
Global and European setting

World economic activity

The global economic slowdown, which had 

begun in 2011 and was interrupted in the first 

quarter of 2012 only by a brief revival, con-

tinued in the third quarter. It remains regionally 

broad based. Although the focal point of the 

current economic weakness is still the crisis in 

the euro area, aggregate growth also remained 

subdued in the major emerging economies, in-

cluding China, during the summer months. The 

slow growth in this group of countries com-

pared to earlier expansion rates can be attrib-

uted only in part to specific causes in the euro 

area; rather, it is connected to internal factors 

to a considerable extent (see the box on 

pages 11 to 14). The Japanese economy, which 

after a powerful start to the year lost a consid-

erable amount of steam in the spring, even 

contracted sharply in the third quarter. In this 

highly unfavourable environment, the United 

States once again proved to be a bulwark for 

the world economy, with continuing moderate 

growth in gross domestic product (GDP). The 

UK economy has managed to come out of re-

cession, even though its latest growth spurt is 

probably largely the result of one-off effects. 

On the whole, seasonally adjusted real GDP in 

the United States, Japan, the United Kingdom 

and the euro area has gone up only slightly 

compared with the previous period, according 

to calculations based on initial preliminary data, 

and was a mere ¾% up on the year.

Global GDP growth, too, is likely to have per-

sisted throughout the summer, though still 

throttled. One indication of this is that, in July-

August, seasonally adjusted global industrial 

output rose by ½% compared with the spring 

quarter. At the same time, however, the vol-

ume of real world trade fell by ½%. All in all, 

for several quarters now, global growth does 

not appear to have been keeping pace with 

potential output any longer; utilisation is there-

fore likely to have already fallen distinctly.

For the last quarter of 2012 and the first quar-

ter of 2013, the global economy is expected to 

improve only slightly. Growth is likely to be bol-

stered mainly by considerably looser monetary 

policy, which the emerging economies have 

now also adopted. In line with a gradual im-

provement of the global cyclical outlook, the 

Purchasing Managers’ Index (PMI) for the 

manufacturing industry went up markedly 

again in September and October, distinctly ap-

proaching the expansion threshold. Moreover, 

the oil markets do not appear to be imposing 

any additional burdens, at least. However, a 

cyclical upturn in the world economy is de-

pendent on the swift achievement of clarity in 

the United States with regard to the country’s 

future path of consolidation.

Given the stubbornness of the global economic 

slowdown and the unclear nature of the signs 

of recovery, in October the International Mon-

etary Fund (IMF) once again revised down-

wards its global growth forecast for 2012 and 

2013, by ¼ percentage point to 3¼% and 

3½% respectively compared with its last fore-

cast of early July; the first preliminary estimate 

for 2012 in the spring of last year had still been 

+4½%. According to the new forecast by the 

IMF, the advanced economies’ real GDP will 

rise in 2013 by 1½%, only a slight improvement 

on this year (+1¼%). This is predicated on the 

expectation that US GDP will continue to grow 

by just over 2% whereas the euro area, after a 

nearly ½% decline, will see GDP grow by only 

¼% and the Japanese growth rate will shrink 

by nearly one-half to 1¼%. The forecast states 

that the emerging economies’ growth in 2013, 

at 5½%, will likewise not be much stronger 

than in the current year. The forecast for global 

trade growth was also revised downwards by 

more than one-half percentage point for each 

year to 3¼% this year and 4½% next year. The 

price forecast for the industrial countries was 

virtually confirmed, at 2% and 1½% respect-

ively.
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Impact of weak euro-area demand on the global economy

The macroeconomic problems in the euro 

area are usually seen as the major driving 

force behind the current lull in the global 

economy in general and the economic 

slowdown in the emerging market econ-

omies (EMEs) in particular. Weak demand 

from the euro area is said to be having a 

dampening effect on output elsewhere, es-

pecially via the direct foreign trade channel. 

In actual fact, one aspect or refl ection of 

the necessary adjustment processes in the 

European peripheral countries is the reduc-

tion of their domestic demand from past 

levels which, owing to unsustainable 

macroeconomic developments, were exces-

sive.1 A contraction in domestic demand 

also results in a decline in imports. On the 

one hand, this cushions the fall in domestic 

GDP as imports represent an outfl ow of in-

come. At the same time, however, the 

negative growth momentum spills over to 

the foreign trading partners in the form of 

dwindling exports. An important part of 

these adjustments occurs in intra-euro-area 

trade without directly affecting non-euro-

area countries. The German export sector, 

in particular, has already suffered markedly, 

however.2 In the remainder of this box, we 

will investigate the quantitative importance 

of weak export demand in the euro area for 

the global economy and economic activity 

in the EMEs.

The analysis is based on the IMF’s Direction 

of Trade Statistics (DOTS). These statistics 

can be used to trace the nominal trade 

fl ows of goods (on a US dollar basis) be-

tween the individual countries and regions. 

Given that the fi gures are quoted in nom-

inal terms, fl uctuations in the data should 

be interpreted with caution as they may 

also refl ect shifts in prices and exchange 

rates. A comparison with nominal GDP in 

US dollar terms, however, which can be 

found in the IMF’s current World Economic 

Outlook (WEO) database, makes the size of 

the relevant trade fl ows clear. According to 

data from the DOTS database, the euro 

area imported US$2,340 billion worth of 

goods from non-euro-area countries last 

year (calculated on the basis of the exports 

from these countries), which is equivalent 

to around 18% of euro-area GDP. In the 

period from January to June 2012 – more 

recent DOTS data were not available as this 

report went to press – the value of imports 

decreased by 4% on the previous year. This 

decline is still likely to have made an implied 

contribution to nominal GDP growth in the 

euro area of ¾ percentage point over the 

year as a whole. A further factor to be con-

sidered is that the economic momentum 

stems not so much from the contribution of 

nominal imports to growth itself but rather 

from its development over time. Given that 

the growth contribution of nominal imports 

has gone from being strongly negative to 

being slightly positive, nominal imports of 

goods are likely to soften the economic 

downturn in the euro area perceptibly.

