
 Although recent news has been dominated by the positive results from a recent vaccine trial, the current

environment is being shaped by a rise in the number of Covid-19 infections that has led to renewed restrictions

across Europe.

 Services related to hospitality and culture, entertainment and sports are the main focus. Governments have

imposed these restrictions for at least one month starting in November, and intend to ease them ahead of

Christmas. The imposed closure of these services represents around 3.5 per cent of eurozone gross value

added (GVA).

 Restrictions vary from one country to the other. In Spain and the high-risk regions of Italy (representing one third

of its population), curfews were imposed. In Germany, the government closed bars, nightclubs, restaurants, and

some other non-essential services. Restrictions are stricter in France, with the additional closures of hotels, and

non-essential shops. Given heightened infection risks during winter, the most likely scenario is that these

restrictions last for even longer, possibly with short phases of opening up that would only allow a partial catch-

up for these sectors. Nevertheless, these latest measures are less stringent than those imposed during the first

infection wave. For example, factories, construction, schools, administrations, education, as well as all medical

services remain open.

Figure 1. : Impact of health restrictions across sectors in France and Spain since end 2019

Gross value added variation in Q3 2020 (% relative to end-2019)

Source: Eurostat - As of 05/11/2020
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 New containment measures have been imposed across Europe, bringing disruption to

retail, transport and hospitality, representing about a fifth of total value added. Stricter

restrictions for Spain over the summer than those imposed in the rest of Europe have led

to a significant setback in these sectors: down by almost a quarter versus last year (see

Figure 1). By contrast in France, the losses for retail, transport and hospitality were lower

(minus eight per cent in the third quarter) as most restrictions were relaxed before the

summer. Outside Spain, the relaxation of mobility rules has led to a sharp rebound,

leaving the eurozone economy down four per cent on average since January (see Figure

2 below). The impact could be less, given substitution effects, with, for example, the

rapid expansion of take-away or online distribution channels.

 This time, construction, industrial production, essential shops, and some services

(education, administration, medical and paramedical) will remain open. Overall around

80 per cent of the eurozone economy will keep functioning. Industrials, including

construction (a quarter of eurozone GVA) have benefitted from a nearly complete

removal of restrictions on production. European borders remain open for goods, and the

disruption risk to global value chains seems to be low.

 PMI surveys for October showed a sharp improvement in the manufacturing sector, led

by Germany’s rising orders for autos, business equipment and machinery. Germany’s

factory orders in September have fully recovered their pre-Covid levels (+0.8 per cent

year-to-date). However, the durability of the recovery will depend on household behavior

and policy support.

 Fiscal support will remain in place, such as furlough schemes and revenue transfers to

businesses under lockdowns. Goods consumption generally surprised to the upside, up

6 per cent year on year for August in France, for example, compared with minus eight

per cent for services). It remains to be seen whether households will keep a similar

behavior pattern over the coming months.

 On the downside, consumer confidence may falter on prolonged uncertainties over

employment and Covid-19 infections. Heightened infection risks during the winter may

reinforce social-distancing, whether self-imposed, or imposed by governments. Overall

cautious household behavior may result in elevated saving rates (at a record high of

nearly 25 per cent in the second quarter) instead of renewed consumption.

 On the upside, household demand may be resilient, with consumers substituting services

(tourism, leisure or food services for instance) for more goods (new cars, decoration or

grocery). Recent targeted stimulus measures may push in this direction, with the

temporary VAT cuts in Germany, and region-wide stimulus packages, notably incentives

for buying electric vehicles, investing in building renovation or energy efficiency.
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Figure 2. : Impact of health restrictions across selected countries since end 2019

Gross value added variation in Q3-2020 (% relative to end-2019)

Source: National statistics - Gross Domestic product - constant prices as of 05/11/2020
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Could building renovation help Europe reach its CO2 goals and boost jobs?

1 Société Générale, Cross Asset Research,  Construction & Building Materials, 12 October 2020

Sources: European Commission, 14 October 2020, A Renovation Wave for Europe - greening our buildings, creating jobs, improving lives,

European Commission, October, Stakeholder Consultation on the Renovation Wave Initiative

 The European Commission’s recently upped its ambitions on CO2 reduction targets

from -40 to -55 per cent by 2030, compared with 1990 levels. The EU now believes it

has everything in place, namely in terms of legislation and funding to enforce its target.

 However, is the EU’s multi year budget sufficient? Of a total budget of €1.8tn over

seven years, 30 per cent or €520 billion is slated for green investment. By the EU’s own

admission, the annual funding gap is about €340 billion. The EU believes that public

incentives along with performance benchmarks, legislation (climate law) and carbon

taxes provides the requisite leverage effect of four times.

 In Europe, the building sector has a huge role to play. By some estimates it has the

potential to cut emissions by a quarter1. The mere operational aspect of buildings,

excluding new construction, accounts for more than a third of total emissions – ahead of

transportation (30 per cent) and industrials (25 per cent. Over 80 per cent of building

emissions comes from heating: hence, renovation of the building inventory is crucial; it

is also the area where the funding gap is the largest at €185 billion annually or 55 per

cent of the total. Currently, only 1.1 per cent of the building stock is renovated annually:

a doubling of this rate is required to meet the 2030 emission goals. The main reason is

that over 85 per cent of the EU’s building stock was built prior to 2001, before the huge

strides in energy efficiency of the last twenty years.

