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The recession has determined a dramatic fall of manufacturing activity in the 

Euro Area (-22% between the peak located in the first quarter, 2008 and the 

trough of the second quarter, 2009) 

 

The fall has been equal to -22% in Germany, -26,7% in Italy and -20,1% in 

France; outside the Euro Area, industrial production fell by 14,8% in the UK 

 

According to the latest information available, industrial production is still almost 

10 points below peak levels in the Euro Area average, in France and the UK;  it 

remains more than 17 points below the peak in Italy and has grown above it 

only in Germany  
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Industrial production is generally considered to be strongly correlated with 

Confidence 

 

More precisely, we find that it is particularly related with the cyclical component 

of IP extracted according to the growth cycle approach: indeed, Industrial 

production y-o-y growth and confidence show a very similar pattern across the 

business cycle 

 

In the latest cyclical episode, both series fell abruptly between end-2007/first 

months of 2008 and the beginning of 2009.  

 

However, after that, the series show different patterns:  

 IP growth accelerates until the summer of 2010, eventually stabilising 

 and then decelerating after that;  

 Confidence recovers at a slower pace in the first months of 2010, but 

 continues to grow until the first months of 2011.  

 Confidence starts to decline in the spring 2011, i.e. with a lag with 

 respect to hard data 
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  Level Christiano-Fitzegerald Hodrick-Prescott Seasonal ∆ of logs 

Euro Area 

 Correlation at 0 0,24 0,69 0,70 0,85 

Max correlation (lead) 0,26 (2) 0,77 (3) 0,74 (2) 0,85 (0) 

Germany 

 Correlation at 0 0,26 0,66 0,63 0,82 

Max correlation (lead) 0,27 (2) 0,74 (3) 0,68 (2) 0,82 (0) 

France 

 Correlation at 0 0,51 0,59 0,58 0,74 

Max correlation (lead) 0,54 (3) 0,64 (3) 0,62 (1) 0,74 (0) 

Italy 

 Correlation at 0 0,69 0,66 0,63 0,75 

Max correlation (lead) 0,74 (3) 0,73 (3) 0,68 (2) 0,75 (0) 

United Kingdom 

 Correlation at 0 0,00 0,54 0,53 0,80 

Max correlation (lead) -0,50 (-23) 0,64 (4) 0,58 (2) 0,80 (0) 



Manufacturing Production and Confidence – Euro 

Area average 

Brussels, 17-18 November, 2011 

Fifth Joint European 

Commission-OECD Workshop 

on International Development 

of Business and Consumer 

Tendency Surveys 

-5

-4

-3

-2

-1

0

1

2

86 88 90 92 94 96 98 00 02 04 06 08 10

Confidence Industrial production growth



Business cycle stilised facts 

Fifth Joint European 

Commission-OECD Workshop 

on International Development 

of Business and Consumer 

Tendency Surveys 

Brussels, 17-18 November, 2011 

A confirmation of the previous findings comes from the analysis of the cyclical 

chronology of the two series, performed with the Bry-Boschan method 

 

Confidence on average lead industrial production at turning points; the lead is 

equal to 4,7 months for the Euro Area as a whole  

 

In most of the countries Confidence shows one or more extra cycles with 

respect to the reference series  

 

Average duration, steepness and shape of the industrial production cycle are 

usually correctly matched by those of the Confidence indicator 

 

Confidence has generally been able to anticipate the 2007-2008 peak in 

economic activity; on the other hand, it has been an almost coincident indicator 

of the end of the recession 

 

In this sense, cyclical analysis confirms that there is evidence of instability of 

the confidence-production relationship after the latest recession 
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Number of 

turning points 

Correctly 

identified Missing Extra tp 

Average 

lead/lag 

Euro Area 

Industrial 

Production 10 

Confidence 16 10 none 6 -4,7 

Euro Area 

Confidence IPI 

Number of cycles (peak to peak) 3,0 2,0 

Number of cycles (trough to trough) 3,0 2,0 

Average Duration - peak to peak 42,9 48,5 

Average Duration - trough to trough 40,3 47,0 

Average Duration - Recessions 19,9 13,6 

Average Duration - Expansions 20,9 35,3 

Amplitude - Recessions -21,9 -8,3 

Amplitude - Expansions 21,0 11,6 

Steepness - Recessions -110,1 -61,1 

Steepness - Expansions 100,6 33,0 

Triangle Approximation - Recessions -440,3 -195,2 

Triangle Approximation - Expansions 219,2 205,1 

Excess - Recessions 21,1 13,7 

Excess - Expansions -9,5 -5,5 
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We try to formally test for a break in the relationship estimating the following 

model:  

 DIPt = a + Sbi DIPt-i + d CIt + Sgi DCIt-i + ut (1) 

We estimate (1) on a quarterly transformation of the data and test for break(s) 

in the residuals with recursive methods 

Estimates shows clear sign of instability since mid-2008, in keeping with the 

chronology of the latest recession 

However, the relationship among production and confidence has shown sign of 

instability also during previous recessions 

  

Euro area – results of the recursive test  
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A possible interpretation is that changes in the confidence/production 

relationship may be due to a change in the firms’ pattern of response to survey 

questions 

 

The response given by the ith firm about the recent developments in xit (say the 

ith firm’s current level of orders) is based on the subjective probability density 

function conditional on the available information, Wit with subjective probability 

density function by fi(xi,t+1 | Wit).  