Conversely, the lower income outfl ows 

from the euro area mean lower income in-

fl ows to the rest of the world. Nevertheless, 

a shift in the trade fl ows is occurring as the 

economic output of non-euro-area coun-

tries is several times greater than that of the 

euro area. For example, nominal exports of 

goods to the euro area accounted for just 

4% of GDP of the rest of the world in 2011, 

1 See Deutsche Bundesbank, On the problems of 
macroeconomic imbalances in the euro area, Monthly 
Report, July 2010, pp 17-38.
2 See Deutsche Bundesbank, The pronounced rise and 
fall in Germany’s current account surplus vis-à-vis its 
euro-area partner countries between 1999 and 2011, 
Monthly Report, March 2012, pp 18-20.
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and thus their muted decline this year had 

virtually no effect on the nominal growth in 

activity in the supplier countries. It should 

be noted, however, that the importance of 

goods exports to the euro area is likely to 

vary quite a bit among individual exporting 

countries and regions. In the case of EMEs 

and developing countries, their share of 

GDP, at 5%, is signifi cantly higher than in 

the advanced economies outside the euro 

area (3½%). Nevertheless, the metric for 

the industrial countries is being depressed 

by the USA, whose goods exports to the 

euro area account for no more than 1¼% 

of GDP.3 Moreover, given that US exports 

have remained relatively stable in 2012, too, 

their contribution to the nominal income 

growth of the US economy is virtually zero. 

Against this backdrop, the often-cited claim 

that weak demand in the euro area is 

weighing heavily on the US economy, at 

least via the direct foreign trade channel, 

does not appear to hold water. By contrast, 

according to national data, the value of oil 

imports for the US economy is twice as sig-

nifi cant as that of goods exports to the euro 

area. Moreover, given that the value of im-

ports is subject to the sharp fl uctuations in 

the price of crude oil, it is more likely to be 

a driving force behind a sudden change of 

economic pace than exports, which are 

comparatively steady.4

Exports of goods from emerging and de-

veloping economies to the euro area are 

not particularly signifi cant, accounting for 

just 5% of nominal GDP. However, given 

that these goods exports made positive 

contributions to growth of around 1 per-

centage point in the preceding years, the 

removal of this stimulus would, in and of 

itself, give rise to a marked slowdown in 

economic activity. Compared with the IMF 

estimate of a deceleration of over 10 per-

centage points this year in nominal GDP 

growth in emerging and developing econ-

omies, the effect is small, however, which 

means that, taken in isolation, it does not 

provide an adequate explanation.5 Never-

theless, the heterogeneity within the group 

of countries should also be borne in mind in 

this context. The weak euro-area demand is 

likely to have primarily hit central and east 

European countries, whose exports of 

goods to the euro area accounted for 15% 

of GDP last year. On the other hand, the 

external trade links between the euro area 

and the major emerging market economies 

(Brazil, India and China) play only a minor 

role: in Brazil and India, the share of GDP 

accounted for by goods exports to the euro 

area stood at 1¾% and 2¼% respectively in 

2011 and was thus far below the average of 

the entire emerging and developing world 

3 Excluding the USA, nominal exports of goods to the 
euro area by the other advanced economies accounted 
for 5¼% of GDP in 2011.
4 See Deutsche Bundesbank, The price of crude oil and 
its impact on economic activity in the industrial coun-
tries, Monthly Report, June 2012, pp 27-49.
5 Nominal GDP growth in the emerging and develop-
ing world (in US dollar terms) is largely determined on 
the basis of price and exchange rate fl uctuations. The 
only relevant factor here is the computed nominal con-
tribution to growth made by exports of goods to the 
euro area, compared with exports to non-euro-area 
countries, imports and domestic demand. Owing to 
the low weight of nominal exports of goods to the 
euro area, their contribution to growth must also be 
comparatively limited.

Factors weighing on the US economy

Source: Global Insight.
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put together. Even for China, itself a com-

paratively open economy, these exports 

made up just 3¾% of GDP. The current lull 

in economic growth in Brazil and India is 

particularly pronounced: according to the 

recent IMF forecasts, real GDP growth this 

year is expected to be 6 percentage points 

lower in Brazil and 5¼ percentage points 

lower in India than in 2010, a year of very 

dynamic growth. The average annual rate 

in the period from 2004 to 2007 will also 

be undershot by 3¼ and 4¼ percentage 

points respectively. As for China, the decel-

eration compared with 2010 is expected to 

be somewhat more moderate (2½ percent-

age points), although of a similar magni-

tude (4¼ percentage points) when com-

pared with the trend rate in the previous 

period of expansion. Given the sizes of the 

economies involved, economic slowdowns 

of this magnitude are likely to be due less to 

the limited dampening impulses from trade 

with the euro area than to specifi c domestic 

factors.

Furthermore, the current thinking has im-

plied that the cause of the downturn in ex-

ports to the euro area lies in Europe alone. 

However, the export slump is probably also 

due, at least in part, to a global economic 

slowdown. This is supported by the fact 

that the DOTS data also indicate a marked 

downturn in nominal goods exports by 

emerging markets to other advanced econ-

omies as well as in exports within their own 

group of countries. Generally speaking, de-

velopments in the growth rates of nominal 

goods exports to various regions are largely 

synchronous. The same fi ndings are also 

obtained if data on the total exports of 

goods are considered in real terms on the 

basis of the region of origin, as they are es-

timated in the statistics of the Dutch Cen-

traal Planbureau (CPB).6 Thus, it is not just 

the growth in the overall exports of goods 

in emerging and developing economies 

(measured in terms of volume) that has re-

cently ground to a virtual halt, but also the 

growth in exports of industrial countries in 

general and of the euro area in particular.

In actual fact, the underlying trend in world 

trade does not seem to be overly depend-

ent on the fortunes of individual regions. 

Rather, it moves in line – albeit with some-

what stronger cyclical fl uctuations  – with 

the ups and downs in the global industrial 

sector, where tradable goods are produced. 

