
                 
                          

                   

 
 

 

 
 

 
 

  
 

    
 

 

   
  
  

  
    

  
  

         
           

       

       

  

            
       

        

      

    
    

   
  

    
     

   
   

   
   

      
 

   
    

   

  
     

   

   

         
            

         

 
  

   
  

    
   

 

  
   

 

  
   

  
   

 
 

  

10 April 2019 Macro Insight For Client Only 

Eurozone: life in the slow lane 

Eurozone economic 
growth has slowed 
markedly over the 
past year 

The slowdown has 
been caused by a 
mix of cyclical and 
transitory factors 

Our views 

We think a eurozone 
recession is unlikely 
this year, and thus 
remain comfortable 
to take advantage of 
favourable equity 
valuations in the 
region 

Eurozone economic growth has slowed markedly over the past year. Our Nowcast, or 
“big data” approach to tracking the economic cycle, shows the deterioration has been 
greater than seen in the wider global economy (Figure 1). 

Figure 1: Eurozone versus world Nowcast (difference from long term average) 
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Source: HSBC Global Asset Management, data as of 8 April 2019 

There is no one obvious reason explaining the slowdown, but rather we think a 
number of cyclical (or “fundamental”) and transitory (or “temporary”) factors have been 
at play. These are summarised in Figure 2. 

Figure 2: What’s behind the eurozone slowdown? 

Eurozone World 

3-month moving average 
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Cyclical 
Export growth has slowed amid 
weaker economic growth in 
China and regional trading 
partners (e.g. UK) 

Transitory 

The auto sector has been hit 
hard by new emissions testing 
guidelines 

Industry facing capacity 
constraints, especially in 
Germany 

Extreme weather has been 
disruptive, including heavy 
snowfall and a drought in the 
Rhine river 

The European Central Bank 
(ECB) ended its bond buying 
programme in December 2018 

Political uncertainty (Brexit, 
Italy) has weighed on confidence. 
France has witnessed protests 

Source: HSBC Global Asset Management, as of 8 April 2019 

Germany has been hit harder than other eurozone economies, which is 
understandable given it is more exposed to Chinese demand, has a large auto sector 
and has been affected by the brunt of the bad weather. 
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PUBLIC - This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing communication and does not 
constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in 
accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. 



  
  

   
 

  
 

 

  
   

 
  

   
 

  
         

        

           
            

        
       

     

   

            
             

          
         

   

   

          
          

         
 

         
            
            

  

      

A robust services 
sector is one reason 
to be optimistic about 
the growth outlook… 

…while there is 
scope for a rebound 
in manufacturing 

The policy 
environment is also 
supportive. For 
example, interest 
rates will be on 
hold this year 

Current pessimism is overdone 
Despite the recent disappointing performance, we think there are a number of reasons 
to suggest current pessimism on eurozone growth is overdone. 

1. The eurozone services sector has held up relatively well (Figure 3). This 
reflects a strong labour market and slowly rising wage growth. All in all, 
household spending power remains strong enough to keep domestically focused 
sectors of the economy in good health. 

Figure 3: Eurozone PMI new orders 
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Source: HSBC Global Asset Management, data as of 8 April 2019 

2. Although the manufacturing sector is in a weak spot, there is scope for a 
rebound. This could be driven by a recovery in China’s economic growth rate just 
as a number of the above-mentioned transitory factors unwind. Recent PMI 
numbers from China are encouraging in this respect (Figure 4). 

Figure 4: Manufacturing PMIs 
Index Global ex. China, LHS China, 3-month lag, RHS 
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Source: HSBC Global Asset Management, data as of 8 April 2019 

3. The policy environment remains supportive. On the fiscal front, France is 
implementing an easing package this year in response to domestic discontent, 
while Italy’s government is reversing the previous administration’s plans to tighten 
policy. 

Meanwhile, the ECB has recently signalled that interest rates will remain 
unchanged for (at least) the rest of 2019. They are also planning to extend their 
programme of cheap loans to banks, which is important to support credit growth. 
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Market considerations 
Pessimism around the eurozone growth outlook is unsurprising, and multiple risks require monitoring (China, trade 
tensions, Brexit/Italy). However, a solid labour market is buoying the domestic backdrop. The manufacturing sector can 
benefit from a potential rebound in Chinese growth and an unwinding of transitory disruptions. Policy is also supportive. 

This gives us confidence that a eurozone recession in 2019 is unlikely. And with eurozone equity valuations still 
favourable (on a hedged basis), we believe they remain an attractive proposition in global multi-asset portfolios. This is 
in line with our overweight stance on global equities more generally. 

One implication of more dovish monetary policy has been valuations in the bond space being stretched further. We 
believe it makes sense to remain underweight eurozone government and investment grade corporate bonds, although high-
yield bond valuations are more consistent with a neutral positioning, in our view, and default rates remain low. 

Hussain Mehdi, Macro & Investment Strategist 
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Important information: 

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in 
part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may 
lead to legal proceedings. The material contained in this document is for general information purposes only and does not 
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may 
be considered forward looking statements which provide current expectations or forecasts of future events. Such forward 
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is 
not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in 
any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global 
Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual portfolios 
managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, 
and market liquidity. 

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well 
as up. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in 
some established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, 
accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed 
adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with which 
they trade. These economies also have been and may continue to be affected adversely by economic conditions in the 
countries in which they trade. Mutual fund investments are subject to market risks, read all related documents carefully. 
Please consider the investment objectives, risks, charges and expenses carefully before investing. The 
prospectus, which contains this and other information, can be obtained by calling an HSBC Securities (USA) Inc. 
Financial Advisor or call 888-525-5757. Read it carefully before you invest. 

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of 
HSBC Bank USA, N.A. Products and services may vary by state and are not available in all states. California license #: 
OD36843. Investments, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any 
of its affiliates; Not FDIC insured or insured by any federal government agency of the United States; Not 
guaranteed by the bank or any of its affiliates; and subject to investment risk, including possible loss of principal 
invested. 

All decisions regarding the tax implications of your investment(s) should be made in consultation with your 
independent tax advisor. 

PUBLIC 

4 


	Macro Insight Eurozone: life in the slow lane 
	Our views 
	Current pessimism is overdone 
	Market considerations 
	Important information: 

