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Flash Comment

Europe’s economy in freefall

The March PMIs gave a first piece of evidence that the euro area economy is heading
for a steep recession. The service sector, which has so far borne the brunt of the virus
containment measures, registered the sharpest fall in activity on record. The manufacturing
sector — long the weak spot of European growth — on the face of it seems to have weathered
the Chinese supply-chain disruptions and domestic lockdown measures a bit better.
However, a closer look at the sub-indices reveals that the situation for manufacturing is
worse than the headline index suggests. Supply-side disruptions are causing delivery times
and stocks of purchased components to move in the opposite direction to what we usually
expect in a downturn, artificially boosting the aggregate PMI. Hence, a look at sub-indices
such as new orders reveals a more accurate picture of the state of industrial activity and
here the outlook remains bleak.

Bad news also comes from the inflation and labour market front. Normally, more
widespread supply-chain delays would see prices rise but it seems the negative demand
effect is outweighing this. Average prices charged for goods and services fell for the first
time since August 20186, registering the steepest decline since January 2010, as companies
offered discounts to boost sales and reduce inventories and similar discounting was also
reported in services. The unprecedented collapse in demand and business sentiment
prompted the largest monthly cull in staffing levels since July 2009.

Overall, the March PMI points to a growth contraction of around 2% g/g. With many
government containment measures stepped up in the past few days (e.g. in Germany and
Italy) and production closures in industry and the important car sector only just starting to
bite, further PMI declines in coming months seem likely to us.
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Increasing supply disruptions and
sharply declining orders spell trouble
ahead
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Companies have tried to boost sales
by lowering output prices - to no avail

Euro area on track for 2% q/q growth PMiis signal rise in unemployment

contraction ahead
1.5 ~Index Euroarea %aq/q - 65 30 -Index Euroarea y/ychg. - 3.0
1.0 - - 60 - 25

35 -

0.5 - - 55 - 20
0.0 - -50

-0.5 - -m

-1.0 - - 40

-15- - 35

-25 - -25

60 - = =1L{5

NG R
06 07 08 09 10 11 12 13 14 15 16 17 18 19 o
00 02 04 06 08 10 12 14 16 18 20
— PMI Composite (rhs) == PMI Manufacturing (rhs)

— PMiServices ths) M GDP growth (ihs) — Composite PMI Employment (ihs] i Unemployment rate (rhs]

Source: Eurostat, Markit, Macrobond Financial,
Danske Bank

Source: Markit, Eurostat, Macrobond Financial,
Danske Bank

Important disclosures and certifications are contained from page 3 of this report.

62.5 ~Index Euroarea - 625

- 425
- 400
- 375

' ' ' ' '
08 09 10 11 12 13 14 15 16 17 18 18 20

— Services PMI Output Prices — Manufacturing PMI Output Prices

Source: Markit, Macrobond Financial, Danske Bank

Senior Analyst

Aila Mihr

+4545 12 85 35
amih@danskebank.dk

https://research.danskebank.com



mailto:amih@danskebank.dk
https://research.danskebank.com/research/#/Research/article/c04c307b-af00-4c73-90de-43894774f9df/EN
https://research.danskebank.com/research/#/Research/article/6bbaf621-3014-4bd4-87bd-3d2b75bbd479/EN
https://research.danskebank.com/research/#/Research/article/6bbaf621-3014-4bd4-87bd-3d2b75bbd479/EN

Flash Comment

Europe set to see worse contraction than in the global financial
crisis but stronger rebound Tikely

With Europe’s economy in freefall and more countries jumping on the train of lockdown e e Inre a

measures, the economic cost of the coronavirus crisis is accumulating by the day. Following sizable fiscal boost to support economy
a contraction of around 2.0% q/q as signalled by the PMI, we look for a sharp slump in
) . ) N L. Germany: fiscal measures in EUR bn
Q2 that dwarfs even the contraction seen during the global financial crisis in 2008/09. (total envelope ca. EUR750bn or 22% of GDP)
Reflecting the latest economic data and downward revisions in our outlook for the US N Budget
= Higher expenditure measures
economy, we lower our annual 2020 forecasts for Germany and the euro area to -2.8% GVES and sef armploved)

and -3.2%, respectively. Our forecasts assume some mitigation of the economic fallout Lower revenue

from expansionary fiscal policy responses (see The Big Picture - Global fiscal and h oo ety s ]i‘;‘;‘ggﬁgs
monetary responses to COVID-19, 20 March), which have been stepped up across the euro

area, notably in Germany, which yesterday announced a package of unprecedented scale h Loemto KW toenablecreatt
(see chart on the right). messures

= Loan guarantees to
Targe firms

The sizeable but, in our view, temporary economic slowdown will also leave its marks on
labour markets and we expect unemployment to increase by some 2m in coming z‘;:; Cki g’s::e’s“"“' German Finance Ministry,
months. However, flexible work schemes such as ‘Kurzarbeit’ and liquidity measures for

companies will be important safeguards to avoid a large-scale labour market crisis in our

view.

Our forecast assumes a gradual opening up of the economy throughout the course of
Q2, followed by a strong rebound in growth in Q3, as the policy response has been
much more forceful and upfront than in the global financial crisis and consumers’
disposable income is also likely to benefit from lower oil prices. However, uncertainty
is extraordinarily high and we expect the economic costs of the shutdown to rise
exponentially with its duration, as a recent Ifo study amply illustrates.

Europe to see worse contraction than in the global financial crisis
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
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