The current slowdown in the international 

goods trade therefore refl ects the down-

turn in the global manufacturing industry, 

where the economic cycles are generally 

much more pronounced and frequent than 

in the economy as a whole. Owing to the 

international foreign trade interlinkages, it 

is hardly surprising that industrial activity in 

emerging markets and advanced econ-

omies also develops largely in sync. What is 

striking, however, is that the current slow-

down in the catching-up economies is more 

pronounced. Despite the fact that output 

growth in industrial countries stagnated 

6 It should be noted that the CPB’s defi nition of the 
groups of countries is not entirely consistent with the 
IMF’s defi nitions.

Importance of exports of goods to the 

euro area for emerging and

developing economies

Source:  IMF  and  Bundesbank  calculations.  1 IMF  forecast 
(WEO October 2012).
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completely of late, whereas it rose by 5¼% 

in August in the emerging markets com-

pared with the same month last year, the 

gap between the current rate and the aver-

age rates in the previous period of expan-

sion –  2¾% annually and 9¾% in the 

period from 2003 to 2007 – is now signifi -

cantly greater in the case of the emerging 

market economies. A more pertinent ques-

tion would be to what extent this slow-

down could also refl ect a deceleration of 

trend growth in these countries.

All in all, the contraction in goods imports is 

likely to have made a distinct contribution 

to stabilising the euro-area economy as a 

whole. Trade with the euro area plays only 

a minor role for the rest of the world, how-

ever, which means that the global economy 

is unlikely to have been signifi cantly af-

fected by developments in the euro area. 

The slowdown in growth in the inter-

national fl ows of goods is closely related to 

a pronounced slump in the global manufac-

turing sector and not so much to the spe-

cifi c problems in the euro area. Admittedly, 

it is possible that these problems did not 

spill over to non-euro-area countries solely 

via direct foreign trade, but also via other 

channels. In this case, though, positive re-

percussions would also have to be taken 

into account, such as those caused by cap-

ital infl ows to “safe havens” outside the 

euro area. Finally, with regard to the eco-

nomic signifi cance of uncertainty, which 

has frequently been emphasised recently, it 

should be stressed that this is by no means 

stemming from European sources alone. 

The dispute regarding fi scal policy in the 

USA and Japan, along with the geopolitical 

confl icts in the Middle and Far East, are also 

giving rise to considerable uncertainty for 

the world economy at present.

Volume of world trade and global 

industrial output

Source: Centraal Planbureau (CPB).
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In the summer months, the international com-

modity markets went along diverging paths. 

Given the global economic slump, average in-

dustrial raw materials prices for the quarter 

were much cheaper than in the spring. By con-

trast, the prices for food, beverages and to-

bacco rose sharply due to a considerable de-

terioration in the crop prospects owing, not 

least, to a severe drought in the United States. 

In contrast to this, the average spot price for a 

barrel of Brent crude oil was nearly unchanged 

from the preceding three-month period. How-

ever, the quarterly view obscures a sudden re-

versal at the start of summer of the calming on 

the oil market which had been becoming ap-

parent during the spring months. In particular, 

the entry into force of the EU embargo against 

Iran pushed the geopolitical conflicts in the 

Middle East more under the spotlight. In add-

ition, global demand for oil continued to in-

crease despite concerns about the economy. 

The considerable markdowns at which oil fu-

tures are currently still being traded could be an 

indicator of the current scarcity of oil. As this 

report went to press, Brent was trading at 

US$108¼ per barrel, still considerably higher 

than in June.

Higher oil prices were passed through to con-

sumer prices in the industrial countries with a 

slight time-lag. In August and September, con-

sumer prices, after elimination of seasonal in-

fluences, rose month-on-month, in some cases 

very strongly. In conjunction with the preced-

ing period of calm, however, average consumer 

prices for the third quarter were up only slightly 

from a quarter earlier. Owing to unfavourable 

developments a year earlier, year-on-year con-

sumer price inflation even fell slightly to 1.8%. 

Excluding energy and food, consumer prices 

were up by 1.5% from their level of summer 

2011.

Selected emerging market 
economies

In China, year-on-year growth of real GDP 

slackened in the third quarter of 2012 to just 

under 7½%. The decline in year-on-year rates 

–  for the seventh consecutive quarter  – was 

only slight, however. According to the official 

seasonally adjusted figures, the statistical qual-

ity of which, however, is difficult to assess, 

quarter-on-quarter GDP growth has even ac-

celerated slightly to +2¼%. A major factor in 

the year-on-year slowdown is that, in the third 

quarter, exports lost considerable momentum; 

their nominal and US dollar-denominated 

growth rate fell from 10½% to 4½%. Nonethe-

less, there are signs that the upswing in China 

has revived in the past few months. Since the 

spring, the Chinese authorities have taken a 

series of monetary and fiscal policy measures to 

stimulate domestic demand forces; these meas-

ures might now be showing initial positive ef-
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fects. In September and October, exports were 

also signalling a distinct recovery, the sustain-

ability of which, however, is not yet clear. As 

there were no major fluctuations in food prices, 

which are generally volatile, consumer prices 

were calm during the reporting period; head-

line inflation hovered around the 2% mark.

Real year-on-year GDP growth in India slowed 

down distinctly once again in the second quar-

ter, up to which national accounts data are 

available, from 5½% to 4%. Although the lat-

est data could well understate the actual 

growth rate,1 there is no denying that the In-

dian economy is currently in the doldrums. The 

data on industrial output do not indicate any 

distinct acceleration of growth in the third 

quarter, either. After a relatively long period 

without any meaningful gains made with re-

gard to reform, in the past few months the In-

dian government has once again undertaken 

major efforts to strengthen the supply-side 

forces of growth. The federal government is 

planning to open retail trade to foreign direct 

investment alongside air transport. However, it 

remains to be seen what is actually imple-

mented at state level. In addition, the govern-

ment-controlled price for diesel fuel was raised 

markedly in order to reduce the large govern-

ment budget deficit. However, this measure is 

likely to have contributed to keeping consumer 

price inflation high in October as well (+9.8%).

Following anaemic growth in the preceding 

quarters, the Brazilian economy appears to 

have picked up a higher pace again in the sum-

mer. One sign is that industrial output, after 

trending downwards since mid-2011, went up 

by a seasonally adjusted 1% on the quarter. 

