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Market Monitor — Europe

ECB Stands Pat while BOE Pivots Dovish

ke

e Eurozone GDP grew by 1.3% YoY in Q4 2025, confirming a resilient 1.5% growth for the full year.

e UK PMis signalled positive momentum, while inflation continued to stay above target.

e The ECB and BOE kept their interest rates unchanged, with the latter striking a dovish tone for
rate cuts in 2026.

Overview Eurozone and UK Economies

The Eurozone economy finished 2025 on a firmer footing. The Eurostat's preliminary estimate
showed that the Eurozone economy expanded by 0.3% quarter-on-quarter (QoQ) in Q4 2025, the
same pace as in the preceding quarter and better than the market consensus of 0.2%. On a year-
on-year (YoY) basis, Eurozone GDP rose by 1.3% in Q4 2025, following a 1.4% growth in Q3. Based
on our estimates, the Eurozone economy recorded an overall growth rate of 1.5% for 2025, a
significant recovery from the 0.9% growth rate seen in 2024.

Diverging paces across major members remained notable. Spain continued to outperform within
the Eurozone, with GDP growth accelerating from 0.6% in Q3 to 0.8% QoQ in Q4. This was driven
by solid performance in household consumption, private investment and services exports.
Meanwhile, Germany, France and ltaly reported GDP growth of 0.3%, 0.2% and 0.3% QoQ in Q4,
respectively. However, the gap is poised to narrow. Growth momentum in Germany, the region's
largest economy, is set to pick up, driven by a marked increase in fiscal spending ahead. At the start
of 2026, the Eurozone composite PMI held up at 51.5 in January and 51.3 in February, pointing to a
steady expansion in Q1 2026.
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Eurozone inflation edged lower, though price pressures from the services sector were yet to
dissipate. Eurozone CPI inflation slowed to 1.7% YoY in January 2026, down from 2.0% in December
2025. The slowdown was largely due to a deeper contraction in energy prices (-4.1%). Core inflation,
excluding food and energy, slipped by 0.1 percentage points to 2.2% YoY in January 2026, marking
the lowest level since October 2021. Services inflation, a key gauge of domestic price pressures,
also moderated to 3.2% from 3.4%, though it has remained visibly above the ECB's 2% target for
more than 3 years. Price growth for non-energy industrial goods stayed subdued at 0.4% YoY.

UK inflation ticked up. UK inflation rose to 3.4% YoY in December 2025, up from 3.2% in November
and above market expectations. The rise was driven by higher tobacco prices and airfares. Core
inflation held steady at 3.2% YoY. Services prices posted a growth of 4.5% YoY. Against this backdrop,
the Bank of England's February 2026 Monetary Policy Report projects headline CPlI to fall to 2.1% in
Q2 2026, largely due to measures announced in Budget 2025 and favourable energy base effects.
The BOE suggested that, reflecting the impact of monetary policy, recent wage growth and
services price inflation had generally continued to ease, albeit remaining above target-consistent
levels.

UK PMiIs strengthened at the start of 2026, pointing to a turnaround in activity. Survey data
highlighted significant improvements in UK growth momentum. The UK services PMI rose to 54.0
in January 2026 from 51.4 in December 2025, while the manufacturing PMI also increased to 51.8
from 50.6, its strongest reading since August 2024. Taken together, the UK composite PMI climbed
to 53.7 in January 2026 from 51.4 in the month before, suggesting a solid expansion across sectors.
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The European Central Bank (ECB) stayed on hold in February 2026. The decision was in line with
expectations, reflecting a wait-and-see approach. The ECB's key interest rates remained
unchanged, with the deposit facility rate at 2.0%, the main refinancing rate at 2.15%, and the
marginal lending facility at 2.4%. While the latest inflation readings undershot 2%, ECB President
Lagarde attributed it to certain temporary factors. In addition, the ECB expects the economy to
remain resilient, underpinned by low unemployment, solid private-sector balance sheets, and the
gradual ramp-up of public spending on defence and infrastructure, alongside the supportive effects
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of previous rate cuts.

BOE Executes a Dovish Hold

The Bank of England (BoE) struck a more dovish tone at its February meeting, while holding its
Bank Rate at 3.75%. The shift reflected reduced concern about inflation persistence, particularly
from wage growth. The vote was a close 5-4 to hold, with Alan Taylor, Swati Dhingra, Dave Ramsden
and Sarah Breeden favouring a 25-basis-point cut. The Monetary Policy Committee (MPC) also
adjusted its collective guidance. The previous line “Bank Rate is likely to continue on a gradual
downward path" was replaced with “Bank Rate is likely to be reduced further”, a more explicit call
for future cuts. Market participants interpreted the change as more dovish than expected and
repriced toward additional easing through 2026.
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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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