/our-research/global-monthly-will-the-red-sea-disturbances-throw-disinflation-off-track
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Bank lending to the economy is stagnating...

...while corporate bond issuance has slowed sharply
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Looking at the charts on lending and bond issuance, what is striking is that just prior to the surge in interest rates, borrowing
grew very sharply, as households and businesses took advantage of the very low rates in the pandemic. To some extent,
this probably frontloaded some borrowing demand, and so some of this lending is likely funding activity in the current period.

A second and related factor is the strengthening of balance sheets, helped by massive government support — as well as
restrained consumption and investment — during the pandemic and the energy crisis. This is evident in both debt ratios and
cash buffers, particularly on the household side. Household debt in the eurozone fell to just 54.4% of GDP in Q3 23, the
lowest since 2004, and in the US it fell to 62.6%, the lowest since at least 2003 (when the current comparable data series
began). Corporate debt has not fallen quite as significantly, but in the US for instance it is the lowest since 2014, having
been on arising trend prior to the pandemic. Cash balances — both household and business — also remain historically high.

Business investment is stagnating in the eurozone Household balance sheets have strengthened further
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US households have been more willing to use their strong balance sheets...

The main reason for US economic outperformance over the past two years is arguably that it was largely unaffected by the
energy crisis in Europe. The Inflation Reduction Act in the US is also sometimes cited, but the EU’s Recovery & Resilience
Facility is probably having just as much of an impact in the eurozone (with for instance Italy currently outperforming on the
back of this). A major driver, in our view, is behavioural. US households have been more willing to rely on their strong
balance sheets to fund consumption than their eurozone counterparts. This is clear when looking at the household savings
rate. While eurozone households have always tended to save more than those in the US, that gap has widened in recent
years, with eurozone households saving even more than they normally do, while US households have been saving less than
normal (see chart). Indeed, in the US, although household debt has been falling in the aggregate, credit card debt —
particularly among low income households — has risen sharply, while high income households have continued to burn
through the excess cash they saved during the pandemic.
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US households have been more willing to spend Interest burden on households has risen sharply \

% difference in savings rate with 2015-19 average Interest cost, % disposable income (US)
20
3.0
15 25
10 /\ 2.0

5 / \—\/\ 15
] 1.0

0.5
-5
17 18 19 20 21 22 23 0.0 = T T T T T T T T T T T 1
00 02 04 06 08 10 12 14 16 18 20 22 24
—Eurozone us ——Interest, % income
Source: LSEG, ABN AMRO Group Economics Source: LSEG, ABN AMRO Group Economics

...but this has not come without consequences

Although in the aggregate balance sheets remain healthy — and, if anything, continue to improve — in the US, there are signs
of stress now resulting from high rates and the pockets of consumer exuberance. Interest expenses as a share of disposable
income have risen to the highest since 2007, while the rate of those becoming overdue on their credit card debt is the
highest since 2011 (see chart below). Because the aggregate debt picture is so benign, we do not think these problems
pose a systemic risk to the economy. However, as increasing numbers of consumers become locked out of credit, this will
inevitably weigh on consumption growth, and this is one of the main reasons we still expect some slowdown in the US
economy over the coming quarters.

Rising financial stress still likely to slow consumption Financial conditions already highly accommodative
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Central banks will probably be just in the nick of time to lower rates

Strong balance sheets have shielded many households and businesses from the pain of high rates, and with inflation
normalising, those high rates are already starting to fall back. Indeed, the decline in bond yields as well as risk-on sentiment
in equity markets has pushed financial conditions in the eurozone to the most accommodative level since 2007, and
conditions in the US are also historically accommodative (see chart above). Other drivers of lending — such as bank lending
standards — are also starting to ease again, as rates fall and risk appetite improves. Monetary policy works with ‘long and
variable lags’, and there is still some risk that there is more economic weakness in the pipeline that is not yet visible. For
instance, labour markets — particularly in the eurozone — are showing signs of weakness, and we do expect a small rise in
unemployment over the coming year. However, the risk of a more severe slowdown or recession is diminishing. Provided
that central banks do follow through on expectations to lower policy rates from June, our base case continues to see
eurozone growth recovering back to trend by the end of the year, and although we do expect some slowdown in the US, this
is unlikely to be long-lasting given the turn-around in financial conditions.
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Eurozone: Inflationary pressures are melting away \

Aline Schuiling — Senior Economist | aline.schuiling@nl.abnamro.com

» Incoming data suggests GDP remained roughly stagnant in the first months of 2024
» Thanks to the ongoing economic sluggishness, underlying inflationary pressures are easing...
» ...allowing the ECB to start cutting rates in June

