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PMI signals deepening downturn as intensifying crisis hits economy

® PMI signals steepening downturn
® Qutput falls at fastest rate for two years

® Little sign of contagion to other euro states

The Greek debt crisis continued to take a toll on the
economy in June, with the country facing a deepening
recession as consumer and business spending
continued to decline during the month. However, there
are currently few signs of significant contagion of the
crisis to other countries.

PMI falls in June

At 46.9, the Markit Greece Manufacturing PMI
remained below the 50.0 no-change level to indicate a
steeper downturn than May, rounding off the worst
quarter for two years.

Factory output fell at the fastest rate for two years and,
with new orders showing one of the largest falls for
over two years, the survey data point to a further fall in
production in July. Export orders suffered the largest
monthly decline since February 2013.

Employment fell only marginally, albeit now down for a
third month running, as most companies held on to
staff awaiting further clarity on the debt talks.

Greek firms are also facing higher input costs, linked in
many cases to the weaker currency and recent rises in
oil prices from the lows seen earlier in the year, putting
further pressure on companies to cut costs, and most
likely employment, in coming months unless demand
revives.

With the survey indicating a deepening recession,
Athens looks set to face dwindling tax revenues,
placing further pressure on the public finances. The
escalation of the crisis, including the imposition of
capital controls imposed in late June, also suggests
that the rate of economic decline is likely to accelerate
further without a swift resolution to the debt talks.

Continued...

Economic growth and the PMI
Greece GDP, annual % change Markit Manufacturing PMI
80 62

40

v
52
00

47

GDP ——PMI Output 42

37

-12.0 32
‘01 '02 '03 '04 '05 '06 '0O7 '08 '09 10 "11 12 "3 "14 "5

Sources: Markit, Mational Statistical Senvice of Greece

Greece and the eurozone

Manufacturing PMI
60

55

) W M

40

35

—FEurozone =—Greece

30
2008 2009 2010 2011 2012 2013 2014 2015

Cost of insuring against default
Credit default swap spread, basis points

1,500
—Italy
——Spain
Ireland
Portugal
1,000 .

500 'Y

Aﬁj%’\/’
0

2008 2009 2010 2011 2012 2013 2014 2015
Source: Markit.



Markit Economic Research

markit

Little sign of contagion, so far

The increased rate of decline signalled by the Greek
PMI contrasted with an accelerating upturn in the wider
euro area, where the manufacturing index hit a 14-
month high.

Although down compared with May, the PMIs for lItaly,
Spain and Ireland all remained in strong positive
territory. Growth picked up in Germany, while France
saw its first overall improvement in business conditions
for over a year.

The ongoing economic upturns in other eurozone
countries points to a lack of significant contagion from
the Greek crisis within the region, for the moment at
least.

Financial market data also point to a lack of contagion,
to other countries. The yields on 10-year bonds issued
by Italy, Spain, Ireland and Portugal have risen only
modestly in recent weeks, and are well below peaks
seen during the 2011-12 crisis. Greece’s 10-year bond
yield, on the other hand, has spiked to 15.4%, though
even this overstates underling prices due to a lack of
trading in Greek debt, based on other market
instrument prices.

Similarly, low liquidity in credit default swap trading for
Greek debt means CDS spreads need to be treated
with caution when measuring risk of default. However,
there are bigger volumes of trading in CDS for other
countries, and the spreads for Italy, Spain, Portugal
and Ireland suggest little default risk is being priced-in
for other previously-struggling euro nations.

The reason for a lack of contagion in part reflects the
better performance of economies such as Spain, Italy
and Ireland compared to 2011-12, as well as measures
taken by the ECB to reassure that countries will be
protected as appropriate.

Back in 2012, ECB chief Mario Draghi calmed markets
by pledging to “do whatever it takes” to safeguard the
euro currency. The ECB established an Outright
Monetary Transaction program which allows the
central bank to buy sovereign bonds of any country
which asks for help in the event of financial market
turbulence, assuming of course that the country has
abided by the appropriate fiscal rules.
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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