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Euro Area Macro Monitor

Recession angstis building

Q4 18 GDP growth of 0.2% qg/q confirmed a lacklustre finish to 2018 and macro data
continues to point to a tough start for the euro area economy in 2019. PMls eased
further in January to the lowest level since 2014, but this masks somewhat diverging
country trends: while German business expectations fell sharply across sectors (see
Research Germany: The epicentre of the euro area slowdown) and Italy officially
plunged into recession, we are seeing tentative signs of stabilisation in France and
Spain. That said, so far leading indicators still point to a further decrease in the quarterly
euro area growth pace to just 0.1% g/q in Q1 19.

ECB finally acknowledged weaker incoming data and persistent global uncertainties
and changed its growth risk assessment to the downside. But as policymakers were in
‘assessing mode’ rather than ‘policy mode’, we will have to wait until the March
meeting to hear what the continued growth disappointments imply for monetary policy-
setting (see ECB Review). Although core inflation rose by 0.1pp to 1.1% in January,
the coming months will tell whether this is finally the start of a gradual, persistent
upward trend on the back of Phillips curve dynamics.

Amid the dismal Eurozone cocktail, euro recession fears have grabbed markets while
analysts continue to cut their 2019 growth estimates. So are we heading for a euro
area recession? We still do not think so. Our Danske recession tracker (see below) has
continuously edged down over the past year — in line with the slowdown in the growth
momentum we have observed — but at -0.4 clearly remains outside of recessionary
territory. So far it is primarily financial variables that have priced in recession anxieties,
while economic variables such as high consumer optimism and a strong labour market
still provide rays of light. That said, our quantitative business cycle model MacroScope
predicts another few rocky months ahead for the Eurozone before activity is expected
to stabilise from Q2 onwards, as a US-China trade deal removes some drag from the
Chinese export sector and higher real wage growth paves the way for a recovery in
private consumption.

Danske recession tracker not yet in recessionary territory

Source: Macrobond Financial, Eviews, Danske Bank
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*Shaded area indicates recessions.

The Danske euro area recession tracker is calculated as a weighted average of the standardised z-scores of

15 economic and financial variables, where values below -1 historically have indicated recessionary territory.

Important disclosures and certifications are contained from page 7 of this report.
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Germany slipping into slowdown
territory
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Analysts continue to lower their
2019 euro area growth expectations
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Housing prices and construction activity

Consumer confidence and private consumption
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Italy

GDP growth
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