Intrum’s Economy in Focus aims to provide brief, conicéisgj:‘{’ilr
and comprehensive coverage of ongoing macroeco_mﬁ}ﬁé
trends, featuring expert commentary from our Senior
Economist Anna Zabrodzka-Averianov.

This edition is published in December 2024.
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Economy in Focus #12 - 2024 year-in-a-review

The past year has seen slow central
bank rate cuts and uneven recovery
across Europe, while Al hype has
cooled.

The past year has been marked by many significant changes to the
macroeconomic landscape. Since June, central banks in advanced
economies began cutting policy rates, retreating toward a neutral
baseline. The progress, however, has been gradual and sluggish. As
such, interest rates will likely remain elevated in the near term while
slowly moving toward the so-called terminal rate.

On a positive note, we have also begun to see a gradual pick-up in
economic activity in Europe, but the recovery has unfortunately not
been broad-based. Contrary to the conventional wisdom of the past
two decades, southern Europe seems to be the growth engine, while
countries such as Germany and Sweden are lagging.

During the year's second half, we began to see a calming of the Al
hype that had captured investors' imaginations. It seems that
investors are beginning to exercise a greater degree of caution in
evaluating stocks whose return prospects hinge on the proliferation
of Al. Still, overall stock valuations seem elevated, while risk premia
and spreads seem narrow relative to high geopolitical tensions and
uncertain economic prospects. As such, volatility in financial
markets has been steadily increasing, especially in the second half of
2024, which makes them vulnerable to abrupt sentiment shifts.

Anna Zabrodzka-Averianov,
Senior Economist at Intrum
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Following the past years of elevated
policy rates, cuts are underway

The period between 2021 and 2023 saw an In living up to their raison d'étre, central banks
inflation surge, the likes of which the world promptly responded to rampant inflation by
economy had not experienced in decades. hiking policy rates. Today, a few years removed
Initially, COVID-19 served as the prime catalyst, from the onset of the inflation crisis, policy

but inflationary trends would later be rates have finally begun regressing toward more
exacerbated by additional exogenous shocks, familiar levels.

such as Russia’s invasion of Ukraine in 2022 and
the global energy crisis.
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Treading carefully

Most observers agree that central banks still
need to continue monetary policy easing.
However, the timing and cadence of the
journey toward lower policy rates remain
contested.

The central factor impeding more aggressive
rate cuts would be Europe’s rising wage
growth. The cost-of-living crisis brought about
by the surge in inflation over the past years has
eroded consumers' purchasing power, who
have been pushing for more pay. Long-term
demographic shifts also impact wage growth,
which we covered in our prior edition,
Economy in Focus #9. On average, as
populations grow ever older, competition for
employees increases, as do the wages
necessary to retain talent.

As such, central banks will have to walk a fine
line between cutting rates further to advance
the recovery and driving more inflation.



https://www.intrum.com/media/jbopw0ml/economy-in-focus-9_final.pdf
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We are seeing faint signs of
economic recovery

Emerging from the dark economic reality of the The Eurozone's third-quarter GDP growth was
past years, we are finally seeing glimmers of a meagre 0.4% quarter over quarter - still above
hope in certain parts of Europe. Unfortunately, expectations - despite business sentiment

the recovery has not been broad-based so far. indicators pointing to stagnation. In annual

terms, growth accelerated to 0.9%.
Through the first two quarters of 2024,
countries such as Poland, Greece, and Spain
have seen stronger GDP growth, albeit
modestly. On the other hand, Germany and
Sweden are still stuck in crisis.

Eurozone GDP growth
(Percentage change compared with the same quarter of the previous year)
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https://ec.europa.eu/eurostat/web/products-euro-indicators/w/2-30102024-ap
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When it rains, it pours

Unfortunately, there are no imminent indicators
of improvement to Europe's bleak situation as
global uncertainties, including the increasing
threat of a trade war with the USA, will
negatively impact business confidence. Donald
Trump’s triumphant return to the White House
makes a potential trade war scenario all the
more likely and has led many analysts to pare
back their growth estimates for 2025.

Additionally, the fact that the two biggest
European economies are currently in political
limbo does not support Europe’s position on the
global political stage. France is stuck with a
hung government, while Germany is likely
heading for a snap election in early 2025.

To add insult to injury, sluggish demand and a
sustained slowdown in China, combined with
trade tensions with the EU, especially regarding
electric vehicles, have weighed heavily on the
manufacturing sector. The most recent PMI
survey shows that Europe’s manufacturing
production continues to decline. This has also
exerted downward pressure on business
confidence, which dropped to the lowest point
for almost a year.

Weak demand and manufacturing have
specifically taken a big toll on businesses and,
coupled with elevated borrowing costs, led to a
sharp increase in bankruptcies, which we
covered in Economy in Focus #11.



https://www.pmi.spglobal.com/Public/Home/PressRelease/45d9a6df12b944c0bdceda6932c73d75
https://www.pmi.spglobal.com/Public/Home/PressRelease/45d9a6df12b944c0bdceda6932c73d75
https://www.intrum.com/media/rtuhohsa/economy-in-focus-11_a4.pdf
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Household saving ratio and allocation
(Q1 2015-Q2 2024, percentages)

25,00

20,00

15,00

10,00

5,00

0,00
2015 2016 2017 2018 2019

Saving rate (L)

Source: ECB Financial Stability Review, November 2024

On a positive note, data suggests that
disposable income across Europe has been on
the rise this year. This is corroborated by
findings from our 2024 ECPR report, which
concludes that consumers are now more likely
to have sufficient disposable income to pay
their bills.

