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GDP GROWTH AND EXCHANGE RATE 

 Risks of recession in the eurozone – weaker euro 

Economic activity in the eurozone slowed significantly in the second quarter, 
with GDP down a seasonally adjusted 0.2% q/q. The downswing was not limited 
to individual countries; all member countries reported a sharp slowdown from 
the first quarter. In Germany the slump was especially pronounced on the heels 
of the strong first-quarter results. The significantly gloomier economic outlook 
also led to a turnaround in the foreign exchange markets. We have therefore 
revised our exchange rate forecast and now expect a firmer dollar. 
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In the eurozone, GDP in the second quarter contracted for the first time since 2003. 
It was down 0.2% on the previous quarter after rising 0.7% in the first quarter. Thus 
the downswing that had already hit the USA and the UK has now also reached the 
eurozone. Detailed figures will not be published until 3 September, but both private 
consumption – retail sales contracted – and lower investments are likely to have 
curbed growth. The sentiment indicators suggest that growth will remain weak, and 
a renewed decline in GDP in the third quarter – and thus a recession – cannot be 
ruled out, although we do not expect this will be the case for the moment. 
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The downturn affected all member states of the eurozone. In Germany, however, 
GDP fell a particularly steep 0.5% q/q due to the strong growth induced by the 
relatively mild weather in the first quarter. In France, too, economic activity 
weakened significantly, with GDP growth down 0.3% from the previous quarter. A 
closer look at the details reveals that the mainspring of French growth, i.e. private 
consumption, rose by only a very modest 0.1% q/q. Investments dropped 
significantly by 1.5% q/q, and the growth contribution of exports turned negative. In 
Spain, GDP expanded by only 0.1% q/q in the second quarter. The downswing in 
the property market is now having a significant impact there. Italy’s GDP declined by 
0.3% in the second quarter, as already reported last week. In the Netherlands, 
economic activity stagnated, in Austria GDP grew by 0.4% q/q and in Greece GDP 
was up 0.6%.  

 

 

 

 

 

With the second quarter turning out worse than had been expected a few weeks ago 
and given the recent decline in the sentiment indicators, we have had to correct our 
EMU forecast. On an annual average basis we look for real GDP growth of 1.3% for 
this year, revised down from 1.7%. We see downside risks to our growth forecast of 
1.2% for the coming year.  
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 Revised dollar forecast: The gloomier economic outlook for the eurozone is also the 
main reason for the euro’s depreciation against the US dollar since mid-July. While 
the downside risks to growth are tending to increase in the Monetary Union, the 
better than expected figures recently published in the US have inspired confidence 
that the economic situation could gradually stabilise in the USA. We had already 
forecast the dollar would chart an underlying firming trend, but this has now 
occurred earlier than we had expected. We have therefore revised our exchange rate 
forecast for the US dollar. Since the US recovery is expected to be bumpy, the dollar 
is quite likely to be exposed to setbacks in the short term. Over the next three 
months, therefore, we expect dollar exchange rates in the vicinity of 1.50 USD/EUR. 
In the medium to longer term, the brightening economic outlook for the USA and 
accompanying tightening of US monetary policy suggest a firmer dollar. We expect 
exchange rates of around 1.45 USD/EUR in six months and 1.40 USD/EUR over a 
one-year horizon.  

 

 

 

Euro area
2003 2004 2005 2006 2007 2008 2009

GDP (in % y/y) 0.8 1.9 1.7 2.9 2.6 1.3 1.2

Consumer prices (in % y/y) 2.1 2.1 2.2 2.2 2.1 3.6 2.4

Unemployment rate (in %) 8.7 8.8 8.9 8.2 7.4 7.3 7.5

Current account bal. (in % of GDP) 0.4 0.8 0.1 -0.2 0.1 -0.2 -0.1

Budget Balance (in % of GDP) -3.1 -2.8 -2.5 -1.5 -0.6 -1.1 -1.0

Source Eurostat, ECB. – 2008-09: WestLB forecast.  
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Disclaimer 

This publication has been prepared by the independent economics department within the research department of WestLB AG (“WestLB”). 
This report is for information purposes only. 

Publications in the United Kingdom are distributed by WestLB AG London Branch, and are available only to Eligible Counterparties and 
Professional Clients not Retail Clients, as defined by the rules of the Financial Services Authority. Individuals who do not have professional 
experience in matters relating to investments should not rely on it.  

The information contained herein has been obtained from public sources believed by WestLB to be reliable, but which may not have been 
independently justified. No guarantees, representations or warranties are made as to its accuracy, completeness or suitability for any purpose. 

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument or any other action and will not form 
the basis or a part of any contract.  

Neither WestLB nor any of its affiliates, its respective directors, officers or employers accepts any liability whatsoever (in negligence or 
otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection therewith. Any 
opinion, estimate or projection expressed in this publication reflects the current judgement of the author(s) on the date of this report. They do 
not necessarily reflect the opinions of WestLB and are subject to change without notice. WestLB has no obligation to update, modify or amend 
this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
forth herein, changes or subsequently becomes inaccurate.  

The past performance of financial instruments is not indicative of future results. No assurance can be given that any financial instrument or 
issuer described herein would yield favourable investment results. 

WestLB, its affiliates, principals or employees may have a long or short position or may transact in the financial instrument(s) referred to 
herein or may trade in such financial instruments with other customers on a principal basis. WestLB may act as a market maker in the 
financial instruments or companies discussed herein and may also perform or seek to perform investment banking services for those 
companies. WestLB AG may act upon or use the information or conclusion contained in this report before it is distributed to other persons.  

This report is subject to the copyright of WestLB. No part of this publication may be copied or redistributed to persons or firms other than the 
authorised recipient without the prior written consent of WestLB.  

By accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.  
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