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Industrial production drop adds to signs of second quarter slowdown

® [ndustrial production drops 1.2% in May
® Qutput running 0.4% lower than first quarter

® PMI points to stronger performance in June but
outlook has deteriorated

Euro area factories saw output fall in May in a further
sign of the single currency area failing to maintain
growth momentum this year. The disappointing data
follow survey evidence showing business optimism in
the currency bloc sliding to the lowest since 2014 as
political uncertainty intensified in June.

Industrial production has now fallen in five of the past
seven months, with the three-month trend rate — a
better guide to underlying trends than the volatile
monthly data — slipping to the weakest since August
2014.

A 1.2% drop in industrial production in May reversed
much of the 1.4% rise seen in April, leaving output
running 0.4% lower so far in the second quarter
compared with the first quarter. The potential
contraction of the industrial sector in the second
quarter therefore means the economy is likely to
struggle to see anything like the 0.6% expansion of
GDP recorded in the opening three months of the year.

The latest downturn was led by a 4.3% plunge in
energy production, but the deterioration was broad-
based. Production of capital goods such as plant and
machinery slumped 2.3% and output of long-lasting
consumer goods fell 1.4%. Intermediate goods and
non-durable consumer goods saw more modest
declines of 0.4% and 0.1% respectively.

Deteriorating outlook

An upturn is signalled for June, with Markit's Eurozone
PMI pointing to a modest revival in the rate of factory
output growth to the strongest seen so far this year,
which suggests May’s fall in production may overstate
the current weakness of the industrial sector. But the
business outlook has since deteriorated, in part due to
uncertainty created by the UK’s EU referendum.

Survey data from Markit, collected in June showed
euro area business optimism about the year ahead
dropping to the lowest since late-2014, with uncertainty
created by ‘Brexit' (and possible contagion to other
countries) being the most commonly cited threat to
future prospects by companies across the region.

Eurozone industrial output vs manufacturing PMI
Eurozone PMI Output Index Eurostat, 3m/3m % change
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Markit Eurozone Business Outlook Survey:
expected business activity
% of companies expecting an increase in next 12 months minus % expecting a decline
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Click here for more PMI and economic commentary.
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