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Eurozone growth dented by lower business optimism

® Eurozone PMI falls from 53.1 in May to 52.8 in
June, hit by weaker service sector growth

B Survey signals second quarter GDP slowdown
® Employment growth picks up
® Prices fall despite rising costs

June’s flash PMI survey data from Markit point to steady
though disappointingly lacklustre Eurozone economic
growth. Rising political uncertainty appears to have
caused the pace of expansion to weaken slightly and
business confidence about the outlook to deteriorate.

Steady 0.3% GDP growth in Q2

The flash PMI fell from 53.1 in May to 52.8, rounding off
the worst calendar quarter since the fourth quarter of
2014. The second quarter is therefore likely to see
economic growth slacken from the solid 0.6% expansion
seen in the opening quarter of the year to around 0.3%.

An acceleration in the rate of goods production, to the
best seen so far this year, was offset by a weakened
pace of expansion in services, the slowest for 18
months. While goods producers benefitted from better
export sales, service sector companies appear to have
been affected by a drop in confidence in domestic
markets. Business expectations in the service sector
slipped to an 11-month low across the region in June,
with companies often citing worries about political
change and rising economic uncertainty, albeit with few
explicit references to a potential ‘Brexit’.

A solid performance from Germany’s manufacturing
economy looks to have helped drive a solid 0.4%
expansion of the currency area’s single largest member
state in the second quarter, but business activity in
France remains in a far more fragile state and
confidence has deteriorated further. We estimate that
French GDP is growing at an underlying rate of less
than 1% per annum, contrasting with more upbeat
recent GDP numbers.

Robust hiring

The good news is that demand is growing at a
sufficiently strong pace to sustain reasonably robust
hiring. Firms took on additional staff at the fastest rate

seen so far this year in order to expand capacity to meet
demand. Stronger rates of job creation were seen in
both manufacturing and services.

The survey’'s Employment Index points to a near-0.4%
guarterly rise in euro area employment, rising in June to
one of the highest levels seen over the past five years.
Again, however, national variations were noteworthy:
strong hiring in Germany contrasted with a decline in
French employment.

However, demand is still not strong enough to generate
inflationary pressures. Firms are having to soak up
higher costs, notably for fuel and labour, but cut their
own selling prices amid intense competition. Prices
charged for goods and services fell on average,
sustaining the trend of downward price pressures
recorded almost continuously since late-2011.

Eurozone economic growth and the PMI
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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