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Various headwinds outweigh reopening growth momentum  
 

After a solid growth in Q2 driven by the reopening and recovery of the tourism sector, 

Eurozone economic growth weakened again in Q3 amid multiple pressures from elevated 

inflation, energy crisis, unresolved geopolitical tensions, and rapidly tightening monetary 

conditions, etc., outweighing the benefits of post-pandemic normalisation. 

 

The Eurozone’s economic growth slowed to 0.2% quarter-on-quarter (QoQ) in Q3 after 

0.8% QoQ in Q2. The growth of Spain and Italy, which once benefitted from the recovery 

of tourism, decelerated from 1.5% and 1.1% QoQ in Q2 to a mere 0.2% and 0.5% in Q3. 

Meanwhile, Germany and France continued to grow modestly by 0.3% and 0.2% QoQ in 

Q3. Amid persisting headwinds, the Eurozone economy is expected to stay stagnant or 

even contract in Q4.  

 

Downward pressure remains on both consumption and production 
 

Amid multiple headwinds, both consumption and production remain under pressure. 

Eurozone retail sales declined by 1.8% month-on-month (MoM) in October after a 

modest MoM growth of 0.8% in September. The retail sales in Germany and France even 

fell by 2.8% and 2.7% MoM. The elevated and widespread inflationary pressure will 

undoubtedly eat into the purchasing power of household sector, leading to a restrained 

consumer demand. 

 

Industrial production expanded moderately by 2.0% and 0.9% MoM in August and 

September, mainly driven by backlogs, but a turning point for a sustainable growth has 

yet to come. The production of energy, intermediate goods, and durable consumer goods 

all recorded negative growth of 1.1%, 0.9% and 0.9% MoM in September respectively, 

with the decline of energy and intermediate goods production likely to weigh on the 

production of capital and consumer goods ahead. 

 

Mainland China and Hong Kong Economic Outlook 

Market Monitor – Eurozone 

Eurozone economic growth 
slowed in Q3, with various 
headwinds outweighing 
demand recovery from 
reopening. 
 
Retail and industrial sector 
are expected to stay under 
pressure. 
 
Persistent headwinds will 
remain in place.  
 

Persistent Headwinds Continues to Cloud Economic Outlook 
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Eurozone economy will stay stagnant or contract in the near-term 

 

Looking ahead, persistent headwinds will continue to cloud the Eurozone economic 

outlook. Energy supply security and elevated inflation remain the major concerns, but its 

threat has somewhat abated as compared to mid-2022, due to enhanced government 

support. This includes the EU’s joint purchase for natural gas, improved gas storage, 

recent proposal of natural gas price cap at €275/MWh, and some European governments 

accelerating their pace of infrastructure investment for alternative energy, etc. In 

Germany, the construction of the first LNG import terminal was completed to reduce its 

reliance of Russian gas. At of end-November, the price of natural gas has retreated by 

more than half from its late-August 2022 peak. Against this background, the energy price 

component of the flash Eurozone inflation estimate decelerated notably from 41.5% YoY 

in October to 34.9% in November. This drove the deceleration of headline inflation from 

10.6% YoY in October to 10.0% in November, the first moderation in 17 months. However, 

high inflationary pressure will continue to squeeze both household and company budgets 

ahead. 

 

Given that double-digit inflation remains far higher than the European Central Bank’s 

(ECB) policy target, and the firm core inflation has yet showed any sign of deceleration,  

the ECB is expected to raise rates by at least another 50 bps and decide the key principles 

for the reduction of its Asset Purchase Programme (APP) portfolio in December. ECB 

President Christine Lagarde has warned that some European governments’ fiscal policies 

could lead to excess demand. This could force monetary policy to be tightened more than 

necessary. It is still early to expect a turning point for the ECB monetary policy after a 

cumulative 200 bps interest rate hike since July 2022, with the Eurozone economy 

expecting to stay stagnant or even contract in the near-term.  

 

However, the Eurozone consumer and business confidence showed initial signs of low 

level stabilization rather than contraction. The Eurozone manufacturers’ purchasing 

managers index (PMI) increased from a 29-month low to 47.1 in November, while the 

Eurozone consumer confidence index also moved up by 3.6 to -23.9, implying that 

downside risks might not be as bad as feared. 

 

Financial markets recover amid improving market sentiment  

 

With the expectations of a moderating pace of interest rate hikes by the Federal Reserve 

(Fed) and initial signs of passing the firmest inflationary pressure, financial market 

sentiment turned upbeat over the past month. The pan-European Stoxx 600 index rose 

6.8%. As of the end-November, the Euro was trading at USD 1.0406, up 5.3% from USD 

0.9882 compared to end-October. Germany’s 10-year government bond yield dropped 

from 2.14% at end-October to 1.93% at end-November The yield spread between 10-year 

Italian and German government bonds narrowed to 1.95% as of end-November, down 

from 2.16% at end-October. 
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Disclaimer 

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only.  The content is based on 

information available to the public and reasonably believed to be reliable, but has not been independently verified. Any 

projections and opinions contained herein are expressed solely as general market commentary, and do not constitute an 

offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such 

an offer. The information, forecasts, and opinions contained herein are as of the date hereof and are subject to change 

without prior notification, and should not be regarded as any investment product or market recommendations. This 

material has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong Kong Monetary Authority, or 

any regulatory authority in Hong Kong. 

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other reports 

may be published at irregular intervals as appropriate without prior notice. 

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of 

the information and stated returns contained in this material , and no liability is accepted for any loss arising, directly or 

indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment 

involves risks. The price of investment products may go up or down, and may become valueless. Past performance is not 

indicative of future performance. The investments mentioned in this material may not be suitable for all investors, and the 

specific investment objectives or experience, financial situation, or other needs of each recipient are not considered. 

Therefore, you should not make any investment decisions based solely on this material. You should make investment 

decisions based on your own investment objectives, investment experience, financial situation, and specific needs; if 

necessary, you should seek independent professional advice before making any investment. 

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written 

consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, 

circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms 

that exist now or are developed later. 

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-

research.html. For any enquiries, please contact the Economic Research Department of BEA (email: 

lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong). 
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