Eurozone GDP probably stagnated for the sixth consecutive quarter in 2024Q1. Our monthly GDP tracker, consisting of
retail sales, new car registrations, industrial production, as well as surveys gauging activity in the services sector, suggests
that GDP was roughly unchanged in January-February. Recent indicators for global industry and trade have signalled a
bottoming out, suggesting that the EZ industrial sector and exports should pick up in the coming months. On the other hand,
final domestic spending is expected to remain subdued for a while, with fiscal policy tightening and the still high level of
interest rates dampening consumption and investment. Also, the deterioration in labour market conditions that has resulted
from the ongoing economic stagnation is expected to have a downward impact on wage growth and private consumption this
year. Following economic stagnation in Q1, we expect GDP growth to pick up somewhat during the rest of the year, but
remain below the trend rate.

Disinflation has continued in the first months of 2024. Headline inflation declined to 2.6% in February, down from 2.8% in
January and core inflation decreased to 3.1% from 3.3%. The details show that since the end of 2023, the largest drops
were in food and non-energy industrial goods. Services inflation stabilised in January and February 2024 (at 4.0%) and
energy price inflation increased, although it remained negative (-3.7% yoy in February). Services is by far the biggest
contributor to total inflation. Services inflation is mainly domestically driven and wage growth has a relatively big impact on
price changes. Therefore, easing wage growth will be an important condition for services price inflation to ease. As we
explain in a recent note (see here) wage growth in the eurozone has already peaked and we expect it to continue to decline
in the coming quarters. Moreover, ongoing weak (services) consumption growth is limiting the room for price rises. All in all,
we expect headline and core inflation to continue to decline in the coming months, approaching the ECB’s 2% target around
the middle of the year.

GDP still stagnant moving into 2024 Inflation mainly driven by services sector

% 3M/3M Contribution to headline inflation, pps/% Y/Y
5.0 2.0
15 12
E
1.0 8
AN 0.5
1.0 i \/\»/‘/\“I\/_\ [Nag | Ve oo 6
w —r T T . 4
-1.0 s -
“\/ 05 2 A
-3.0 1.0 0 bbb | L
15 2
-5.0 -2.0 Jan-20 Jan-21 Jan-22 Jan-23 Jan-24
12 14 16 18 20 22 24
——Monthly GDP Tracker (lhs) GDP (rhs) Industrial gds Services == Food
mm Energy —All items
Source: European Commission, ABN AMRO Group Economics Source: LSEG, ABN AMRO Group Economics

The ECB kept its communication on monetary policy unchanged in its March policy statement, however ECB staff made
downward revisions to their inflation forecasts, which lays the groundwork for the start of a monetary easing cycle in the
coming months. In the press conference, ECB President Christine Lagarde suggested that June would most likely be the
starting point for rate cuts. Despite the downward revisions, President Lagarde said that recent data made the Governing
Council more confident on inflation but not yet ‘sufficiently confident’. Although the ECB was seeing evidence of slowing
underlying inflation, it wanted to see more convincing data of slowing domestic inflationary pressures, especially on wage
growth and services inflation. In terms of the data flow on these topics, she asserted that ‘we will know a little more in April
and a lot more in June’. This is not a very subtle hint that the ECB will likely wait until June before cutting rates.
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The Netherlands: Contours of growth in 2024 taking shape \

Jan-Paul van de Kerke — Senior Economist | jan-paul.van.de.kerke@nl.abnamro.com
Aggie van Huisseling — Economist | aggie.van.huisseling@nl.abnamro.com

» Growth is expected to pick up to 0.7% in 2024 and 1.2% in 2025, up from 0.1% in 2023, mostly driven
by private consumption on the back of a purchasing power recovery

» Over the course of 2024, as financial conditions ease and external demand increases, growth will
pick up further

» Our research shows that the concentrated payout of the energy allowance has added to Q4
consumption growth, and we expect some payback in the first quarter due to this support fading

» Coalition talks have gained new momentum, increasing the chances of a PVV, VVD, NSC and BBB
coalition

Since the positive Q4 GDP print (+0.3% goq), in which the Dutch economy exited the technical recession, economic momentum has
remained broadly stable. Incoming data is in line with our expectations of positive but weak growth going forward. Industrial PMls
point towards some bottoming out in export-orientated sectors such as industry and trade. Business and consumer confidence are
increasing but still negative. Recent labour market data indicate continued tightness with unemployment moving sideways at
historical lows. Bankruptcies are increasing from pandemic lows but the run-up remains contained compared to eurozone peers.
Finally, disinflation has broadly continued, with core inflation falling below 3% in February for the first time since March 2022.

