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Market Monitor — Europe

Growth outlook stays subdued in early Q4

e The eurozone economy unexpectedly accelerated in Q3, possibly buoyed by
one-off events like the Olympic Games.

e Eurozone headline inflation edged higher as low base effects on energy
prices faded, whereas UK inflation fell below 2%.

e The ECB made back-to-back cuts in policy rates for the first time since 2011,

while the BoE also cut its policy rate by 25 basis points.

Eurozone economy unexpectedly accelerated in Q3

Strong eurozone economic growth was possibly buoyed by a one-off Olympic Eurozone Economic Growth

boost in Q3. The eurozone economy expanded for four straight quarters in Q3, 3%
with real GDP rising by 0.4% quarter-on-quarter (QoQ), well ahead of the market
consensus of 0.2% growth, and marking the fastest growth rate in the past two o 2%
years. On a year-on-year (YoY) basis, the eurozone economy posted stronger %
growth of 0.89% in Q3 2024, the fastest pace in the last six quarters. g 1%
S 0% "
However, this strong growth may be supported by the Olympic effects, with
France's GDP growth up notably to 0.4% QoQ (1.3% YoY) in Q3. Germany, the 1%
largest European economy, also surprisingly recorded 0.2% growth, driven by &§ &§ 8 8 @ & & &
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government and household spending. However, the sluggish manufacturing
sector in Germany, as evidenced by uninspiring manufacturing Purchasing
Managers' Index (PMI) data, could cause Germany's growth to slow in Q4.
Meanwhile, Ireland, which tends to record volatile GDP figures due to its high
exposure to international corporations, recorded a 2.0% QoQ GDP growth in Q3,
the best among eurozone members. Even though the ECB's rate cuts helped
support a pickup in credit growth in Q3, recent business surveys were largely
mixed, indicating a stagnant outlook. Overall, business confidence remains
subdued, and the eurozone economy could see weaker growth when the one-off
boost subsides.

Source: CEIC
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The UK economy returned to expansion in August. In August, the UK GDP grew
by 0.2% month-on-month (MoM), after seeing no growth in both June and July,
matching market consensus. While the monthly readings for June and July
remained unchanged, the GDP growth rates for April and May were revised down
by 0.1 and 0.2 percentage points (pps), respectively, raising concerns that growth
momentum in Q2 may have been milder than previously expected. Besides, the
UK business activities slowed down for two consecutive months, with its
composite, manufacturing and services PMIs in October all declining by 0.8, 1.6,
and 0.4 pps to 51.8, 49.9 and 52.0, respectively.

The UK Autumn Budget plans to raise taxes substantially. The UK Autumn
Budget was announced in late-October, with a target to increase taxes by GBP
40 billion per annum. The UK government seeks to address a shortfall in public
finances by raising taxes on high-income earners. Key changes include: first,
capital gain taxes for most assets are proposed to be increased to 18% from 10%
at the lower rate and to 24% from 20% at the higher rate, depending on the
taxpayer's status; second, the non-domiciled individual (non-dom) tax regime will
be abolished. Non-doms, whose permanent home (domicile) is outside the UK,
will soon need to pay tax on their foreign income and gains, regardless of their
domicile status; third, the National Insurance (NI) contribution will be hiked.
Specially, employers’ NI contributions will be raised by 1.2 pps to 15%; fourth, the
Stamp Duty Land Tax will be raised from 3% to 5% for individuals buying second
homes.

Inflation stayed near policy targets

The eurozone headline inflation edged higher as low base effects faded. In
October, the eurozone headline inflation increased by 0.3 pps to 2.0% YoY, while
core CPI inflation stayed unchanged at 2.7%. Both readings were slightly higher
than market consensus. The increase in headline inflation was mainly due to
fading low base effects of energy costs. Specifically, the declines in energy costs
narrowed from 6.1% YoY in September to 4.6% in October. Besides, services
inflation, which remains a key metric influencing further disinflation progress,
stayed unchanged at a relatively high level of 3.9% YoY. The trajectory of services
inflation and the transmission of wage growth are expected to remain the major
factors influencing the disinflation progress in the eurozone.

UK inflation fell below 2% for the first time in more than 3 years. In September,
UK headline and core CPI inflation decelerated notably by 0.5 pps and 0.4 pps to
1.7% YoY and 3.2%, respectively. Both were lower than market consensus, with
the headline inflation falling below the Bank of England's (BoE) target of 2%. On
a MoM basis, both headline and core CPI decelerated by 0.3 pps to 0.0% and 0.1%
in September, respectively. Services inflation also slowed but remained high at
4.9% YoY in September, compared to 5.6% in August. Meanwhile, growth of
regular pay (excluding bonuses) slowed down to 4.9% YoY in the three months to
August. However, the UK labour market remains tight as the unemployment rate
fell to 4.0% in the three months to August. Overall, upside risks to underlying
inflationary pressure in the UK should not be overlooked.
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The ECB made back-to-back rate cuts for the first time since 2011. At the
October monetary policy meeting, the European Central Bank (ECB) decided to
lower its deposit facility rate by 25 basis points (bps) to 3.25%, marking the first
back-to-back rate cuts since 2011. In a post meeting press conference, ECB
President Lagarde indicated that the ECB is still in the process of “breaking the
neck” of inflation, hinting that the fight against inflation is not yet completed. On
economic growth, Lagarde added that the ECB “certainly do not see a recession”
and remains hopeful to see a “soft landing”. Slowing inflation and muted
economic growth in the eurozone are likely to support another rate cut in the next
monetary policy meeting in December.

The BoE cut rate again in November. The BoE's Monetary Policy Committee
(MPC) voted 8-1 to cut the Bank Rate by 25 bps to 4.75%, aligning with
expectations. Meanwhile, the BoE expects inflation rate to increase from 1.7% YoY
in September 2024 to around 2.5% by the end of 2024 as the low base effects
for energy costs steadily fade. This suggests another rate cut is unlikely before
2025. Going forward, BoE Governor Andrew Bailey said interest rate will “continue
to fall gradually from here" but also cautioned that it cannot be cut “too quickly or
by too much."

Stock markets declined on US election jitters

Election overhang sent stocks lower. In October, European stock markets edged
lower as investors braced for uncertainty surrounding the US presidential election
held in early November. Specifically, the UK FTSE 100 index, the German DAX
index and the French CAC index slipped by 1.5%, 1.3% and 3.7% MoM in October,
respectively. Besides, the Euro and British pound depreciated by 2.3% and 3.6%
MoM, ending October at US$ 1.0884 and US$ 1.2899, respectively.
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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.ntml. 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).

© 2024 The Bank of East Asia, Limited
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