
 

 

 

A brief look ahead at the market & review of key indices Week 07 | 11 February 2013 

Marketexpress 
The euro declined after 
Mario Draghi’s press 
conference last week. It 
remains to be seen 
however if he could again 
“talk the talk without having 
to walk the walk”. 

 

  
Eurozone economy is set for a gradual recovery  

We see more evidence that the Eurozone economy is 
tentatively healing, although the emergence from recession will 
be a slow one. A stronger euro can derail a recovery, yet ECB 
President Draghi may be able to talk down the exchange rate. It 
remains clear however that the euro region remains vulnerable. 
 
Eurozone economy is slowly healing… 
We see more confirmation that the Eurozone economy is slowly 
starting to heal this year. The substantial drags on growth 
exerted by credit and financial conditions on the one hand and 
austerity measures on the other, should abate somewhat while 
an improvement in global demand will have a positive effect on 
exports. The latest economic data broadly seem to confirm this 
view as both the composite purchasing managers’ index (PMI) 
as well as the EC economic sentiment index has increased for 
three consecutive months now. Nevertheless, the regional 
distribution of the improvement remains uneven as France is 
clearly struggling while the periphery is slowly improving.  
 
…largely driven by Germany 
Most of the improvement is thus driven by Germany. This was 
also confirmed by the IFO business climate index which rose for 
the third consecutive month from 102.4 to 104.2 in January. As 
a rule of thumb, three rises in the row in the past signalled a 
recovery which is set to continue. The rise was mainly driven by 
the expectations component which correlates well with German 
growth momentum and confirmed the strong upward trend that 
started towards the end of the summer of last year. What all this 
suggests is that Germany indeed benefits strongly from the 
pick-up in global growth given its diversified export base. As we 
argued before, this should be translated relatively quickly into 
improved domestic demand as well given the fact that the 
labour market is still strong "in level terms" (i.e. a low 
unemployment rate), real interest rates are very low, credit 
availability is good and house prices are rising.   
 
Recovery will be a slow one 
Nevertheless, it is important to emphasize that the Eurozone’s 
emergence from recession will be a slow one. We should not 
forget that the Eurozone economy has always been like an oil 

tanker (i.e. turning slowly) and this time around this should hold 
to an even larger extent. The winds of peripheral deleveraging 
are still blowing and outside Germany unemployment rates 
remain on a rising trend which exerts downward pressure on 
the consumer. 
 
OMT has yet to trickle through into the real economy 
Fortunately, the ECB's Outright Monetary Transaction program 
(OMT) fundamentally changed the risk characteristics of 
sovereign bonds making the private sector much more willing to 
hold them. As a result, we have seen a substantial improvement 
in the outlook for both bank and sovereign solvency, which is 
reflected in an easing of financial conditions and should also 
feed through into somewhat easier lending standards, 
especially in the periphery. However, it seems that the 
improvement we currently see in the financial economy is not 
yet being transmitted into the real economy. This does not 
mean that the OMT has not affected the real side at all, as it 
has produced a substantial decline in uncertainty related to the 
Eurozone break-up risk which held down corporate and 
household sentiment last year. On top of this, politicians now do 
have a vague notion of the detrimental effects of too much fiscal 
tightening in the current environment. The degree to which 
deficits will be slashed this year will therefore be less than we 
saw last year. Combined with a pick-up in global growth this 
should conspire into a moderate improvement in growth. 
 

German business sentiment is recovering 

 



 

 ING INVESTMENT MANAGEMENT MARKET EXPRESS 2 

Euro strengthening could threaten recovery 
Recently, a new risk to the healing of the Eurozone 
economy emerged: the strengthening of the euro. From 
1.30 early January the exchange rate jumped to 1.36 
versus the US dollar a month later. Main cause is the 
expansion of balance sheets of other major central banks 
(Japan, US) while the ECB’s balance sheet has actually 
shrunk somewhat as funds borrowed at the first long-term 
refinancing operation (LTRO) in December 2011 were 
repaid recently. Also the relief of diminished Eurozone 
break-up risks and the return of capital to the region have 
contributed to a strengthening of the euro.  
 
