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IHS Markit European GDP Nowcasts

Update 24™ October 2019: Flash PMI data point to ongoing weakness in
Germany, but further growth of French GDP in final quarter of 2019

Summary: 24" October 2019

October’s flash PMI data, released today, provide an
early look at the performance of the euro area
economy in the fourth quarter of the year — and as
such our first nowcasts for the final three months of
2019.1

Overall, the latest data offer a broad continuation of the
trends we reported in the third quarter, with quarterly
GDP growth remaining firm in France, but Germany
continuing to struggle and, notably, raising the risk of
an outright contraction of euro area GDP for the first
time since Q1 2013.

The flash PMI for the euro area was little changed at
50.2 in October (September: 50.1) and subsequently
remains around its lowest level since the first half of
2013.

The devil was, however, in the detail, with forward-
looking data on new orders remaining in contraction
territory and business confidence at its weakest since
May 2013.

The PMI figures subsequently offer little reason to
suggest any noticeable improvement in underlying
regional performance prior to year-end, although we
would caveat our first nowcast of a slight contraction in
economic output (-0.1%). Naturally a paucity of
information so far in the quarter elevates point estimate
uncertainty, although this will subside in line with the
newsflow over the coming weeks.

None more so is this the case than in Germany, where
our first nowcast for Q4 2019 points to ongoing
contraction (-0.25%) following our call for a decline in
the third quarter of around -0.1%. As with the euro
area, headline PMI data were little changed since

1 See following page for information and notes on how we construct
the nowcasts

September, remaining just inside negative territory for
a second month running.

However, we again note that forward looking data (new
business, confidence) were especially weak, whilst
there was a first drop in private sector staffing levels
for the first time since the summer of 2013 as the
spillover from the industrial downturn into the domestic
economy continues.

France, in stark contrast, is maintaining reasonably
robust growth, with the early nowcast print coming in at
+0.37%. Further evidence of ongoing domestic service
sector growth was provided by PMI data, but there was
also some expansion of the country’s manufacturing
base in October according to the early survey figures.

Finally, although we await Q4 related information on
the performance of the UK and ltalian economies, we
nonetheless can provide early nowcast prints for both
countries. In Italy we expect at this stage stagnation (-
0.01%), whilst the UK is experiencing slight contraction
(-0.06%), following expected growth of +0.18% in the
previous quarter.

Next Nowcast Update: November 6™

Latest Nowcasts by Country/Region (%chg g/q)
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Click here for more PMI and economic commentary.

Methodology Notes

In July 2019 we introduced two nowcasting models for the eurozone and the UK and soon after we were able to extend our coverage to include
updates for France, Germany and ltaly. The models utilise a range of data widely used to track economic developments and provide timely
estimations of quarterly GDP growth.

The GDP Nowcasts are based on a dynamic factor model combined with Kalman filtering techniques in a similar vein to the model employed by the
New York Fed in estimating US GDP growth https://www.newyorkfed.org/medialibrary/media/research/staff reports/sr830.pdf. Such an approach
has gained increasing popularity in recent years in a variety of econometric applications by providing a particularly flexible framework to deal with
the two inherent problems in nowcasting (widely referred to in the academic literature as mixed-time frequencies and dataset jagged edge
structures).

Several tranches of data are included in our models: data from survey providers (‘soft’), data from official statistics offices (‘hard’) and several
indicators linked to financial conditions.

Broadly speaking, the inclusion of survey data in the model provides timely, monthly updates on current economic conditions. These are directly
comparable with official data relating to economic growth, employment and inflation, and crucially are not revised after first publication. These
indicators therefore play a vital role in understanding how economic activity is currently shaping up. See here for a discussion
https://cdn.ihs.com/www/pdf/Nowcasting-Eurozone-GDP.pdf

In contrast, official data included in the models are published with a lag compared to the surveys, with the latter generally only available between 4
and 10 weeks in advance of the official data release.

However, official data such as industrial production figures are crucial in understanding economic growth outcomes due to their widespread use in
creating official GDP statistics. As such, these indicators provide a key role in understanding first estimates of GDP, arguably adding greater
guantitative colour to the nowcasts compared to more directional indications provided by survey data.
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