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Producers see unexpectedly strong start to the year

® Eurozone industrial producers see output rise
2.1% in January

B Survey data suggest growth will weaken in
February

B Data follow news of ECB stimulus, but euro
strengthens

Eurozone industrial production jumped 2.1% in
January, its biggest monthly rise since September
2009. Output was 2.8% higher than a year ago, the
best year-on-year performance since August 2011.

The narrower measure of manufacturing output, which
excludes energy, also rose markedly, up 2.2%
compared to December to rise 4.0% on a year ago.

It's unlikely, however, that the strong performance sets
the tone for the rest of the quarter. The monthly data
are volatile, especially around the turn of the year. The
January increase followed two months of decline at the
end of last year, suggesting the latest rise may have
been boosted by pay-back from unusual weakness in
the prior numbers.

Furthermore, Markit's Eurozone PMI, which had
signalled solid growth in January, fell sharply in
February to a 12-month low. The PMI has historically
provided an accurate advance indication of official
manufacturing output, having the additional benefit of
showing far less volatility. The survey data exhibit an
88% correlation with the annual rate of change in
official data, with the survey acting with a lead of three
months, and suggest that the annual rate of change
has slowed to around 1%.

Some brightening of prospects for eurozone producers
has come from the announcement of renewed stimulus
from the European Central Bank, which unleashed
further quantitative easing, additional cheap lending to
the region’s banks as well as further interest rate cuts.
However, after initially falling, the euro has rallied
against the US dollar as ECB head Mario Draghi
remarked that no further interest rate cuts would be
made. While the additional bank lending and extra QE
may therefore help producers, a strengthening
currency may take some of the sting out of the
stimulus punch.

Eurozone industrial production and the PMI

Eurozone PMI Qutput Index

Eurostat, annual % change
65 10

45

40

Industrial production excl. construction -10
35
= anufacturing PMI Qutput Index

30 - T T T T T T T T - -15
'98 '00 '02 '04 '06 '08 10 12 14 16

Monthly changes in production v PMI
Eurozone PMI Output Index

Eurostat, monthly % change
85 3

Industrial production excl. construction

35

e Manufacturing PMI Output Index

30 o T T T T T T T T ]
'98 '00 '02 ‘04 ‘06 ‘08 10 12 14 16

Production levels

Production, index 2010 = 100
120

= [ndustrial production (excl. construction)
115

= Manufacturing output
110

85

‘00 01 '02 '03 '04 '05 '06 'O7 '08 '09 10 11 "2 13 14 "5 16

Sources: Markit, Eurostat.
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