 

Standard statistical theory assumes that the response is constructed in the 

following manner: 

•if txi,t ≥ bit, respondent i assess that orders are “above normal”;  

•if txi,t ≤ -ait, respondent i assess that order are “below normal” ; 

•if −ait < txi,t < bit, respondent i assess that orders are “normal”.  

 

Values (−ait, bit) are usually considered to be stable over time, i.e. the normal 

level is consired constant in the interval −ait,, bit 

 

However, it is well possible that the interval (−ait, bit) varies over time: 

 if bi,t>2009 ≠bi,t<2009 and ai,t>2009 ≠ ai,t<2009 then the pattern of response 

 may vary and there may be instability in the Confidence-Production 

 relationship 
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Further evidence on possible change in the pattern of firms’ response may 

come from the analysis of capacity utilisation data 

 

A change, or more precisely a decrease, in the normal level of activity may in 

fact be interpreted has a decrease in the level of potential output 

 

A measure of potential output may be derived matching capacity utilisation and 

industrial production data: 

 

                     , and hence: 

 

 

                                    , i.e. a measure of «perceived» potential output may be 

derived as the ratio among Industrial production and the capacity utilisation 

index 
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Has perceived potential output and perceived potential output growth changed 

as a consequence of the recession? 

 

We test this hypothesis using the standard paired t-test for both the one tail and 

two tails distribution 

Potential output 

  2005q1-last peak 

Averages 

Last peak-2011q2 

Averages 

  

t-test 

H0: M1 ≠ M2 

P(|M1| ≠ |M2|) 

H0: M1>M2 

P(|M1|>|M2|) 

Euro Area 103,1 104,2 1,0 0,34 0,17 

   Germany 103,9 109,7 4,2 0,00 0,00 

   France 99,5 97,7 -1,9 0,08 0,04 

   Italy 102,4 96,5 -3,8 0,00 0,00 

United Kingdom 99,5 95,6 -5,3 0,00 0,00 

Potential output growth 

  2005q1-last peak 

Averages 

Last peak-2011q2 

Averages 

  

t-test 

H0: M1 ≠ M2 

P(|M1| ≠ |M2|) 

H0: M1>M2 

P(|M1|>|M2|) 

Euro Area 2,4 -0,6 -2,0 0,07 0,03 

Germany 3,9 0,5 -2,0 0,07 0,03 

   France -0,2 -0,7 -0,3 0,74 0,37 

   Italy 0,9 -2,7 -1,7 0,12 0,06 

United Kingdom -0,1 -1,7 -1,8 0,10 0,05 
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Recession has had a negative impact on the level of perceived potential 

output in France, the UK and Italy 

 

It has also lowered perceived potential output growth – but not its level – 

in the Euro area as a whole 

 

In Germany, there is indeed evidence that the perceived level of potential 

output has incrased in the period 2008-2011 with respect to the quarters 

immediately preceding the last recession 

 

However, German perceived potential output growth is negatively 

affected by the recession 
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The main findings of the paper are the following: 

 

•after almost one year and a half after the start of the recovery, in most 

European countries industrial activity is still well below its pre-crisis 

levels, the only exception being Germany 

•Confidence indicator and production growth are usually well correlated 

and they show similar characteristics across the business cycle 

•However, in the recent period there is a sizeable decoupling between 

industrial production and confidence, which calls for an interpretation 

 

 

 

Possible interpretation: 

•there is a change in the firms’ pattern of response, caused by … 

•… a decrease in perceived potential output affecting the “normal” level 

firms refer to in answering survey questions 

 

In other words, the decoupling hints at a possible long term effect of the 

crisis, beside its well known cyclical effects 
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Test for change in the response pattern: 

•There is evidence of structural instability in the confidence\production 

relationship (instability in recursive residuals) 

 

Test for change in potential output: 

•There is evidence of a decrease in potential output (Italy, France, UK) or 

potential ooutput growth (Euro Area average) 

•Germany is an outlier, in the sense that potential output seems to have 

increased after the crisis 

 

Possible further research: 

• More testing of the structural break in the 

confidence/production relationship 

• Estimate potential output from survey data, not only 

“perceived” potential output 

 

 

Other? Suggestions? 
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