This recovery, however, was, above all, sup-

ported by motor vehicle manufacturing, which 

benefited from government fiscal incentives to 

purchase cars. From mid-2011 to October 

2012, the Brazilian central bank cut its policy 

rate by a total of 525 basis points to 7.25%, 

marking an all-time low; this could have also 

had a positive impact. Whether or not this is 

consistent with stability remains to be seen. 

Lastly, consumer price inflation has surged in 

the past few months. The inflation rate stood 

at 5.4% in October, as against 4.9% in June.

The Russian economy continued to lose steam 

in the last few months. According to initial in-

formation from the Russian federal statistics 

service, year-on-year real GDP growth in the 

third quarter slowed to 3% after previously 

having stood at 4%. Although the manufactur-

ing industry was able to maintain its modest 

growth rate, construction activity and also agri-

cultural output fell considerably short of their 

previous year’s levels. In addition, a significant 

surge in inflation has been weighing on the 

short-term economic outlook, causing the Rus-

sian central bank to increase its policy rate in 

September. In October, consumer price infla-

tion stood at 6.5%, and thus outside the Rus-

sian central bank’s target corridor of 5% to 6% 

at the end of the year.

USA

In summer, the US economy remained on its 

path of moderate expansion. Quarter-on-

quarter growth of overall output, at ½% after 

seasonal adjustment, was even distinctly 

stronger than in the spring, despite the fact 

that growth had been hampered slightly by ac-

celerated inventory depletion in agriculture 

owing to the severe drought. Households 

proved to be a particular bulwark for the econ-

omy; their real consumer spending continued 

to climb considerably despite higher fuel prices. 

Although average year-on-year headline infla-

tion, as measured by the Consumer Price Index, 

fell to +1.7% for the quarter, or +2.0% exclud-

ing energy and food, the index was up by 0.6% 

from the previous three-month period after ad-

justment for seasonal variations, however. On 

balance, households were able to post only a 

moderate rise in real disposable incomes, which 

India’s economy 
growing at 
slower pace

Brazilian eco-
nomic recovery 
not broad based

Further slow-
down in eco-
nomic growth in 
Russia

Household de-
mand robust, …

1 Real gross value added, the measure of aggregate output 
preferred by the Indian Ministry of Statistics and the Re-
serve Bank of India, rose by 5½% year-on-year in the 
second quarter, as against +5¼% a quarter previously.
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meant that they had to find ways of funding 

their increased spending, such as scaling back 

their saving. Housing construction represents a 

glimmer of hope for the economy. However, it 

is starting from such a low level that even the 

recent strong increase in activity provided only 

a modest contribution to aggregate growth.

Whereas consumer demand generally grew 

healthily, corporate gross fixed capital forma-

tion began to sputter. Firms’ reluctance to in-

vest could be, at least in part, a reflection of 

uncertainty about the course of US fiscal policy. 

In this context, the substantial increase in real 

defence spending in the third quarter may be 

classified as only a temporary blip. The fact that 

the global weakness in manufacturing im-

pacted on the US economy in the summer 

months, however, probably outweighed the ef-

fects of the fiscal outlook. The decline in real 

exports in the national accounts is consistent 

with this picture. Industrial output stagnated at 

the same time, and new orders of non-aircraft 

civilian capital goods slumped sharply in terms 

of value. These dampening factors also had an 

effect on the labour market. Although in the 

first quarter the production sector (including 

construction) had created, on balance, as many 

as 155,000 new jobs compared with the previ-

ous period, job creation in this sector ground 

to a virtual halt in summer. All in all, net cre-

ation of new non-farm jobs was higher than in 

spring but still considerably lower than at the 

start of the year. All the same, the jobless rate 

slid from 8.3% in July to 7.9% in October.

Japan

In Japan, the cyclical recovery encountered a 

renewed set-back in the third quarter. After ad-

justment for seasonal influences, aggregate 

economic output contracted by 1% compared 

with the spring. Strongly retarding forces in for-

eign trade were the main reason for this devel-

opment; in the summer period, a total of 5% 

fewer goods and services were exported, in 

terms of volume, than a quarter earlier. Falling 

euro-area demand played only a relatively 

minor role in this context. China is a much 

more significant recipient of Japanese exports, 

which, however, in nominal terms, were latterly 

contracting at similar rates. The boycott by Chi-

nese consumers over the island dispute be-

tween the two nations has not yet had any 

impact on the figures. The situation was ex-

acerbated by the robustness of Japanese im-

ports, to which anticipatory effects in the 

run-up to an increase in the tax on imports of 

crude oil and other fuels are likely to have con-

tributed. Lastly, domestic demand also weak-

ened, not least because real household con-

sumption expenditure flagged in connection 

with the expiry of government incentives for 

purchasing cars. However, at 4.2% in Septem-

ber, the unemployment rate was even margin-

ally lower than just three months earlier. At the 

same time, year-on-year consumer price infla-

tion, on average over the third quarter, slid 

back into negative territory (-0.4%); core infla-

tion, however, barely budged (-0.6%).

… but corporate 
investment sput-
tering

Renewed cyc-
lical set-back

Employment growth in the USA

Source:  Bureau  of  Labor  Statistics.  1 Including  construction. 
2 Excluding  census  workers.  3 Non-self-employed  non-farm 
employees excluding census workers.
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United Kingdom

In contrast to developments in Japan, in the 

summer the UK economy was able to over-

come the recessionary tendencies of the three 

preceding quarters. Real GDP was up by a sea-

sonally adjusted 1% on the quarter, its strong-

est growth in five years, and thus returning to 

its level of the comparable period of 2011. Con-

struction output, which was hit particularly 

hard by the government’s efforts at fiscal con-

solidation but is still only a small segment of 

the economy, continued to be clearly on the 

decline; services, broad based across their indi-

vidual segments, saw activity rise by 1¼%, and 

manufacturing output was likewise stepped up 

substantially. However, various one-off factors 

contributed to the good result, particularly the 

return to the usual number of working days fol-

lowing an additional holiday in the spring. In 

addition, according to official data, sales of ad-

mission tickets for the Olympic and Paralympic 

Games boosted real GDP growth in the third 

quarter, to which these transactions are as-

signed merely for accounting purposes, by 

one-quarter percentage point.2 These events 

could also have affected economic output 

through other channels, although the signifi-

cance of the effects is difficult to quantify. 