Looking forward, the outlook for the first half of 2024 remains positive but weak. We expect growth to pick up later in the year as
financial conditions ease and external demand increases on the back of eurozone growth. In the last quarter of 2023 we already
saw the contours of the components that will drive growth this year. Improved purchasing power of households, fuelled by very
strong CLA-wage growth and further disinflation, will support private consumption. Indeed, during 2024, CLA-wage increases will
have surpassed increases in the price level, raising purchasing power. The government, despite its caretaker status is also
contributing to growth, in two ways. First, by further raising purchasing power of lower income households via redistributive policies,
such as a higher housing rental allowance. Second, by adding directly to GDP via increasing government consumption, for example
higher public wages and investment growth in for instance infrastructure.

Purchasing power recovery due to strong wage growth Energy allowance a driver of Q4 consumption growth
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We anticipate some payback in consumption in the first quarter due to the historically high consumption growth in Q4. Our research
suggests a significant driver of the expansion was the concentrated payout of the energy allowance of EUR 1300 to low income
households. Indeed, contrary to 2022 where the payout was spread over the year, in 2023 75% of the energy allowance was paid
out in Q4. Our research (in Dutch) suggests about 40% of this allowance to low income households was spent within three weeks.
A back of the envelop calculation suggests that roughly 25% of the total consumption growth in Q4 was related to the energy
allowance payout. As the energy allowance is phased out in 2024, Q1 consumption growth will face some payback from Q4 highs.

Negotiations to form a government recently gained new momentum. The expected coalition between election winner PVV (far-
right), outgoing prime minister Rutte’s VVD (liberal centre-right) and newcomers the Farmer Citizen Movement (BBB, right) and New
Social Contract (NSC, centre-right) have resumed talks over forming a new government. Contrary to a typical majority coalition, the
parties intend to form a ‘program’ or ‘extra-parliamentary’ coalition in which they act upon loosely defined policy goals rather than a
very concrete and well-defined coalition agreement. As a result, political parties in Parliament will have more power, something that
has broad support in the Dutch political landscape.
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US: Is inflation heating up again? We think not \

Bill Diviney — Senior Economist | bill.diviney@nl.abnamro.com

Activity and jobs growth have slowed to a more trend-like pace in recent months

A couple of hot inflation prints have reignited market doubts over the disinflation path

We see little reason to think this will persist; on the contrary, pipeline price pressures remain benign
We continue to expect the Fed to begin lowering rates from June

v Vv Vv Vv

The US economy continues to grow at a more trend-like pace, after backward revisions suggested activity slowed more
sharply in January than preliminary data suggested. Both retail sales and industrial production modestly increased in
February, but this followed deeper contractions in these measures in January. Meanwhile, jobs growth remained strong in
February at 275k, but January’s blockbuster 353k reading did after all prove to be a mirage, as it was revised sharply lower
to a 229k rise. Below the surface, the labour market is showing some signs of weakness, with for instance the hiring rate
now below the pre-pandemic level, while the household survey shows a slight rise in the unemployment rate. But big picture,
we think the labour market is continuing to normalise rather than weakening in an alarming manner.

Indeed, financial markets appear more worried about inflation than about downside risks to the growth outlook. Near-term
market-based measures of inflation expectations have risen sharply since the start of the year, and markets now expect
three rate cuts from the Fed this year, compared to almost six cuts back in January (we continue to expect five rate cuts).
Inflation in January-February did come in on the firm side, although this followed some especially weak readings at the tail-
end of 2023. The core CPI, for instance, rose 0.4% m/m in both January and February, which is around double the normal
rate of price growth (though still far below the 0.7-8% readings at the height of the inflation surge). We did not see anything
in the reports to suggest these firm inflation readings would persist. The strength was driven by three main factors: 1) pass-
through from the recent jump in oil prices to some core components, such as airfares; 2) lumpy pass-through of earlier rises
in housing rents; 3) possible residual seasonality in the m/m data (as Fed Chair Powell also suggested).

