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Investment Research — General Market Conditions   

    
 In this publication we introduce our Danske growth tracker for the euro area. 

With a value of -0.1 the index currently remains outside recessionary territory. 

That said, the risk of a recession lurking in the background remains elevated. 

Eurozone recession fears are building in the markets and a broad variety of economic 

and financial variables provide different messages regarding the severity of the euro zone 

slowdown we are currently experiencing. Our growth tracker aims to distil these various 

messages into an easy-to-understand signal regarding the state of the economy. 

Our measure is constructed as a simple average of the standardised values of 12 

economic and four financial variables which are commonly perceived as exhibiting close 

co-movement with the economic cycle (see below). Different lag lengths are taken into 

account in terms of variables’ responsiveness to economic conditions. Historically, values 

below -1 of the tracker have coincided with recessionary periods in the euro area. 

What signal is our growth tracker sending?  

With a value of -0.1 the index clearly remains outside recessionary territory. It is 

primarily financial variables that are showing recessionary tendencies, while economic 

variables on average remain close to their historical mean (indicated by a value of 0). We 

draw comfort from this fact, as financial variables historically have exhibited more 

volatility and given less reliable signals about an imminent recession (sending some false 

alarms in early 2016 as well).  

Amid the economic variables, it is primarily manufacturing-related indicators that 

are ringing alarm bells. On that note it is encouraging that the PMI manufacturing order-

inventory balance has actually shown signs of stabilising. Profit growth has also slowed 

down, not least in light of accelerating wage growth, but it is a very volatile indicator. On 

the other hand, both hard (unemployment) and soft data (consumer optimism) indicate that 

the pre-conditions for a demand–driven rebound are still in place.  

Danske growth tracker remains outside recessionary territory 

 
Source: Macrobond Financial, Danske Bank 
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Euro Area Research 

Is the euro area heading for recession? 

Feb 19

Economic variables 0.2

Consumer confidence 1.1

Capacity utilisation 0.9

Unemployment 0.8

European sentiment indicator 0.7

ZEW 0.4

EuroCOIN 0.0

Credit growth 0.0

Real M1 growth -0.1

OECD CLI -0.3

Composite PMI -0.3

Profit growth -0.5

PMI-order-inventory blance -0.7

Financial variables -1.0

Sentix -0.4

Eurostoxx50 -0.5

Euro Surprise Index -1.2

Corporate vs. Gov. Bond yield -2.0
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Euro Area Research  

Risk of euro area recession remains elevated  

One drawback of our growth tracker is that its values are not easy to interpret in 

terms of what it implies for the probability of a euro area recession hitting. Does a 

movement in the tracker from -0.2 to -0.1 signal a turning point or not? Markov Switching 

Models can help to answer these questions, by transforming movements in the indicator 

into probability statements. 

To derive the filtered regime probabilities of our growth tracker, we apply a similar 

methodology as for the Ifo Business Cycle Traffic Light. In the Markov framework an 

assessment is to be made whether a movement of the growth tracker from time t-1 to t 

speaks for a regime change or whether it is still in accord with the current regime. For 

simplicity, we limit the number of cyclical regimes to two (expansion and slowdown). For 

a full description of the methodology see also here.  

As the charts below indicate, the implied monthly probability of a slowdown is 

currently at the highest level since 2011 (92.5%). On balance this points still to an 

elevated risk of a euro area slowdown/recession. That said, two caveats are important to 

mention: the regime probabilities give no indication in terms of the timing when a recession 

will hit and it also has given some false alarms in the past (as has the Ifo Business Cycle 

Traffic Light - see chart to the right).  

Risk of a recession lurking in the background remains elevated 

         
Source: EViews, Macrobond Financial, Danske Bank                                                     (Shaded areas are recessions) 

Overall, the monthly regime probabilities can provide useful additional information 

for the interpretation of our growth tracker. However, we think the probabilities should 

not be taken as exact predictions about the likelihood of a euro area recession occurring, 

but instead be seen in light of a low-medium-high risk assessment. With the probability 

for a slowdown currently remaining in the upper range of the ‘red area’, the risk of a 

euro area recession lurking in the background remains elevated, however, in our base 

case we do not expect a euro area recession in the foreseeable future.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Ifo Business Cycle Traffic Light has 

also given false alarms in the past 

   
Source: Ifo, Macrobond Financial 

(Shaded areas are recessions) 

 

https://read.oecd-ilibrary.org/economics/markov-switching-and-the-ifo-business-climate_jbcma-2010-5km4gzqtx248#page6
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Euro Area Research  

Economic variables 

EuroCOIN 
 

Composite PMI 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

 

European Sentiment Indicator 
 

OECD Cyclical Leading Indicator 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

 

Private credit growth 
 

M1 real money growth 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

 

PMI Manufacturing order-inventory balance 
 

Consumer confidence 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 
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Profit growth 
 

Unemployment 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

 

ZEW current economic situation 
 

Capacity utilisation 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

Financial variables 

 

Sentix 
 

Economic Surprise Index 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 

 

Corporate vs. 10Y (German) government bond yield 
 

Eurostoxx 50 

 

 

 
Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions)  Source: Macrobond Financial, Danske Bank             (Shaded areas are recessions) 
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