Owing to the importance of the one-off factors 

in July-August, a set-back in the current quarter 

cannot be ruled out. Nonetheless, activity in 

the services sector in September, according to 

current estimates by the UK Office for National 

Statistics, surpassed its level of April 2012, prior 

to the deviations from the usual calendar, by 

1½%. The decline in the number of recipients 

of unemployment benefits over the summer 

months is consistent with the strong third-

quarter growth. At 7.8% in August, the na-

tional unemployment rate fell to its lowest level 

since April 2011. At the same time, the price 

climate calmed down again, at least on an an-

nual basis. The Harmonised Index of Consumer 

Prices (HICP), at 2.4% in the third quarter, 

showed the lowest rate of year-on-year infla-

tion since autumn 2009 and thus continued 

converging to the core inflation rate (+2.2%), 

which excludes energy and unprocessed food.

New EU member states

In the entire group of new EU member states 

(EU-7),3 economic output, after rising in the 

second quarter by ¼% on the period in season-

ally adjusted terms, is likely to have expanded 

only sluggishly once again. The result for the 

region as a whole, however, still masks hetero-

geneity among the various countries. Whereas 

the cyclical recovery continued to make good 

progress in Lithuania and Latvia, the recession 

persisted in Hungary and the Czech Republic 

(each -¼%). In Poland, for which no national 

accounts figures are available as yet, economic 

growth seems to have been only moderate 

throughout the reporting period, according to 

the indicators. In the summer, seasonally ad-

justed industrial output failed to surpass its de-

pressed level of a quarter earlier; in addition to 

Revival of 
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recovery process
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this, construction once again weakened signifi-

cantly. For the EU-7 group, consumer price in-

flation accelerated by 0.4 percentage points 

to 3.9% in the third quarter. It ranged from 

1.9% in Latvia to 6.0% in Hungary, where an 

increase in turnover tax from 25% to 27% 

came into effect at the beginning of the year.

Macroeconomic trends  
in the euro area

The euro-area economic slowdown which fol-

lowed a brief phase of recovery in autumn 

2011 continued in the third quarter. Seasonally 

adjusted aggregate output fell slightly below 

the depressed level of the preceding period, in 

which it had fallen by ¼%, and thus stood ½% 

below its level of a year earlier. The continued 

gloom in the economy was caused mainly by 

contracting domestic demand in the southern 

peripheral countries; this was connected with 

the consolidation of public sector budgets, un-

favourable corporate financing conditions and 

the general crisis-related uncertainty among 

consumers and investors. Added to this was 

the loss in purchasing power, which, given con-

tinued high US dollar prices in the crude oil 

markets, were due mainly to a general increase 

in import prices caused by the euro’s depreci-

ation over the past year. This also weighed on 

the economies of the euro-area countries that 

are not at the centre of the crisis. Moreover, 

negative confidence effects radiated to these 

economies from the peripheral countries as 

well.

On the whole, however, it may be stated that 

the pace of the economic downswing has de-

celerated, sometimes considerably, in the 

southern crisis countries, whereas the moder-

ate growth continued in some of the northern 

countries. Of the 13 member states for which 

data on GDP growth for the third quarter are 

available, Estonia leads the pack with a season-

ally adjusted rate of 1¾%, followed by Slovakia 

(+½%) and then Finland, France and Germany 

(each +¼%). Aggregate economic production 

stagnated in Belgium and pretty much treaded 

water in Austria, too. Countries recording de-

clines were Italy and Spain (each -¼%), Cyprus 

(-½%), Portugal (-¾%) and the Netherlands 

(-1%). For Greece, currently no official season-

ally adjusted quarterly data are available; its 

output was down by 7¼% on the year. Exclud-

ing Germany, euro-area real GDP was down in 

the third quarter after seasonal adjustment by 

¼% on the period; all in all, this caused the 

growth gap between Germany and the rest of 

the euro area, which has developed since the 

beginning of the global financial and economic 

crisis, to open up even further. The continued 

parlous state of the peripheral countries’ econ-

omies, however, should not be permitted to 

obscure the fact that considerable progress has 

been made in reducing those countries’ exter-

nal imbalances and that a large percentage of 

these reductions may be regarded as long-term 

(see the box on pages 20 to 25).

Sustained eco-
nomic slow-
down in the 
euro area …

… and growth 
still extremely 
divergent
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The reduction of current account defi cits in the euro-area 
peripheral countries

In the years preceding the global fi nancial 

and economic crisis, a combination of partly 

excessive growth in demand, relatively 

sharp infl ation and a signifi cant deterior-

ation in price competitiveness led to the 

 accumulation of high current account def-

icits in a number of member states located 

on the geographical periphery of the euro 

area. This was ultimately due to unsustain-

able domestic economic developments, 

which varied in form from country to coun-

try.1 Owing in part to the related steep in-

crease in net external liabilities, these def-

icits are one of the main causes of the cur-

rent euro-area crisis. The necessary correc-

tion of the unsound macroeconomic 

developments therefore also involves redu-

cing the external imbalances.

This adjustment process is now underway 

and has made good progress, especially 

over the last two years. The peripheral 

countries have narrowed their current ac-

count defi cits distinctly since the outbreak 

of the global fi nancial and economic crisis. 

Ireland’s negative balance, which amounted 

to 5¾% of GDP in 2008, had already 

moved back into positive territory by 2010. 

According to the IMF’s latest forecast, Por-

tugal and Spain, whose current account 

shortfalls peaked at 12½% and 10% in 

2007-2008, will record only comparatively 

small defi cits for 2012, and further improve-

1 Deutsche Bundesbank, On the problems of macro-
economic imbalances in the euro area, Monthly 
 Report, July 2010, pp 17-38.
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ments are expected for 2013. Although 

Greece’s 2012 defi cit, which is expected to 

be 5¾% of GDP, is quite large, this is nearly 

10 percentage points lower than in 2008. 

