
Economic Watch 
 Europe 

Madrid,  
October 19, 2012 

Economic Analysis 

Europe 
Miguel Jiménez 
mjimenezg@bbva.com 
 
Agustín García Serrador 
agustin.garcia@bbva.com 
 
Elvira Prades 
elvira.prades@bbva.com 
 
Sonia López Senra 
sonia.lopez.senra@bbva.com 

 

The economy is set to contract further 
in 3Q 
 Soft data suggest that the economic contraction intensified in 3Q 

 However, hard data through August show slightly more encouraging 
outlook 

 Our MICA-BBVA model estimates that GDP might have dropped by 
0.3% q/q in 3Q 

 Inflation growth slightly outpaced forecasts in 3Q, driven by energy 
prices and tax hikes  
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Soft data suggest that the economic contraction deepened in 3Q 
Both PMI survey and European Commission (EC) figures were discouraging in 3Q, as they 
remain firmly stuck in contraction territory and suggest that the GDP downturn for the 
eurozone as a whole may even be deeper than that seen in 2Q (-0.2% q/q). Nonetheless, these 
surveys also skewed differently in some areas, with PMI data appearing to indicate that the 
economic slump has hit bottom, while EC indicators continue to show a marked and ongoing 
downtrend.  

Economic performance among countries diverged even more in 3Q, with peripheral countries’ 
confidence deteriorating further, while central European countries also suffered a worsening 
crisis by mid-year.  Specifically, the only positive news came from a stabilising German 
economy, while both the Spanish and Italian economies may have contracted at a similar pace 
to that seen in 2Q.  As for France, both confidence indicators significantly deteriorated in 
September, which suggests that economic activity may also have contracted in 3Q after 
remaining stagnant in the two previous quarters.  However, these numbers contrast with the 
Banque de France’s confidence surveys, which show a much more moderate slowdown and 
point to only slight contraction in 3Q.   

However, it is important to note that September confidence indicators were somewhat better 
than expected, especially in Italy and Spain, which is in part a reflection of easing financial 
tensions and receding worries about the sustainability of the countries’ government finances in 
light of the ECB’s willingness to purchase government debt and, accordingly, lend its support to 
the irreversibility of the euro project.  While 4Q figures are not yet available, we expect them to 
be in line with our outlook for mild economic improvement in coming quarters.  

However, hard data through August show slightly more 
encouraging outlook  
Industrial production exceeded forecasts in both July and August, rising by an average of 1pp 
through August over 2Q, when it shrank by 0.4% q/q. Using a 3M moving average to offset 
volatility, the most recent data indicate that the industrial production slump hit bottom early in 
the quarter and is now staging a tepid comeback. However, it is still too early to confirm a 
recovery for industry, particularly when industrial orders, both domestic and export driven, 
continue to deteriorate and thus do not signal that said recovery will gain rapid traction in the 
next few months.  

This more encouraging industrial activity is taking place across the board among member 
states, though great uncertainty persists about whether the uptick is a temporary trend and 
may thus evaporate when September numbers are released.  In particular, the 1.5% m/m 
rebound in French industrial output in August was largely the result of the volatile transport 
component, while Italy's rise in industrial activity (1.7% m/m) could be due to seasonal factors.  

In sum, the tepid improvement in industrial production can be amply absorbed by current 
installed capacity, as EC survey data indicate that capacity utilisation is still clearly below 
average, suggesting that it would not result in stepped-up investment. 

Retail sales throughout the euro zone were virtually unchanged from the end of 2Q until 
August, arresting the decline in the quarter (-0.6% q/q) and indicating that household spending 
may have been more resilient than in the previous quarter (private consumption shrank by 
0.4% q/q in the 2Q).  This weak household spending is generalised throughout member states.  
However, data available up to August show that retail sales dropped in Germany and Italy but 
rebounded in France, partly offsetting the decline of the previous quarter.  Still, the divergence 
in household spending between the periphery and central European economies is likely to 
persist in coming months as a result of both the fiscal adjustment processes underway in 
peripheral states and the divergent performance of the labour market, which continued to 
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worsen in the third quarter (by around 0.2pp to 11.4% in the euro zone as a whole), with the 
exception of Germany.  

Given the above, together with the fiscal adjustment which will erode government spending, 
especially in the periphery, domestic demand likely continued to dampen economic 
growth in 3Q.   

As a consequence, net exports will remain the main driver of European economic growth. 
Euro zone exports grew briskly up to August (1.4% q/q over 2Q), though imports were 
somewhat more resilient (0.4% q/q over 2Q) than domestic spending, which indicates that the 
positive contribution of net exports may wane in 3Q (after contributing 0.3pp in the 2Q).  By 
country, the underpinning of net exports is also a determinant factor offsetting a drop in 
domestic demand, primarily in peripheral states, while the German economy continues to 
benefit from still-strong growth in emerging economies. 

Our MICA-BBVA model estimates that GDP dropped by 0.3% q/q 
in 3Q 
This forecast assumes that the economic slowdown may be somewhat steeper than anticipated 
in our most recent estimates (-0.1% q/q) and, accordingly, would entail a sharper GDP decline, 
around -0.5%, for all of 2012. For 2013, we still expect sluggish economic growth, even 
though the ECB's announcement has eased financial tensions. 

Inflation growth slightly outpaced forecasts in 3Q, driven by 
energy prices and tax hikes 
Following an August increase (0.2pp), inflation remained unchanged at 2.6% y/y in September, 
since an inflation spike in the most volatile components was offset by a slowdown in core 
inflation (-0.1pp to 1.6% y/y).  In sum, current high inflation is driven mainly by steep inflation 
in energy prices, which accounts for about 40%.  Nonetheless, September numbers show no 
signs of possible second-round effects, while the slump in domestic demand and a gloomy 
economic outlook in coming quarters should prevent any such effects from emerging in the 
short and medium term.   