This is a welcomed development, to be sure,
but unfortunately, it pales in comparison to the
dangers that still loom large.

Additionally, although strong wage growth has
supported household budgets, this has not
translated into a robust increase in
consumption. After the recent years of financial
struggles, it is no wonder that European
consumers have become more frugal. As a
result, in the first half of 2024, there has been a
noticeable increase in the already elevated
savings rate.
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While it is positive that households want to
increase their savings in an uncertain economic
environment, their lack of stronger consumption
is hurting businesses, which have to face much
higher labour costs.

As such, there is an increasing risk that firms will
be forced to reduce employment if demand
doesn't return due to the continued squeeze of
their profits caused by weak revenue growth
combined with a sharp increase in costs. This
could result in a rise in the unemployment rate,
which could, in turn, affect consumption even
more and have dire repercussions for the
economic recovery.


https://www.ecb.europa.eu/press/financial-stability-publications/fsr/html/ecb.fsr202411~dd60fc02c3.en.html
https://www.intrum.com/media/cimdhbau/ecpr-2024.pdf
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“After a long period of sustained new technology
boom, it seems that a level of fatigue has emerged
In the market's evaluation of Al stocks.”

‘ Anna Zabrodzka-Averianov,
Senior Economist at Intrum

The Al hype has calmed down but is

not over

The advent of artificial intelligence products
has had a big impact on the way we live and
work. Still, we have yet to see the full measure
of its potential. Advancements in Al are
happening at a breakneck pace, with the next
technological leap always around the corner.
This rapid development pace has facilitated the
sustained buzz around Al, which has widened
its broad appeal to the public and, in particular,
investors.

As we mentioned in Economy in Focus #10, the
excitement surrounding Al, specifically
generative artificial intelligence, stems largely
from the productivity gains that could be
realised through its employment. Naturally, the
interest in Al has also manifested itself in more
frivolous endeavours, from writing a wedding
toast to drafting a travel itinerary.

Yet, in the second half of 2024, we saw a
gradual cooling of the Al fever. After a long
period of sustained new technology boom, it
seems that a level of fatigue has emerged in the
market's evaluation of Al stocks.

Central to this weariness is a more sober view
of the profitability potential of Al companies
and the true value add that their products bring
beyond the surface-level bedazzlement and
novelty of it all.

In step with the recent strong signs of
economic strength in the US, shares of
companies in many industries and sectors have
outperformed technology companies that had
previously been flying high. Given the heights of
Al hype, such a market correction should not be
too surprising.

Moreover, in the latest European Consumer
Payment Report, we found that consumers are
learning to appreciate using Al solutions to
manage delicate matters, such as late payments
and debt management, due to the lack of bias
and judgment. However, it is vital for
businesses to find a suitable Al-human balance,
as many still worry about the lack of empathy
and personal data safety.


https://www.intrum.com/media/31ncg5fp/economy-in-focus-10_a4.pdf
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| would feel less judged discussing late payments with an Al bot than | would
discussing it with a human
(Intrum ECPR 2024)
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Farsightedness is required

Worries of declining interest in tech companies
that work with Al are likely overblown. After all,
if we buy into the idea that the widespread
implementation of Al will prove to be a
revolutionary paradigm shift, similar to the
internet or personal computer, then this
temporary and fleeting correction will be
nothing more than a notch in the curve.

However, for this long-term vision of the Al
revolution to ring true, time and investment
must be devoted in ample measure.
Increasingly, investors seem to be getting cold
feet, partly guided by the belief that the
significant investments in Al so far have not
generated the necessary short-term return on
investment to justify their sustained bullishness.
Here lies a fundamental fault line dividing those
who believe Al will cement its place in the
annals of history and those who predict it to its
ash heap.

To be sure, investments in cutting-edge
technology require patience, and the more
revolutionary the technology, the more
patience is needed. As Blackrock highlighted in
arecent report, many of the plans that the big
spenders on Al have put into motion will take
years to complete and perhaps even longer to
reach their full potential. As is often the case, it
is in the long term that the winds of change
blow the strongest.


https://www.ecb.europa.eu/press/financial-stability-publications/fsr/html/ecb.fsr202411~dd60fc02c3.en.html
https://www.medirect.com.mt/updates/news/all-news/blackrock-commentary-patience-needed-in-the-ai-buildout/
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Financial markets have become more volatile
throughout the year

With Al fever cooling, the stock market rally has
become somewhat more broad-based, but it is
still highly concentrated, especially in the US,
where the few biggest tech companies—the so-
called Magnificent 7*—make up 35% of the S&P
500 index.

Overall, stretched valuations, relative to
elevated global uncertainties stemming from
geopolitics and economic growth prospects,
combined with high concentration, have made
financial markets increasingly volatile,
especially throughout the second half of 2024.

For example, in August, seemingly minor
developments, such as a somewhat weak
monthly US job market report, triggered a sharp
risk repricing, although the subsequent
recovery was also rapid. The strong
interconnections among global financial
markets have also visibly increased volatility in
European stocks, which is likely to remain
elevated, at least in the near term.
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*) Alphabet, Amazon, Apple, Meta Platforms, Microsoft, NVIDIA, and Tesla 10
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