The sharp decrease in nominal GDP in re-

cent years, and hence in the ratio’s denom-

inator, must also be taken into account. 

 Italy’s external defi cit, which was a less 

 serious problem from the outset, is likely to 

have fallen by 2 percentage points from its 

last high in 2010 to 1½% in 2012.

In most of these states, the reduction of the 

current account imbalance is chiefl y due to 

an improved net balance of exported goods 

and services, although a signifi cant contri-

bution has also been made in Greece’s case 

by lower interest payments stemming from 

the haircut in spring 2012, which are re-

corded as a sub-balance in the income ac-

count. At the same time, not only have the 

current account defi cits in peripheral coun-

tries become smaller but also the surpluses 

in other euro-area countries, including Ger-

many, whose positive current account bal-

ance vis-a-vis its euro-area partner countries 

has fallen to less than half its pre-crisis level 

(and in trade in goods and services to one-

sixth).

These developments, although positive in 

themselves, also raise the issue of to what 

extent the changes are cyclical (and there-

fore temporary) or represent sustainable ad-

justments to the economies’ demand and 

supply structure, and thus imply a correc-

tion of the underlying internal imbalances 

and are likely to persist in the longer term. 

The sharp contraction in domestic demand 

in the peripheral countries was accompan-

ied by a fall in imports. In spring 2012, real 

domestic demand was down on the pre-

crisis level in the second quarter of 2008 by 

25¾% in Greece, 21¾% in Ireland, 14¼% 

in Portugal, 12¾% in Spain and 8½% in 

Italy. At the same time, real imports of 

Real exports and imports*

* As defined in the national accounts. Chain-linked volumes, reference year 2005.
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goods and services showed decreases ran-

ging from 8½% in Ireland to 42% in Greece. 

Fears have therefore been expressed that a 

future cyclical recovery in the peripheral 

countries could cause imports to rise sharply 

and current account defi cits to increase rap-

idly once more.2 In this case, the adjust-

ment achieved thus far would only be 

short-lived. These fears are supported by 

relatively high fi gures for the aggregate 

output gap, which is calculated using inter-

national institutions’ estimates of potential 

output. For example, in its current Autumn 

Economic Forecast, the European Commis-

sion reports aggregate capacity underutil-

isation fi gures for 2012 that range from 

1½% of GDP in Ireland, 3½% in Italy, 4½% 

in Portugal and 4¾% in Spain to 13% in 

Greece. However, the actual amount of 

spare capacity available is likely to be con-

siderably smaller at present.3 Furthermore, a 

number of structural adjustments have 

been initiated that are intended to lead to a 

further improvement of the current account 

and prevent new imbalances from building 

up too quickly, which are discussed in 

greater detail below.

On the one hand, structural improvements 

occur if the supply side is permanently 

strengthened by increasing the economy’s 

price and non-price competitiveness. Enter-

prises are then able to consolidate their 

position on the domestic market by squeez-

ing out foreign competitors and on the for-

eign market by increasing their market 

share. On the other hand, positive struc-

tural change can take the form of a per-

manent decline in unsustainable drivers of 

domestic demand (such as excessive bor-

rowing). However, it is not enough to re-

duce domestic demand by the amount by 

which it exceeded GDP in the boom phase 

– which corresponds to the negative bal-

ance of goods and services  – because in 

such a cyclical setting, aggregate output is 

usually signifi cantly higher than potential 

output. Domestic demand therefore needs 

to be reduced to the level of potential out-

put. However, given the mostly negative in-

come sub-accounts in the peripheral coun-

tries’ current account, this will not on its 

own achieve a fully balanced current ac-

count and so stop the build-up of net exter-

nal liabilities. If these states wish to reduce 

their accumulated external liabilities, they 

must generate distinct current account sur-

pluses over a prolonged period. This implies 

that domestic demand must be clearly 

below GDP and that a permanent export 

surplus must be generated.

That a major part of the fall in domestic de-

mand in the peripheral countries in recent 

years is permanent is supported by the fact 

that reforms of the statutory pension sys-

tem and of unemployment benefi ts have 

been initiated in several states owing to the 

urgent need to consolidate public fi nances, 

resulting in a reduction in government 

transfers. In addition, taxes on income and 

wealth as well as indirect taxes have been 

2 See Eurokrise dämpft Konjunktur (Joint Economic 
Forecast, Autumn 2012, Euro Crisis Curbs Economic 
Activity – Risks to Stability Remain High), October 
2012, p 17.
3 Based on current estimation procedures, potential 
output is often overstated following a cyclical boom 
entailing severe sectoral distortions because incorrect 
market signals previously encouraged the creation of 
production capacities that cannot be used profi tably in 
a normal economic setting. The misallocation of re-
sources is revealed particularly clearly once a housing 
bubble bursts, as has occurred in Ireland and Spain in 
recent years, in the form of a large stock of unsold 
housing which is also unmarketable in the long term 
and a sharp rise in the number of bankrupt construc-
tion companies. However, excessive borrowing by 
households and governments for pure consumption 
purposes can also lead to similar misallocations. Ex-
perience has shown that after a credit boom has dried 
up, a signifi cant part of the new capital stock created 
in the most overheated sectors becomes obsolete, 
while structural unemployment increases owing, 
among other factors, to limited intersectoral labour 
mobility coupled with falling demand. In practice, 
however, it is somewhat diffi  cult to reliably identify the 
volume of capital stock that has become obsolete for 
individual countries, not least because the detailed 
data required are not available.

Deutsche Bundesbank 
Monthly Report 
November 2012 
22



raised, which will also compress house-

holds’ purchasing power in the long term. 

Households’ real disposable income in the 

crisis countries has concurrently been re-

duced since the credit bubbles burst as the 

result of income losses caused by higher 

structural unemployment, in individual 

cases even by a decrease in nominal wages 

accompanied by fairly high levels of infl a-

tion. This is likely to continue in the medium 

to long term, at least in some cases. Public 

consumption and investment expenditures 

have likewise been reduced. Credit-fi nanced 

housing bubbles, which have occurred in 

some countries, or excessive government 

borrowing are unlikely to recur on the scale 

seen in the past, not least thanks to stricter 

supervisory rules for the banking sector and 

the new EU macroeconomic imbalance sur-

veillance procedure.