New lease data suggests sharp decline in inflation Indeed tracker suggests wage growth has normalised
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The bottom line is that pipeline price pressures still point to significant disinflation to come, especially from housing rents,
with rents for new leases growing at rates below the pre-pandemic trend already for the past half year. This takes time to
feed through to inflation, with past relationships suggesting a lag of around one year. The other key pipeline pressure is
wage growth, but this also looks relatively benign: February’s average hourly earnings rose just 0.1% m/m, while the Indeed
monthly tracker for job switchers showed wage growth of just 3.1% y/y — back in line with the pre-pandemic norm, and the
lowest reading since September 2020. The Atlanta Fed wage tracker is still a little on the high side, but this indicator is very
lagging. Inflation is forecast to be somewhat higher in the near-term (see forecast table at the end of this publication), but
this largely reflects the earlier rise in oil prices than we anticipated; our year-end forecast for inflation is essentially
unchanged. With disinflation in our view very much on track, we therefore think the Fed remains on course to start lowering
rates from June. See our latest Fed Watch for more.
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China: Always look at the demand side of life \

Arjen van Dijkhuizen — Senior Economist | arjen.van.dijkhuizen@nl.abnamro.com

» We keep our growth forecast for 2024 at 4.7% for now; upside/downside risks more or less balanced
» Supply side still stronger than demand side, adding to deflationary pressures and trade spats
» Property sector not out of the woods yet: breaking the negative feedback loop remains key

Recent data point to stabilisation amongst ongoing imbalances, with the supply side stronger than the demand side. That
contributes to global disinflation and trade tensions. The growth target of ‘around 5%’ announced in early March is the same
as last year's. Still, in the absence of a reopening bonus, it puts the bar higher for this year (with headwinds from real estate
and the global environment remaining). That explains why Prime Minister Li Qiang added that the target will not be easy to
achieve. Strikingly, we have not yet seen a movement in consensus towards this growth target yet (current median estimate
for 2024 growth: 4.6%, ABN AMRO: 4.7%). The question remains whether the additional (fiscal) stimulus announced by
Beijing will be sufficient — in particular to shift sentiment in the private sector and break the negative feedback loop in real
estate, still the biggest drag to growth (see, China — 2024 growth target more ambitious than support plans). All told, we
keep our growth forecasts unchanged for now, with upside and downside risks appearing balanced at the moment.

Latest data show supply side still stronger than demand side, with no signs of a clear property sector revival yet
Recent survey and activity data confirm the supply side is still stronger than the demand side (see here). PMI output
components are better than demand components, and industrial production did well in January/February. Still, retail sales
growth remains underwhelming, despite strong tourism spending during the LNY break. Public investment growth benefited
from previous stimulus, while private investment showed (moderate) growth again for the first time since April 2023. Mean-
while, there are no signs of a property sector revival. Property investment and residential sales are still deep in contraction
territory, with even sales of state-owned developers coming down recently. Lending growth has fallen below 10% yoy,
reflecting weak loan demand. The unemployment rate picked up to 5.3%, and consumer confidence remains weak. CPI
inflation rose back to positive territory in February, impacted by LNY-specific factors, but PPI inflation was still negative — for
the 17" month in a row. All in all, Beijing’s support measures benefit the supply side more than the demand side so far. This
is deflationary, with a global impact on industrial goods’ prices, while it is also adding to trade tensions (particularly on EVs).

Retail sales are still lagging China’s supply-demand imbalances are a deflationary force
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Breaking the negative feedback loop in the property sector remains key

The inclusion of CNY 1trn in special long-term central government bonds in the fiscal plans presented to parliament in early
March (and the pledge to keep using this instrument in coming years) signals the central government is taking a bigger role
in fiscal stimulus. This is a logical reaction to the debt/financing distress amongst several local governments (with the so-
called land-finance development model broken), which could harm the execution of fiscal support at the local level. Breaking
the negative feedback loop in the property sector remains key. Beijing is working on reducing financing distress for healthy
developers (partly through ‘whitelisting’ of projects eligible for financing) to support the completion of prepaid homes — the
main source of discomfort amongst (potential) homebuyers. But it takes time for these measures to have an impact, while
rising problems at state-owned developers due to falling sales may even signal a further hit to confidence in the near-term.
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Growth indicators are bottoming out in the eurozone and China, while the US is slowing. Big picture, the global
economy is slowly converging towards a more trend-like pace of growth, and this remains our base case for the
second half of 2024. Global trade and industry are beginning to recover, but a sharp rebound is unlikely while
rates remain restrictive. On the positive side, inflation has fallen significantly and is now within touching

distance of central bank targets. The impact of the Red Sea disturbances has receded and the inflation impact is
likely to be minimal. Further falls in inflation will enable central banks to pivot to rate cuts by mid-2024, and
financial conditions have eased significantly in anticipation of this. Still, interest rates will stay high for some

time yet, and this will keep alid on the recovery.

