& PMI”
//AW By IHS Markit

Eurozone

PMI commentary
24/10/2018

Trade-led slowdown pushes flash PMI to two-year low at start of fourth quarter

B Flash Eurozone PMI drops to lowest since September
2016

® Slowdown led by first fall in exports since 2013, but
weakness spreads to services

B Forward-looking indicators point to likelihood of
further slowing in coming months

The latest flash PMI survey data indicated that the
eurozone economy grew at the slowest rate for over
two years in October as an export-led slowdown
continued to broaden-out to the service sector.

The IHS Markit Eurozone Composite PMI® fell to 52.7
in October, down from 54.1 in September and reaching
its lowest since September 2016, according to the
flash reading (which is based on approximately 85% of
usual monthly replies).

Manufacturing led the slowdown, with factory output
rising only modestly to register the weakest monthly
production gain since December 2014. Manufacturing
orders fell (albeit only marginally) for the first time
since November 2014, with new export orders for
goods decreasing for the first time since June 2013.

The export downturn was linked by many survey
respondents to trade wars and tariffs, which appear to
have darkened the global economic environment and
led to increased risk aversion. It was therefore not
surprising to see the slowdown broadening out across
the economy, hitting the service sector, which reported
the smallest rise in business activity for two years in
October.

Weaker fourth quarter

The PMI therefore sets the scene for a disappointing
end to the year. The October survey is indicative of
GDP growth waning to 0.3% in the fourth quarter,
down from a signal of almost 0.5% growth in the third
quarter.

Near-term risks also seem tilted to the downside. In a
sign that the slowdown has further to run, companies’
expectations of future growth slipped to the lowest for
nearly four years, with a near six-year low seen in
manufacturing.
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Flash PMI survey output by sector
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Future expectations and new orders
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Reduced optimism further dented hiring in October,
hitting jobs growth. The employment gain was the
second-lowest for just over a year, easing to a 22-
month low in manufacturing.

Rising prices

Price pressures meanwhile remained close to a seven-
year high. Input price inflation edged up to a four-
month high, registering the third-largest monthly rise in
costs since May 2011. A steeper rate of increase in
manufacturing costs was in part offset by a small
moderation in service sector input cost inflation, albeit
with both sectors continuing to see elevated levels of
price pressures.

Output price inflation edged slightly lower but also
remained among the highest seen over the past seven
years. While factory gate prices showed the smallest
increase for 14 months, service sector charges once
again rose at one of the strongest rates seen since the
global financial crisis.

Cause for concern at ‘data dependent’ ECB?

However, while still elevated, price pressures have
fallen considerably since earlier in the vyear,
accompanying the slower pace of expansion. As such,
the survey will make for uncomfortable reading at the
ECB, which intends to halt its asset purchases by the
end of the year and has given guidance that the first
interest rate hike is likely next September. That
guidance is of course data dependent. The headline
PMI has now fallen to a level that would historically be
consistent with a bias towards loosening monetary
policy in order to prevent any further deterioration of
economic growth. Any guidance may therefore
become increasingly vague should the survey data
continue to deteriorate.

PMI survey data and ECB decisions
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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