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EUROZONE: CONFIRMATION OF AN ECONOMIC UPTURN

Louis Boisset

The Eurozone Purchasing Managers'
indices (PMI) for July were better than
expected

This is visible at country level, as the
PMIs for France and Germany rose
strongly.

This improvement is noticeable in the
gurozone services sector, which rose to
a two-year high (55.1)

The manufacturing PMI climbs above the
expansionary line for the first time since
January 2019,

These positive numbers have to be
taken with caution. Difficulties on

the supply side appear to recede, but
problems on the demand side are likely
to persist. Consumer behaviour will be
a key element for a stronger economic
recovery
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CHART 1 SOURCE: IHS MARKIT

EUROZONE PMI: A GOOD SURPRISE

The 3 quarter of 2020 starts positively. In July 2020, the Purchasing Managers' indices (PMI)
for the eurozone, France and Germany have surprised on the upside, with the exception of the
manufacturing PMI in France. The PMI survey, conducted among companies, provides a good
picture of economic activity in different sectors (manufacturing, services, construction). The
eurozone composite PMI has climbed from 45.5 in June to 54.8 in July, the highest since June
2018. The PMI index has risen back significantly above the expansionary line (50), for the first
time since February 2020.

At the eurozone level, the manufacturing and services sectors are both sending positive signals.
On the manufacturing side (a sector which had been struggling since the beginning of 2019),
a recovery seems on the way. The manufacturing PMI has risen above 50 (51.1) in July for the
first time since January 2019. This development partly reflects the improvement in German
manufacturing -the corresponding PMI reached 50 in July- considering that in France the index
was already at 52.3 in June and saw a minor decline to 52.0 in July. The pick-up in activity was
strong in eurozone services in July: the PMI has hit 55.1, the best reading since June 2018. The
improvement in services activity was noticeable both in France and Germany.
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AREBOUND TO BE CONFIRMED

As indicated in the Markit press release!, “The improvement in part
reflected a technical rebound from recent lockdowns, as businesses
and their customers increasingly returned to work following the
further relaxation of COVID-19 containment measures across the
region during the month.”

Most eurozone countries (surveyed by Markit) are seeing growing
activities in July 2020. This is a positive development for the coming
months. However, the evolution of private demand remains uncertain.
This is an issue considering that the scale and speed of the economic
recovery will, to a large degree, rely on the dynamic of domestic demand
- both at the level of households and companies. For the former, the
situation of the labour market.will be particularly important. The likely
increase in unemployment - which has yet to be fully materialised
given part-time working schemes still in place - could weigh on
households consumption. In this respect, it is a concern that, despite its
rising trend, the employment component of the PMI remains below 50.
Furthermore, consumer confidence remains weak, based on the latest
data. After rebounding strongly in June, the European Commission
consumer confidence index for the eurozone eased slightly in July
(to -15, from -14,7 in June) and remained well below the long term
average of -11.1. Concerning companies, the weakness in anticipated
demand and ongoing uncertainty are likely to weigh on investment
intentions for some time to come.

Against this background, the marked improvement of the “new exports
orders” component of the PMI clearly is a favourable development.
Lastly, the fiscal impulses at the national and european level -especially
the agreement reached by the Member States about the recovery
fund- will support the eurozone economy over the coming months and
quarters. However, a marked resurgence in the epidemic would delay
the eurozone recovery.

Louis Boisset
louis.boisset@bnpparibas.com

1 PMI Flash Composite IHS Markit Index for the eurozone, Press release, IHS Markit, 24 July 2020
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