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Eurozone recovery regains poise, price pressures intensify

B Flash PMI shows renewed growth surge in
September

® Qutput, new order and employment growth all
accelerate, but signs of bottlenecks intensify

B Rising price pressures put ECB on course to taper
policy

The eurozone economy ended the third quarter on a
strong note, with growth of business activity picking up
to its highest since May to register one of the strongest
monthly improvements seen over the past six years.
The data also point to rising price pressures, opening
the door wider for a tapering of stimulus by the ECB.

The headline IHS Markit Eurozone PMI rose to 56.7 in
September, according to the preliminary ‘flash’
estimate (based on approximately 85% of final replies),
up from 55.7 in August. The data smashed Reuters’
poll consensus of 55.5, in which even the optimistic
analyst was only expecting a reading of 56.0.

Solid growth despite stronger euro

Inflows of new orders showed the largest monthly gain
since April 2011, representing a renewed surge in
demand after the pace of new order growth had
slowed in the prior two months.

As such, the survey data point to 0.7% GDP growth for
the third quarter, with accelerating momentum boding
well for a buoyant end to the year.

The stronger euro was cited as a concern among
manufacturers, but as yet appears to have had only a
modest impact on exports. Manufacturing in fact
remains a major driver of the current upturn, with
export sales playing an important role in pushing order
books higher and encouraging further investment in
expansion.

Across both manufacturing and services, job creation
was the second-highest seen over the past decade,
with manufacturing job gains passing through prior
survey records to register the largest monthly rise in
factory headcounts for over two decades.

Continued...

Eurozone PMI v GDP

IHS Markit Eurozone PMI Eurozone GDP, g/q%

65 17
13
60
09
55 05
50 01
03
45 07
40 -1.1
15
35
GDP ——FPMI 18
30 23

1999 2001 2003 2005 2007 2009 2011 2013 2015 2017
Sources: IHS Markit. Eurostat

Eurozone employment
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Eurozone inflation
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Capacity constraints

However, despite the increase in payroll numbers,
capacity continues to be stretched. Backlogs of work
rose to the greatest extent since February 2011 as
companies struggled to cater for the higher inflows of
new work.

Suppliers’ delivery times, a key gauge of capacity
constraints in manufacturing supply chains, meanwhile
signalled the highest incidence of delays for six-and-a-
half years.

Price pressures

With demand often exceeding supply, price pressures
have intensified. Input cost and selling price inflation
gathered pace for a second successive month, with
both reaching the highest rates since April.

Prices charged for services rose to the greatest extent
since May, while the increase in factory gate prices
was the joint-highest since June 2011.

The rise in business activity and accompanying build-
up of price pressures will fuel expectations that the
ECB is poised to announce its intention to rein-back
some of its stimulus, reducing its asset purchases in
2018.

Flash PMI data for both France and Germany also
easily beat expectations. Both saw rates of expansion
accelerate to the highest seen for over six years. Both
also registered further improvements on the already-
impressive employment gains seen in prior months.
The survey data point to GDP rising by 0.6-7% in the
third quarter in both countries.
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ECB policy and PMI business activity
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ECB policy and PMI price pressures*
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