As for the rest of the year, we expect inflation growth to ease in October, hovering around 
2.4% y/y in 4Q, while core inflation should remain steady at 1.6% y/y. Consequently, the 
average annual inflation rate for 2012 is likely to stand at 2.5%, with core inflation at 1.8%.  

Inflation performance shows clear differences among countries, with inflation nudging above 
2% in France and Germany, while in Spain and Italy it rose by around 3.5% y/y in September.  
By contrast, inflation slowed slightly in Portugal to 2.9% y/y. The marked differences in inflation 
among these economies are the result of tax hikes prompted by each country's fiscal 
consolidation process.  
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Table 
Table 1  

Main indicators for Eurozone countries 
  Euro Area Germany France Italy Spain Portugal Greece Ireland  UK 

 National Accounts 

Jun-12 (*)  

GDP 

q/q -0.20 0.27 -0.04 -0.84 -0.43 -1.17 7.53 -1.10 -0.38 

y/y -0.40 0.99 0.25 -2.56 -1.30 -3.26 -6.26 1.20 -0.52 

2011          

y 1.58 3.03 1.70 0.44 0.42 -1.67 -7.10 1.43 0.87 

 Activity 

Aug-12  

Industrial 
Production 

m/m 0.64 -0.35 1.55 1.69 1.32 6.79 2.47 0.00 -0.50 

q/q 0.98 1.47 0.70 0.24 0.49 5.29 3.71 1.11 1.36 

Sep-12           

EPI 

 

Level 85.00 94.70 87.60 78.50 84.10 74.10 76.10 n.a.  91.9 

Change -1.10 -1.10 -1.60 -0.10 1.30 -5.00 -0.90 n.a.  0.4 

Sep-12           

PMI 
Manufacturing 

Level 46.14 47.43 42.73 45.73 44.55 n.a. 42.18 51.84 48.37 

Change 1.06 2.77 -3.30 2.12 0.50 n.a. 0.09 0.96 -1.2 

Sep-12           

PMI Services Level 46.15 49.69 44.98 44.45 40.21 n.a. n.a. 53.90 52.24 

 Change -1.08 1.39 -4.23 0.44 -3.75 n.a. n.a. 2.22 -1.42 

  

 Consumption 

Sep-12  

EC Consumer 
Confidence 

Level -25.90 -10.30 -27.80 -38.80 -36.80 -58.60 -75.60 -26.20 -19.3 

Change -1.30 -1.50 -2.30 -0.80 2.90 -6.90 -10.40 -4.50 -0.6 

Aug-12 (*)          

Retail Sales 

 

m/m 0.11 0.31 -0.84 -0.31 2.09 2.83 1.95 -0.29 -0.36 

q/q 0.50 -0.70 1.95 -0.37 0.37 3.01 1.44 0.63 1.21 

  

 Labor Market 

Aug-12 (**)  

Unemployment 
rate 

Level 11.40 5.50 10.60 10.70 25.10 15.90 25.10 15.00 7.9 

Change 0.0 0.0 0.0 0.0 0.1 0.2 0.3 0.1 0.0 

 Prices 

Sep-12 (***)  

HICP 

 

m/m 0.73 0.00 -0.25 2.06 1.93 0.39 2.50 -0.09 0.49 

y/y 2.61 2.06 2.15 3.39 3.45 2.90 0.28 2.43 2.50 
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Charts 

 

 

Chart 1 
Confidence suggest further contraction in 3Q 
than in 2Q 

Chart 2 
Divergence among countries (ESI). Central 
Europe vulnerable to crisis 

80

90

100

110

43

44

45

46

47

48

49

50

51
Ja

n
-1

2

F
e
b
-1

2

M
a
r-

1
2

A
p
r-

1
2

M
a
y
-1

2

Ju
n
-1

2

Ju
l-
1

2

A
u
g
-1

2

S
e
p
-1

2
PMI Manufacturing EZ (LHS)
PMI Services (LHS)
PMI Composite

70

75

80

85

90

95

100

105

Ju
n
-1

2

Ju
l-
1

2

A
u
g
-1

2

S
e
p
-1

2

EA17 Germany
France Italy
Spain Portugal
Greece

Source: Markit Economics and European Commission Source: European Commission 

Chart 3  
Industrial Production (3mma): Better than 
expected in 3Q 

Chart 4 
Retail Sales (3mma): Household spending more 
resilient than expected 
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Chart 5  
Exports (3mma): robust growth despite global 
demand slowdown 

Chart 6 
MICA-BBVA estimates -0.3% q/q GDP fall in 3Q 
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DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao 
Vizcaya Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report 
and are subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other 
instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or 
decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such 
specialized advice as may be necessary. The contents of this document is based upon information available to the public that has been obtained 
from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, 
either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect 
losses arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the 
historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors 
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities 
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed 
the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, 
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and 
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may 
be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments 
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party 
account in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to 
companies related thereto or to their shareholders, executives or employees, or may have interests or perform transactions in those 
securities or instruments or related investments before or after the publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading 
strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ 
proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed 
herein. No part of this document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, 
without the prior written consent of BBVA. No part of this report may be copied, conveyed, distributed or furnished to any person or entity in 
any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply with these restrictions may 
breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments 
falling within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial 
promotion order”), (ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the 
financial promotion order or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of 
section 21 of the financial services and markets act 2000) may otherwise lawfully be communicated (all such persons together being 
referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted on or relied on by persons who 
are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant persons and will 
be engaged in only with relevant persons. The remuneration system concerning the analyst/s author/s of this report is based on multiple 
criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the 
results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any 
specific transaction in investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members. 
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“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to 
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