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EUROPEAN PMIS: THE EXPECTED JANUARY SETBACK
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A dark winter: The second wave of lockdowns weighed on social and economic life in Europe in
the first three weeks of the new year heavier than in December, according to the January PMIs.
The Eurozone PMI composite index fell to 47.5 in January from 49.1 in December. The composite
index declined in Germany to 50.8 from 52.0 and in France to 47.0 from 49.5. The UK suffered
even more: the composite index dropped to 40.6 after 50.4 in December. However, the big hit to
the UK came partly from the abrupt end of pre-Brexit stockpiling which had contributed to eco-
nomic activity in late 2020. A level below 50 signals an economic contraction. The declines in the
Eurozone and the UK were roughly in line with expectations.

Tighter restrictions in most countries in response to a faster spread of the pandemic and as a
precaution to even more infectious virus variants hit especially the service sector in January.
The PMI services subindex dropped in the Eurozone to 45.0 from 46.4, in Germany to 46.8 from
47.0, in France to 46.5 from 49.1 and in the UK to 38.8 from 49.4. As during previous waves and
lockdowns, businesses that rely on face-to-face interactions are worst hit by stay-at-home or-
ders and forced closures.

Importantly, the European economy still weathers the second lockdowns much better than the
first lockdowns in spring 2020. Albeit from a lower level of activity, the hit so far is much shal-
lower that in April 2020, where PMI composite indices plummeted to 11.0 in France, 13.6 in the
Eurozone, 13.8 in the UK and 17.4 in Germany. It helps that the second wave has been less of a
nasty surprise and the new restrictions are still, on average, a little less stringent than in spring
(except for Germany). Factories remain open and businesses and households have adapted their
behaviour to restrictions — think online shopping, takeaway food and working-from-home.

Buoyant manufacturing partly offsets hit to services. Thanks to strong global demand for goods,
especially from US and China, export-oriented manufacturing continues to hold up better than
services. Despite a slip in PMI manufacturing subindices (Eurozone: 54.7 after 55.2; Germany:
57.0 after 58.3; UK: 52.9 after 57.5), manufacturing production continued to expand solidly across
Europe — most notably in Germany. Taking the January index number at face value, output in
manufacturing expanded in France even a little faster than in December (51.5 after 51.1).

As before, transport bottlenecks raise the manufacturing indices artificially. With the exception
of April 2020, January’s supplier delivery times were the longest since survey data were first
available in 1997. The disruption to global trade from the pandemic and a strong recovery in con-
sumer demand has driven a shortage of empty containers. Back in December, Markit said that
roughly 1-in-5 panellists of the global PMI manufacturing survey reported shipping delays — by
far the highest proportion since 2004. Customers fighting over limited resource has caused
freight rates to soar. The cost of shipping goods from China to Europe — which seems to be the
global bottleneck route — has more than quadrupled in the past eight weeks, hitting record highs.
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This can contribute to temporarily higher inflation in early 2021. We expect pressure on maritime
supply chains and freight rates to ease gradually in coming months.

Positive outlook: Despite the hit to economic activity in Q1 and lingering uncertainty about the
impact of virus mutations resistant to the currently administered vaccinations, businesses are
optimistic about the rest of the year. According to Markit, 12-month ahead confidence slipped
only slightly below December’s 11-month high. That the vaccine roll-out has gathered pace - es-
pecially in the UK - bolsters hopes for a strong rebound from spring onwards. Encouragingly,
France and Germany reported job gains. Despite continued job losses in the rest of the Eurozone
and the Eurozone as a whole, the employment subindex rose to the least-depressed since the
pandemic started.

Chart 1: European composite purchasing managers’ indices (PMIs)
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Oxford University lockdown stringency indices, O to 100 (most stringent). Oxford Universi-
ty collects information on policy responses (containment and closure, economic and health
system policies), scores their stringency and aggregates scores into a stringency index.
Source: Oxford University, Berenberg
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG
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