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⚫ Manufacturing weakness is spilling over to the rest of the economy 

⚫ Core inflation finally starts dropping 

⚫ ECB hiking is done, cuts on the horizon 

In Europe, disappointing data continued pouring throughout the summer and into the fourth quarter. 

Manufacturing continued to be a drag on growth throughout the year. New orders have been plunging 

for a while, and output was held up by large backlogs of unfulfilled orders; nevertheless, purchasing 

managers’ index (PMI) surveys indicate that companies’ stock of orders is declining, and inventories are 

being run down. Although the pace of contraction in manufacturing is decelerating somewhat, global 

demand is weak, and recovery is not yet in the cards. 

Services activity indicators also weakened substantially in the third quarter. Admittedly, there seems to 

be a new post-pandemic seasonal pattern emerging that overstates the strength of services in spring 

and understates it in autumn. Nonetheless, the current level of PMI and other data available is pointing 

to a -0.2% (q/q) GDP contraction in the third quarter 

The labour market remains a bright spot of the European economy. The unemployment rate holds at an 

all-time low of 6.4%. In addition, due to the combination of retreating inflation and slightly accelerated 

wage growth, purchasing power stopped falling in the second quarter. Likely, real wages resumed 

expanding in the third quarter. Strong employment and better real income trends should boost 

household consumption over the coming quarters.  
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So far, there are few reasons to be optimistic about the European economy. Monetary policy is exerting 

a massive drag via the credit channel, new credit has dried up, and the broad money supply already fell 

by1.1% in August.  Fiscal policy is likely turning from neutral to contractionary next year - the fiscal 

impulse (change in the fiscal balance) is planned to be 0.6 percentage points (pp) in euro area. Foreign 

demand seems unlikely to recover soon and bring relief to the exporting sectors. We expect the 

European economy to expand up to half a percent this year and the next. However, given the numerous 

risks, it is very easy to picture Europe slipping into recession.   

 

Over the summer, core inflation in Europe held above 5% and maintained the hawkish bias for the ECB. 

While leading indicators were for some time pointing to an easing in core inflation, lags and one-offs in 

administered prices held core inflation elevated. In September, the long-awaited negative surprise to 

core inflation finally arrived. Annual core inflation eased by 0.8 pp to 4.5%. Disinflation of goods has 

been obvious for several months now, but services prices are also becoming more encouraging. 

Judging from upstream prices, food and energy commodities, producer price indices, and disinflation 

ought to continue in the upcoming months.  

Energy price volatility might result in a temporary spike of headline inflation; however, given the 

tightness of monetary policy, the spillovers to broader prices would be much more limited. Overall, 

energy markets seem more resilient and less likely to be the source of negative surprises this winter. 

Last year, soaring gas prices caused electricity prices to soar and affected every sector of the economy. 

Now, with storage nearly full and the French nuclear fleet running smoothly, a repeat of energy-driven 

inflation is a way more remote risk. Admittedly, an apparent sabotage against the Baltic connector 

underwater natural gas pipeline between Estonia and Finland, which will take five months to repair, 

illustrates that European energy infrastructure remains a target for hybrid attacks.  
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As expected, the ECB increased all rates by anther 25 basis points in September, and this, most likely, 

was the final push during the hiking cycle. More unexpected were the revised macroeconomic 

projections, where the ECB has revised upwards its inflation expectations for 2024 and now expects 

headline inflation at 3.2% (mainly due to energy and food prices) and core inflation at 2.9%. We forecast 

both headline and core inflation to be some 0.5 percentage point below the ECB’s forecast. Wage 

growth in the euro area remains roughly two times faster than on average during the last decade, but 

forward-looking indicators (e.g., Indeed wage tracker) are indicating a slowdown during the next six 

months. Furthermore, a large share of excessive inflation last year was caused by wider profit margins, 

which can be adjusted downwards easily and are likely to shrink in the face of weaker demand. 

