
 

 
 
 
 
 
 
 
 
 
 
 
 
 

Approaching the recessionary orbit 
 

• The July’s update of the IA-BBVA UEM indicator confirms that 
activity in the Euro Area is drifting away its long term value. 

 
• The real and expectations components are bellow their 

corresponding average levels, signalling a recessionary scenario. 
 

• The manufacturing sector leads the negative contributions, 
followed by the expenditure sector which reached the lowest 
value since April 2003. 

 
• Spain continues to provide the largest negative contribution. 

Germany contributed negatively for the first time since 2005. 
 
 
The July’s reading of the IA-BBVA indicator confirmed that le level of 
activity in the Euro Area continues its decelerating pace, well below its long 
term average. The outturn for July (-0.72) was worse than in June (-0.14), 
albeit slightly better than in May (-0.94), which was the worst reading since 
May 2003. When smoothing out high frequency fluctuations, the indicator 
shows the clear decelerating trend in activity recorded in the last twelve 
months. Specifically, the adjusted indicator for July (-0.60) was below the 
reading in June (-0.45). As new information for this month has become 
available, the activity indicator has been revised downwards. The figure 
corresponding to June decreased from -0.20 to -0.45 (smoothed series).  
 
The indicator shows that activity in the Euro Area is within the Recession 
area. This is defined whenever both the real activity component and the 
expectations component of the indicator are below their corresponding long 
term values. According to this definition, the Euro Area is in the Recession 
area since April. In July, the figure for the real component turned out to be -
0.75 and the one corresponding to the expectations was -0.44.  
 
Looking at the sector contributions to the IA-BBVA, manufacturing 
contributed with the largest fall (-0.33). This is the lowest value since 
August 2003. Expenditure also contributed negatively (-0.22), confirming 
the decreasing pace since April. Employment and Construction contributed 
in a lesser extent (-0.03 and -0.07 respectively). The contribution of the 
foreign sector was the mildest (-0.01), after being slightly positive in June 
(0.04). The contribution of the expectations term was negative (-0.07) the 
lowest figure since November 2005. 
 
The indicator also declined across the largest countries. Spain continues to 
lead the negative contribution (-0.24), followed by Italy (-0.17) and France 
(-0.12). Germany contributed negatively (-0.06) for the first time since the 
end of 2005.  
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The IA – BBVA UEM is a weighted average of 149 activity indicators drawn from different activity areas (such 
as expenditure, output and employment) and from different economic regions (EMU aggregate and its main 
economic areas).  The index has been calculated using a “Principal Components Approach” upon 
standardized, stationary and outliers-corrected time series. It is constructed to have an average value of zero 
and a standard deviation of one. An IA BBVA UEM reading of zero is associated with historical average, thus 
values above (under) zero signal accelerations (decelerations) of activity. IA BBVA UEM monthly values may 
be subject to revision as more real information on the data is gathered. Information not available by the time of 
the monthly calculation of the IA BBVA UEM will be forecasted by means of ARIMA models of the indicators. 
For further information please see our “EuropaWatch Nov.05” publication at the BBVA’s Servicio de Estudios -
website http://serviciodeestudios.bbva.com/ 

IA-BBVA-UEM: Contributions by Sector
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