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PMI and GDP tracking
Case study: Lessons from 2017 in using PMI data to map Eurozone GDP
revisions
A striking example of inaccurate initial estimates of
GDP was seen in 2017, where early weak eurozone
GDP estimates were subsequently revised higher in
line with more buoyant PMI data. While most
forecasters were predicting subdued growth for the
year during much of 2017 due to the disappointing
GDP numbers at the time, the year eventually saw the
fastest expansion of the eurozone economy for a
decade. The period serves as a reminder to treat early
GDP estimates with caution, with the PMI historically
providing a valuable advance guide to final GDP ahead
of the initial official estimates.
A marked divergence between GDP and PMI numbers in
2017 fueled speculation that the latter were sending
misleading signals. The PMI numbers were climbing close to
all-time highs during the year, and indicating considerably
faster euro area economic growth than was being estimated
by the official GDP data available at the time. However,
revisions to the official data mean that we can now see that
the PMI was in fact accurately prescient in predicting
impressive GDP growth in 2017, repeating a pattern of the
PMI tending to provide more accurate signals of actual
economic conditions than the initial GDP estimates.
Forecasters that relied on the early GDP estimates
consequently underestimated the strength of the eurozone
economy in 2017.
Chart 1: Eurozone PMI v GDP

Our PMI model – based on a simple OLS regression –
pointed to a 0.64% GDP rise in the first quarter of 2017. The
preliminary flash estimate from Eurostat merely showed a
0.46% gain. However, this has since been revised up to
0.65%, representing an upward revision of 0.18% and in line
with the PMI signal.
Similarly in the second quarter of 2017, an initial estimate of
0.56% GDP growth has since been revised higher to 0.73%
(a 0.19% revision). That compared with a PMI signal of
0.76%.
Similarly-large upward revisions were seen in the second half
of the year, bringing the GDP data closer to the implied GDP
expansions signalled by the survey.
Eurozone GDP in 2017: PMI and official comparisons
GDP

2017 Q1

2017 Q2

2017 Q3

2017 Q4

PMI (ave)

55.6

56.6

56.0

57.2

First GDP estimates, q/q

0.46

0.56

0.58

0.56

Latest GDP estimates q/q

0.65

0.73

0.78

0.86

PMI implied q/q GDP1

0.64

0.76

0.69

0.82

Sources: IHS Markit, Eurostat

Over the year, the survey data indicated an average
quarterly GDP expansion in 2017 of 0.74%, which is almost
exactly in line with the average of 0.76% for the revised GDP
numbers (against an average initial estimate of 0.54%).
As a result, the GDP data now show the eurozone economy
to have expanded by 2.8% in 2017, which was the best
performance since 2007. However, such robust growth was
not anticipated by many forecasters even during the second
half of the year due to the disappointing early GDP estimates.
The IMF, for example, was expecting full year growth of just
1.7% in its July 2017 outlook.
While it was the divergence between the survey data and
official GDP data in 2017 which caught much attention
among economists, prior years had also seen many
examples of the PMI providing a more reliable guide to final
GDP data than the official early ‘flash’ GDP estimates from
Eurostat (see chart 1).

To illustrate, in early 2017 the PMI was signalling a strong
upturn in the Eurozone, boding well for an impressive year of
economic growth.

These properties of the PMI were also reported in a
European Central Bank staff research paper, which
concluded that “these findings imply that PMI surveys are not
only valuable for analysts and policymakers as a timely and
reliable GDP tracker, but also for statisticians to potentially
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Estimates derived from simple OLS regression.
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improve the accuracy of the first preliminary flash estimate of
euro area real GDP.”

Chart 2: Eurozone GDP revisions and the PMI signal*

The revisions in the GDP data depicted in chart 1 are shown
by the bars in chart 2, overlaid with the advance signal from
the PMI survey of the extent of the likely revisions. There is a
clear relationship with the official early estimates tending to
understate growth during periods of expansion and overstate
during periods of decline (or when the economy is entering a
period of decline).

*PMI signal derived from OLS regression using the level and quarterly change in the PMI.
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