Macro

Eurozone — Incoming economic data and survey results
for January-February have indicated that GDP stagnated
for the sixth consecutive quarter in 24Q1. GDP should
expand moderately during the rest of the year, as global
trade and industry bottom out, which will support EZ
exports. Domestic spending is expected to remain weak
though. Labour market conditions have deteriorated, and
wage growth is slowing down. Headline and core inflation
have remained on a downward trajectory moving into 2024.
We expect headline and core inflation to be close to the
ECB's 2% target around the middle of this year.

The Netherlands — Growth will increase to 0.7% in 2024
and 1.2% in 2025, mostly driven by private consumption on
the back of a purchasing power recovery. Over the course
of 2024, as financial conditions ease and external demand
increases, growth further picks up. Labour market tightness
remains, but the unemployment rate will marginally rise to
4.0% in 2024. Inflation (HICP) continues trending
downward to average 2.8% this year, down from 4.1% in
2023. Coalition talks have gained new momentum,
increasing the chances of a right-wing coalition.

UK - Disinflation has continued, providing some relief to
the Bank of England, but upside inflation risks remain
significant given that wage growth is still elevated and well
above levels consistent with the 2% target. At the same
time, unemployment has started rising, and we expect a
softening in demand to dampen wage growth over time.
The economy is expected to broadly stagnate over the
coming year or so, weighed by tight monetary policy.

US — Growth is slowing to a more trend-like pace in the
early months of 2024, following well above trend growth in
H2 2023. The recent strength in inventory build makes the
economy vulnerable to a sharp slowdown in coming
quarters. We also expect a slowdown in consumption given
increasing financial stress among low income households
and a reduced tailwind from excess savings. We expect
more subdued growth in Q2-Q3, before easing financial
conditions set the stage for a recovery later in 2024. Wage
growth has nearly normalised, and inflation is moving in
line with expectations back to the 2% target. Avoidance of
a sharper slowdown hinges on a timely pivot to rate cuts by
the Fed in response to falling inflation.

China — Recent data point to stabilisation amongst ongoing
imbalances, with the supply side stronger than the demand
side. That contributes to global disinflation and trade
tensions. There are no signs of a property sector revival
yet. Breaking the negative feedback loop in the property
sector remains key. Beijing is working on reducing financial
distress for healthy developers, but residential home sales
keep falling (even those of state-owned developers). The
central government is taking a bigger role in fiscal stimulus,
given problems at local governments.

ECB — The ECB kept policy rates unchanged in March. In
In the press conference, ECB President Lagarde hinted
that June would most likely be the starting point for rate
cuts. Lagarde said that recent data made the Governing
Council more confident on inflation but not yet ‘sufficiently
confident’. Although the ECB was seeing evidence of
slowing underlying inflation, it wanted to see more
convincing data of slowing domestic inflationary pressures,
which would be available by June. Subsequently, we
expect 25bp rate cuts at each of the remaining policy
meetings this year (i.e. 125bp in total in 2024).

Fed — The FOMC has kept rates on hold since its last rate
hike in July. We expect the Fed to start cutting rates from
June. Even with rate cuts starting this year, monetary
policy is expected to remain restrictive throughout 2024
and into the first half of 2025. We expect the upper bound
of the fed funds rate to reach 4.25% by end-2024, and 3%
by mid-2025. The Fed also looks set to slow down its
quantitative tightening somewhat sooner than previously
expected. We expect an announcement in May, with a
slower pace of QT starting in the second half of 2024.

Bank of England — The MPC has kept policy on hold since
last August. We think Bank Rate has peaked at 5.25%. The
BOE is in full data-dependent mode, and UK macro data
has been erratic over the past year. We do not expect rate
cuts until next August. The risk is tilted towards somewhat
earlier cuts given the more rapid progress on inflation.
However, sticky wage growth — which poses upside risks to
medium-term inflation — is likely to stay the MPC’s hand.

Bond yields — Following recent macroeconomic data
releases (particularly in the US) and central bank officials’
speeches, the financial market started to retrieve gradually
from its extensive policy rate cuts for 2024. The market
priced out as much as 60bp of cuts for the ECB and about
75bp for the Fed by the end of this year. Indeed, the
market has now delayed its first rate cut to June, which is
in line with our rates forecast. Indeed, as we expected, the
pricing out of extensive rate cuts occurred which means
that we expect bond yields to soon start their way down
again. We expect the declining trend to be the steepest as
we approach the month of June and to keep this trend for
the rest of the year across all maturities.