 In a paper entitled “A Renovation Wave for Europe - greening our buildings, creating

jobs, improving lives”, the EU commission outlined how it was going to tackle the task at

hand. A cornerstone is a strengthening of the EPBD (Energy Performance of Buildings

Directives) alongside mandatory minimum energy performance standards for public

buildings. However, much will depend on the public and private sectors working

together to make energy efficiency affordable (subsidies, incentives, grants) and

implementable (guidance and job training). The stakes are huge: 34 million Europeans

remain below the poverty level because of high energy costs. Investment in renovation

would raise living standards and help drive a job recovery: it is the largest job creator

per million euros invested.

 The obstacles are surmountable: the EU Commissions broad based polling found the

following barriers and solutions to building renovation.

 To conclude, the EU has clearly been developing a robust framework and legislation to

spur building renovation. It is now up to EU member states to step up to the plate

before it is too late.

Barriers Solutions

1 Lack of available funding Attractive financing packages for renovation 

combining different funds (EU, national, 

regional, local public funds, and private funds)

2 Uncertainty over the pay-back period of 

energy renovation investments

Building skills, education and training for all 

relevant actors

3 Conflicting interests between landowner 

and tenant

Measures to bridge interests of owners and 

tenants so as to share renovation benefits

4 Difficulties in planning and obtaining 

permits

Tax regimes and fiscal instruments to promote 

renovation

5 Lack of trust in renovation benefits due to 

limited understanding of the technology

One-stop shops for citizens to inform and 

assist efforts for building renovation

In Europe, the 

building sector has a 

huge role to play: it 

could cut EU CO2

emissions by 25%
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Data watch as of 5 November 2020

* Eurozone Core CPI is CPI excluding energy, food, alcohol & tobacco

Sources: Bloomberg, Datastream, Eurostat, HSBC Global Asset management – 5 November 2020

The performance figures displayed in the document relate to the past and past performance should not be seen as an indication of future returns.

The commentary and analysis presented in this document reflect the opinion of HSBC Global Asset Management on the markets, according to the information

available to date. They do not constitute any kind of commitment from HSBC Global Asset Management. Consequently, HSBC Global Asset Management will not

be held responsible for any investment or disinvestment decision taken on the basis of the commentary and/or analysis in this document. Any forecast, projection or

target where provided is indicative only and is not guaranteed in any way. HSBC Global Asset Management accepts no liability for any failure to meet such

forecast, projection or target.
Non contractual document. For 

Professional Clients and  

Institutional Investors Use Only.

F: Final  A: Advanced  P: Preliminary estimate

Improved or better-than-expected

Worsened or below-expectations

Unchanged or in line with expectations

Economic

Indicator

Data            

as of

Last 

data
Consensus

Previous

data
Analysis

PMI composite Oct F 50,0 49,2 50,4

Eurozone composite PMI signals a deterioration in the services 

sector, while the manufacturing recovery seems to be gathering 

speed, notably in Germany. Renewed restrictions on travels, and in 

the hospitality sector are marking further divergences across the 

regions, with France, Spain and Italy most exposed to downside 

risks   

GDP growth 

QoQ
3Q P -4,3% -7,0% -14,8%

Eurozone GDP rebound in Q3 (+12.7% qoq), exceeding 

expectations. However the relaxation of health restrictions was 

uneven across the region, resulting into wide divergences. Among 

Eurozone countries which have published so far, the gap relative to 

the same quarter in 2019 is -8.7% yoy for Spain, -5.3% yoy for 

Austria, -4.7% yoy for Italy, -4.3% yoy for France and Germany 

Industrial 

production % 

YoY

Aug P -7,2% -7,0% -7,1%

Eurozone industrial production rose for fourth successive month, 

although the recovery starts loosing momentum as the output 

reaches pre-Covid levels. Splits shows that the recovery is complete 

for durable consumer goods, energy and construction, while capital 

goods lost around -12% yoy

Unemployment 

rate
Sept P 8,3% 8,2% 8,3%

Eurozone unemployment rate has been rising at a very slow pace 

since the start of the pandemic. Job retention schemes have been 

extended into 2021, notably in France and in Germany  

Trade balance 

(goods, ex EMU)      

EUR billion 

(12Mth 

cumulative)   

Aug P 222,4 218,5 219,7

Eurozone trade surplus over the 12 months to August has widened 

further. Imports have continued to contract more rapidly (-9.0% yoy) 

than exports (-7.2% yoy), given the relative weakness in Eurozone 

demand compared to its trade partners.

Retail sales % 

YoY
Sept P 2,2% 2,8% 4,4%

Eurozone retail sales just remained above pre-crisis levels in 

September, with an upward revision to the August data. Overall, the 

demand for goods has been surprisingly strong over Q3, but will 

most likely fade away on renewed restrictions in Q4  

Inflation  Oct F

-0,3%
-0,2% -0,3%

Both headline and core inflation remained at record lows in October, 

with headline deflation for a third successive month at -0.3% yoy. 

Services inflation continued to decline to 0.4% yoy, a new record 

low, which reflects the weakening prospects for the sector 

- Headline CPI, 

% YoY

- CPI core*, % 

YoY
0,2% 0,2% 0,2%

ECB Refinancing 

rate

29 Oct

0,0% 0,0% 0,0% The European Central Bank (ECB) left policy on hold, as expected, 

while signaling downside risks to the outlook and its intention for 

policy recalibration at its next meeting in December, when new 

economic forecasts will be published. This opens the door for 

further monetary easing, including a likely expansion of the bank’s 

Pandemic Emergency Purchase Programme (PEPP)
Deposit rate -0,5% -0,50% -0,50%
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