Robust export performances in some per-

ipheral countries also support the diagnosis 

that the observed current account adjust-

ment is partly structural (see chart on 

page  24). In spring 2012, real exports of 

goods and services exceeded their peak 

levels reached prior to the global fi nancial 

and economic crisis by 9½% in Ireland, 7% 

in Spain and 6¼% in Portugal. In these 

three countries, exports grew only slightly 

more slowly than in Germany (+10%), 

which has an above-average export record 

among industrial nations. By contrast, ex-

ports were 4½% lower than pre-crisis levels 

in Italy, and 19¾% lower in Greece, where 

public unrest and strikes temporarily in-

fl icted heavy damage on the tourist industry 

and where domestic banks were reluctant 

to provide enterprises with export fi nance.

The strong lift in exports in the three coun-

tries mentioned above is all the more re-

markable given that the global economic 

environment has ceased to provide strong 

stimuli, particularly in 2012. On the one 

hand, there is reason to believe that many 

fi rms in the three states have stepped up 

their export efforts in the face of weak do-

mestic demand in order to stabilise or in-

crease their capacity utilisation. On the 

other hand, exporters’ price competitive-

ness has improved slightly following the 

euro’s depreciation. However, because the 

euro-area partner countries’ share of ex-

ports of the peripheral states remains large, 

their relative price development in relation 

to these countries is at least as important. 

The assessment as to whether and to what 

extent a lasting adjustment has already 

taken place depends on which of the rele-

vant indicators is used as the gauge. While 

price competitiveness indicators based on 

consumer prices and GDP defl ators do not 

point to a substantial improvement,4 the in-

dicator based on unit labour costs shows a 

more favourable picture.

Although indicators based on consumer 

prices and GDP defl ators generally provide 

a fairly reliable picture of changes in price 

competitiveness, they are of limited in-

formative value in the specifi c case of the 

peripheral countries. The main reason for 

this is that numerous increases in indirect 

taxes and administrative prices introduced 

for fi scal consolidation purposes have been 

driving up consumer prices and the defl ator 

of domestic demand for quite some time, 

whereas export prices have hardly been af-

fected.5 It is therefore more appropriate to 

use the competitiveness indicator based on 

unit labour costs in this specifi c situation 

4 However, if only those HICP components that are 
under the strongest international pressure are ob-
served, ie the prices of industrial goods excluding en-
ergy, Ireland, Spain, Portugal and, recently, also Greece 
display signifi cantly weaker price dynamics than the 
euro area as a whole.
5 It is not always possible to compare export defl ators, 
which could also be used to calculate price competi-
tiveness, across euro-area states, because in some 
countries they are based on export price indices and in 
others, such as Italy, on unit values.
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even if, unlike the GDP defl ator, it disre-

gards important aspects such as changes in 

enterprises’ profi t margins, which have a 

major indirect impact on companies’ export 

potential.

In the peripheral countries (except Ireland), 

the year-on-year changes in the GDP defl a-

tors have remained stable or have increased 

slightly on average over the last two-and-a-

half years, while unit labour costs have de-

creased in all the countries, in part consid-

erably. This is further supported by the fact 

that labour shares have also fallen across 

the board. All in all, the price competitive-

ness indicator based on unit labour costs 

confi rms that the fi rst steps towards creat-

ing more competitive cost structures have 

been taken. Since the fi rst quarter of 2008, 

it shows improvements of 17½% in Ireland, 

11½% in Spain, 10½% in Greece and 8¼% 

in Portugal. However, no appreciable 

change is evident for Italy. Italy is conse-

quently also clearly further below the long-

run average of the indicator for the period 

1999-2011 than the other peripheral coun-

tries.

In three out of the four peripheral countries 

in which unit labour costs have fallen in re-

cent years, a decrease in compensation per 

employee has played at least a contributory 

role. In Portugal, the compensation level in 

the fi rst half of 2012 was almost 3% lower 

than the peak level in the fi rst half of 2010 

in seasonally adjusted terms. In Ireland, al-

though another slight increase was ob-

served in the fi rst half of 2012, the level of 

compensation was still 4½% lower than in 

the second half of 2008. The greatest ad-

justment occurred in Greece, where per 

capita employee compensation in the fi rst 

half of 2012 was as much as a tenth lower 
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than in the fi rst half of 2009.6 In Spain, 

compensation per employee has continued 

to rise until recently, albeit at a considerably 

slower pace than in the boom years. There, 

marked wage moderation, in combination 

with much stronger productivity growth, 

has helped to bring about the aforemen-

tioned signifi cant contraction in unit labour 

costs. Distinct increases in productivity were 

also observed in Portugal and Ireland, al-

though similar developments did not take 

place in Greece until 2012.7

On the one hand, the increased productivity 

gains in Ireland, Portugal and Spain owe 

something to a rise in the number of un-

profi table companies being squeezed out of 

the market across all sectors during the cri-

sis, as often happens in such an economic 

setting. On the other hand, the majority of 

job cuts have taken place in sectors in 

which the recruitment of workers with 

comparatively low labour productivity had 

previously been worthwhile owing to cyc-

lical exaggerations. This being so, the con-

traction of these economic sectors in recent 

years and the accompanying productivity 

gains are per se a necessary and economic-

ally meaningful correction. Hence it is not 

fair to present this redundancy-related 

productivity improvement as a sort of 

second-class contribution to the reduction 

in unit labour costs, which has periodically 

happened in the public debate.8

All in all, a number of factors indicate that 

the reduction in the current account defi cits 

of the euro-area crisis countries is not pre-

dominantly of a cyclical nature, but instead 

is based strongly on lasting changes. How-

ever, even though international institutions 

predict that most of these countries will 

reach a balanced or positive current ac-

count in the near future, they must con-

tinue to systematically pursue structural re-

forms. Above all, wage moderation needs 

to be continued over a prolonged period. 