ECB opens the door for possible policy action  
At the ECB meeting last week, President Draghi managed 
to talk down the exchange rate somewhat. He added the 
appreciation of the euro to the downside risks to price 
stability, which opened the door to new policy action if the 
euro should strengthen further and starts weighing on 
growth and inflation projections. The euro declined after 
Draghi’s comments – yet it is possible that his words only 
have a temporary influence. As with his promise last year to 
do whatever it takes to safeguard the euro, it remains to be 
seen if Draghi could again “talk the talk without having to 
walk the walk”. We think that in the medium term, the lack 
of economic growth, possible setbacks in the peripheral 
countries or uncertainty about further Eurozone integration 
may put a hold on further euro strengthening.  
 
Eurozone remains susceptible to shocks  
The euro region remains vulnerable to economic and 
political shocks, albeit much less so than a year ago. We 
must also not neglect the risk that the firebreaks put in 
place by the ECB will slow down progress towards fiscal, 
banking and political union. After all, in the past severe 
market pressure has often been a catalyst to take steps 
forward that otherwise might not have been taken. At any 
rate, we do not expect any major steps in these areas until 
after the German elections in September. 
 
In view of all this, political events in the Eurozone continue 
to bear close watching - such as the Italian elections on 24-
25 February. The most likely outcome is that the centre left 
will form a government together with the parties that 
support the outgoing Prime Minister Mario Monti. 
Nevertheless, this coalition may not gain a majority in the 
equally powerful Upper House because of which the Italian 
reform program may slow down in the longer run. 
 
 
 

 
Sources: Thomson Datastream, Bloomberg. YTD data until 8 February 2013 

MSCI Regional Indices (EUR) % 
  1 - 8 Feb YTD 

MSCI World 1.95 4.00 

MSCI Europe -0.38 2.73 

MSCI Emerging Markets 1.24 -0.82 

MSCI US 2.77 5.19 

MSCI Japan 3.97 2.51 

MSCI Developed Asia ex Japan 2.50 4.08 

MSCI Sector Indices (EUR) % 

 1 - 8 Feb YTD 

MSCI World Energy 1.23 4.27 

MSCI World Materials 1.36 1.05 

MSCI World Industrials 1.81 3.69 

MSCI World Consumer Discretionary 2.63 5.31 

MSCI World Consumer Staples 2.16 4.73 

MSCI World Health Care 1.82 5.89 

MSCI World Financials 1.93 4.99 

MSCI World Information Technology 2.93 2.22 

MSCI World Telecom Services 0.76 2.50 

MSCI World Utilities 1.23 -0.14 

  Bond & Credit Yields % 

 8 Feb 1 Feb 

10-yr Bund (Germany) 1.61 1.67 

10-yr Treasury (US) 1.96 2.01 

US Investment Grade Credits 2.81 2.85 

Euro Investment Grade Credits 2.10 2.16 

Global High Yield 6.08 6.01 

EMD Hard Currency 4.62 4.63 

Asian Debt Composite 4.27 4.27 

FX & Commodities  

 8 Feb 1 Feb 

EUR/USD 1.337 1.364 

Crude Oil (WTI Spot, USD) 95.71 97.56 

DJ UBS Commodity index 284.16 287.54 

Economic Releases  (11 - 15 Feb) 

 Date Consensus 

US Advance Retail Sales (Jan, m-o-m)  13 Feb 0.1% 

Japan GDP (Q4, q-o-q) 13 Feb 0.5% 

Eurozone GDP (Q4, q-o-q) 14 Feb -0.4% 

US Industrial Production (Jan, m-o-m)  15 Feb 0.2% 
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