& BEARRIT

Economic Researc September 202!

Market Monitor — Europe

Sentiment stabilised but uncertainty persists

e The EU and the US unveiled a framework agreement on bilateral trade.
e Eurozone and UK inflation ticked up.
o European equities were mixed in August, while the EUR and GBP appreciated

notably.

Trade pact details released but uncertainty persists

The EU and the US unveiled a framework agreement on bilateral trade. The EU
and US published a “Framework on an Agreement on Reciprocal, Fair, and
Balanced Trade" (framework agreement) on 21 August. The agreement caps
most US tariffs on EU goods at 15%, while the EU moved to reduce or eliminate
EU tariffs on US industrial goods and grant preferential access to selected farm
and seafood products. Besides, the EU plans to purchase USD 750 billion of
energy and USD 40 billion in Al chips from the US and invest USD 600 billion in
the US. There will also be increased EU procurement of military equipment from
the US. However, the issues concerning digital services taxes remain unresolved,
which could complicate future trade negotiations.

Risks from domestic politics and geopolitical tensions remain high. In France,
Prime Minister Frangois Bayrou called for a vote of confidence on 8" September,
seeking to break a deadlock over planned budget cuts. However, key opposition
parties have signalled their objection to back the government, raising the odds of
collapse or snap elections. This has led to surging French yields, as the market is
pricing in a weaker growth outlook due to a potential political impasse. Meanwhile,
the military operations between Russia and Ukraine endure. The conflict has
continued to disrupt European supply chains.
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Sentiment stabilised modestly. The eurozone composite PMI edged up from
50.9 in July to 51 in August. The improvement was driven by the manufacturing
PMI, which rose from 49.8 to 50.7, while the services PMI slowed from 51.0 to 50.5.
Improvements were seen in major member states. Germany's composite PMI
increased on better manufacturing; France's readings ticked up, albeit remaining
in contraction; Italy and Spain both showed firmer prints on services-led
momentum. Looking ahead, while the EU-US framework agreement reduces
near-term trade policy uncertainty, higher effective tariff rates, as well as fading
impacts from front-loading, could temper export growth and cap private
investment.

UK economic growth picked up in June. UK GDP rose by 0.4% month-on-month
(MoM) in June, reversing the prior month's 0.1% decline, with services the primary
driver. The UK composite PMI also rose to 53.5 in August from 51.5 in July,
indicating more upbeat business confidence. The surge was led by services
activity while manufacturing activity continued to decline. Nonetheless, ongoing
global trade fictions, softening consumer demand and rising labour costs are
likely to constrain economic growth in the near-term.

Price pressures increased

Eurozone inflation inched up. The eurozone headline inflation rate rose to 2.1%
year-on-year (YoY) in August from 2.0% in July, with core inflation steady at 2.3%
YoY in August. During the month, energy deflation eased, while price gains for
services categories held up. While inflation dynamics are set to be driven by
various contrasting forces including the euro rally, global supply chains, energy
prices and labour market conditions, the eurozone inflation outlook is anticipated
to remain stable. While the European Central Bank (ECB) recently indicated its
intention to take a pause after a series of rate cuts, we consider that a stable
inflation backdrop will offer the ECB flexibility to ease monetary policies if
downside risks to growth intensify.

UK inflation accelerated in July. The UK headline inflation rate increased to 3.8%
YoY in July, up from 3.6% in June, above market expectations and marking the
highest pace since January 2024. This was driven by transport costs, particularly
airfares, likely due to summer travel demand. July's upside surprise makes near-
term easing less likely. The Bank of England is expected to take a cautious
approach to interest rate cuts, opting to remain on hold until there is clear

evidence that inflation has peaked.
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European equities were mixed, while currencies surged

European equities were choppy in August, while the EUR and GBP appreciated
against the dollar. In August, France's CAC 40 and Germany's DAX fell by 0.9%
and 0.7%, respectively, as investor sentiment weakened due to rising political
instability in France and slow progress toward resolving the Russia/Ukraine
conflict, while the UK's FTSE 100 was up slightly by 0.6%. That said, the EUR and
GBP appreciated notably against the USD, rising by 2.4% and 2.2%, respectively,
in August.
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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).
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