This lowers the employment threshold, ie 

the rate of macroeconomic growth at 

which the number of employees or the 

total hours worked begin to increase. With-

out a lowering of the employment thresh-

old it is likely to be extremely diffi  cult to re-

duce the generally high level of structural 

unemployment. Furthermore, continued 

wage moderation generally also has a posi-

tive impact on fi rms’ profi t margins, which 

helps to restore their sometimes severely 

impaired ability to innovate and invest. In 

some peripheral countries, over the past 

decade, the manufacturing sector, in par-

ticular, has suffered a considerable decline 

owing to excessive wage growth not sup-

ported by corresponding productivity gains. 

It will be almost impossible to establish the 

requisite sustainable economic model with-

out creating new, more competitive capaci-

ties in both industry and the service sectors.

6 Because there are no seasonally adjusted data on 
compensation per employee for Greece, comparisons 
can only be made based on values for the fi rst half of 
the previous years.
7 In Italy, however, the unfavourable productivity trend 
that had prevailed for some time continued after the 
global recession.
8 Euro-Sorgenländer erholen sich langsam. Frankfurter 
Allgemeine Zeitung, 17 September 2012, p 13.
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Current survey-based leading indicators do not 

appear to be pointing to any thoroughgoing 

improvement in the fourth quarter of 2012 and 

first quarter of 2013. The Purchasing Managers’ 

Index (PMI) for manufacturing fell once again 

in October after having risen slightly in each of 

the two previous months and remains consid-

erably below the expansion threshold. Consist-

ent with this picture, industrial confidence once 

again took a substantial hit in October and has 

become even further removed from its 

long-term average. The assessment of order 

books has become especially gloomy. The PMI 

for services had stabilised at quite a low level as 

this report went to press. A renewed slight de-

cline in GDP growth is expected for the last 

quarter of the year. Average GDP growth for 

2012 as a whole will probably settle some-

where between -¼% and -½%.

Looking at the individual sectors, the produc-

tion sector held up relatively well in the sum-

mer quarter. Industrial output (excluding con-

struction) in the third quarter was ¼% up on 

the spring after eliminating seasonal influences, 

yet down by 2¼% on the year. The pick-up in 

seasonally adjusted output of capital goods 

(+1½%) and consumer durables (+1%) was par-

ticularly significant. The production of non-

durables stagnated, whereas the manufacture 

of intermediate goods and energy contracted 

by ½% and 1¼% respectively. Industrial cap-

acity underutilisation intensified in the July to 

October period, according to surveys. Con-

struction output stabilised, at least temporarily, 

following mid-year. It was up by a seasonally 

adjusted ¼% in July-August yet down by 6% 

on the year.

On the demand side, positive impulses from 

household consumption have been minimal at 

best. Although real retail sales (excluding cars) 

in the euro area rose by ½% between the 

second and third quarters, over the same 

period new car registrations fell by a seasonally 

adjusted 6½%, though these data also include 

commercial vehicle registrations. The demand 

for new cars, which has been trending down-

No end to reces-
sion in sight
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wards since the government stimulus pro-

grammes for the car industry expired, was even 

12½% below its cyclical low in the period span-

ning the fourth quarter of 2008 and the first 

quarter of 2009. For 2012 as a whole, the 

number of car registrations could reach its low-

est level since 1993. The main reason for this 

drastic drop is that demand for cars has col-

lapsed in the euro-area crisis countries. The 

downward slide in gross fixed capital forma-

tion, which has been ongoing since the second 

quarter of 2011, may have slowed down some-

what in the summer. A sign of this is that cap-

ital goods production has been pointing up-

wards, in conjunction with a slight increase in 

construction output in the July-August period. 

Exports are likely to have once again promoted 

growth in the third quarter; nominal exports of 

goods to non-euro-area countries are up by 

¾%, after seasonal adjustment, from the quite 

good second-quarter result. Simultaneously, 

however, imports rose by a very substantial 

2¾%; considerable increases in the price of im-

ported goods may have also played a part here.

The downturn in the euro-area labour market 

was not as strong in summer as in the preced-

ing quarters. Between June and September, the 

number of unemployed persons rose by around 

360,000 after seasonal adjustment, and thus 

considerably more moderately than in the 

spring (+660,000). On the year, it picked up by 

2.3 million to 18.2 million. The standardised 

unemployment rate rose to 11.6% in seasonally 

adjusted terms. After mid-year, the number of 

unemployed persons trended upwards in most 

euro-area countries, with the situation being 

exacerbated particularly in Spain, France and 

Cyprus. In the second quarter of 2012, the 

number of employed persons in the euro area 

hovered near its level of the winter months. It 

would be premature, however, to interpret 

from this figure and from the weaker rise in un-

employment in the summer that the labour 

market is about to stabilise anytime soon. If 

anything, because employment usually lags be-

hind output developments, up until and into 

the year 2013 the labour market situation is 

more likely to deteriorate than to improve.

In the third quarter of 2012, euro-area con-

sumer prices were up by 0.5% on the quarter 

after seasonal adjustment. This represents a 

continuation of the relatively more moderate 

price trend compared with the period spanning 

the fourth quarter of 2011 and first quarter of 

2012. Once again, it was energy and unpro-

cessed food prices which developed particu-

larly unfavourably. At 0.5% after seasonal ad-

justment, the prices of services rose at a pace 

similar in strength to the previous quarter, 

whereas rises in the prices of processed food 

and other goods (excluding energy and food) 

weakened distinctly. As in the spring, annual 

HICP inflation stood at 2.5% on average for the 

third quarter and for October. The constant 

price trend has been making itself apparent in 

most euro-area countries, too. On average over 

the July to October four-month span, annual 

inflation in Germany remained unchanged at 

2.1% and declined only slightly in France 

to 2.2%. In Italy, however, it fell from a high 

level of 3.6% in the second quarter to 3.4% in 

the third quarter and then to 2.8% in October, 

especially because past fiscal measures no 

longer affect the index directly. The increase in 

inflation in Spain from 1.9% in the second 

quarter to 2.8% in the third quarter and 3.5% 

in October is linked to tax hikes. By contrast, 

inflation in Greece has continued to decelerate; 

at 0.8% (October: 0.9%), it was well below the 

euro-area average.

Labour market 
downturn 
continuing at 
slower pace

Steady rise in 
consumer prices
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