FX — For this year we expect expectations for Fed/ECB
policy to continue to drive the direction in EUR/USD. For
both the Fed and the ECB we expect modestly more rate
cuts this year than the market now anticipates. So we are
somewhat more dovish than the market for both central
banks and the difference with the market is roughly the
same in each case. This would imply that EUR/USD stays
close to current levels if no other driver presents itself. Our
forecast for the end of 2024 stands at 1.10.
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Main economic & financial market forecasts

GDP Inflation Policy rate
2022 2023 2024 2025 2022 2023 2024 2023 2024
Eurozone 3.5 0.5 0.4 1.6 8.4 5.5 23 2.1 2.00 4.00 2.75 1.50
Netherlands 43 0.1 0.7 1.2 11.6 4.1 2.8 2.4
UK 4.3 0.1 0.1 1.1 9.1 7.4 24 29 3.50 5.25 4.75 3.50
us 1.9 2.5 2.1 1.9 6.5 3.8 2.4 1.9 4.50 5.50 4.25 3.00
China 3.0 5.2 4.7 4.6 1.9 0.2 1.0 1.8 3.65 3.45 3.25 3.25
2023 22/03/2024 Q124 2023 22/03/2024 Q124
US Treasury 3.88 4.21 4.05 3.65 3.25
German Bund 2.02 2.32 2.30 1.90 1.75 |Brent- USD/bbl* 77.04 85.43 80 90 80-85
EUR/USD 1.05 1.08 1.10 1.10 1.10 |WTI- USD/bbl* 71.65 80.63 75 85 75-80
USD/CNY 7.10 7.23 7.20 7.00 6.80 |TTF Gas - EUR/MWh*| 35.25 31.07 30 40 35-40
GBP/USD 1.23 1.26 1.27 13 1.30
*Brent, WTI: active month contract; TTF: next calender year
2023 2024 2025
GDP (goq) Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 (OF] Q4
Eurozone 0.0 0.1 -0.1 -0.1 0.0 0.2 0.2 0.4 0.4 0.5 0.6 0.5
Netherlands -0.5 -0.4 -0.2 0.4 0.0 0.4 0.5 0.5 0.2 0.2 0.1 0.4
US (saar) 2.2 21 4.9 3.2 15 1.0 1.5 1.5 2.0 2.0 2.5 20>
UK 0.2 0.0 -0.1 -0.3 0.2 0.1 0.2 0.3 0.3 0.3 0.3 0.4
China (yoy) 4.5 6.3 4.9 5.2 4.4 5.0 4.7 4.8 4.7 4.6 4.5 4.5
Inflation Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4
Eurozone 8.0 6.2 4.9 2.7 2.6 2.2 2.1 2.2 2.1 2.0 2.2 2.1
Netherlands 7.2 6.3 2.7 0.4 3.1 2.8 2.6 2.5 2.6 2.4 23 2.2
US (PCE) 5.0 3.9 33 2.8 2.4 2.5 2.3 2.5 2.2 1.8 1.8 1.9
UK 10.2 8.4 6.7 4.2 3.6 1.6 1.9 2.3 2.6 3.2 3.0 2.8
China 1.3 0.1 -0.1 -0.3 0.0 0.6 1.4 2.2 2.1 18 1.7 1.6
Eurozone 6.6 6.5 6.5 6.5 6.4 6.7 7.0 7.1 7.0 6.8 6.6 6.5
Netherlands 3.5 3.5 3.6 3.6 3.7 3.9 4.1 4.2 4.2 4.2 4.2 4.2
us 3.5 3.6 3.7 3.8 3.9 4.2 4.2 4.1 4.1 4.0 3.8 3.8
Policy rate Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 [OF] Q4
Eurozone 3.00 3.50 4.00 4.00 4.00 3.75 3.25 2.75 2.25 1.75 1.50 1.50
us 5.00 5.25 5.50 5.50 5.50 5.25 4.75 4.25 4.00 3.25 3.00 3.00
UK 4.25 5.00 5.25 5.25 5.25 5.25 5.00 4.75 4.25 4.00 3.75 3.50
China 3.65 3.55 3.45 3.45 3.45 3.35 3.30 3.25 3.25 3.25 3.25 3.25
Source: LSEG, Bloomberg, ABN AMRO Group Economics (saar=season adjusted annual rate)
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