Market expectations have become more dovish during the recent weeks and are now pricing in a first 

cut in the summer of 2024 and another cut in the second half of next year. We remain less worried 

about inflation (see above) and more wary about the underlying economic developments, which will be 

further dampened by the negative credit impulse. We maintain our forecast that the ECB will cut rates in 

April, and by the end of 2024 the deposit rate will be approaching 2%. 
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This report (the “Report”) has been compiled by analyst(s) 

at Swedbank Macro Research, a unit within Swedbank 

Research that is part of Corporates & Institutions 

(“Swedbank Macro Research”). Swedbank Macro Research 

is responsible for preparing reports on economic 

developments in the global and domestic markets. 

Swedbank Macro Research consists of research 

departments in Sweden, Norway, Estonia, Latvia, and 

Lithuania.  

Swedbank Macro Research bases its research on a variety 

of aspects and analysis, for example, a fundamental 

assessment of the cyclical and structural economic, 

current or expected market sentiment.  

This Report is distributed by Swedbank Macro Research 

within Swedbank AB (publ) (“Swedbank”). Swedbank is 

under the supervision of the Swedish Financial Supervisory 

Authority (Finansinspektionen). In no instance is this 

Report altered by the distributor before distribution. 

In Finland this Report is distributed by Swedbank’s branch 

in Helsinki, which is under the supervision of the Finnish 

Financial Supervisory Authority (Finanssivalvonta). 

In Norway this Report is distributed by Swedbank’s branch 

in Oslo, which is under the supervision of the Financial 

Supervisory Authority of Norway (Finanstilsynet). 

In Estonia this Report is distributed by Swedbank AS, 

which is under the supervision of the Estonian Financial 

Supervisory Authority (Finantsinspektsioon). 

In Latvia this Report is distributed by Swedbank AS, which 

is under the supervision of The Financial and Capital 

Market Commission (Finanšu un kapitala tirgus komisija). 

In Lithuania this Report is distributed by “Swedbank” AB, 

which is under the supervision of the Central Bank of the 

Republic of Lithuania (Lietuvos bankas).  

This Report is not intended for physical or legal persons 

who are not clients of Swedbank or any savings bank in 

cooperation with Swedbank, or who are citizens of, or have 

domicile in, a country in which dissemination is not 

permitted according to applicable legislation or other 

decisions. 

This Report or any information in it is not for release, 

publication, or distribution, directly or indirectly, in or into 

the United States or any other jurisdiction in which such 

distribution would be unlawful or would require registration 

or other measures. 

In the United Kingdom this Report is addressed to and 

directed only at, and should only be relied upon by, persons 

who have professional experience in matters relating to 

investments falling within Article 19(5) of the Financial 

Services and Markets Act 2000 (Financial Promotion) 

Order 2005, as amended (the “Order”), persons who are 

high net worth entities falling within Article 49(2)(a) to (d) 

of the Order or are persons to whom it may otherwise be 

lawful to communicate the Report to (all such persons 

being referred to as (Relevant Persons”). No other person 

should act or rely on this Report and persons distributing 

this Report must satisfy themselves that it is lawful. 

All information, including statements of fact, contained in 

this Report has been obtained and compiled in good faith 

from sources believed to be reliable. However, no 

representation or warranty, express or implied, is made by 

Swedbank with respect to the completeness or accuracy 

of its content, and this Report is not to be relied upon as 

authoritative and should not be taken in substitution for 

the exercise of a reasoned, independent judgment by you. 

Be aware that statements regarding future assessments 

comprise an element of uncertainty. You are responsible 

for such risks alone and Swedbank recommend that you 

supplement your decision-making with material, which is 

assessed to be necessary. 

Opinions contained in this Report represent the analyst's 

present opinion only and may be subject to change. In the 

event that the analyst's opinion should change or a new 

analyst with a different opinion becomes responsible for 

Swedbank Macro Research’s coverage, Swedbank will 

endeavour (but does not undertake) to disseminate any 

such change, within the constraints of any regulations, 

applicable laws, internal procedures within Swedbank or 

other circumstances. 

Swedbank is not advising or soliciting any action based 

upon this report.  

To the extent permitted by applicable law, no liability 

whatsoever is accepted by Swedbank for any direct or 

consequential loss arising from the use of this report. 

In Swedbank Macro Research, internal guidelines are 

implemented in order to ensure the integrity and 

independence of the research analysts. All research 

reports are independent and based solely on publicly 

available information.  
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