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Germany:  No recession as German consumer saves the day 
In line with our expectations the German economy narrowly avoided a technical recession in Q3 2019 
with GDP rising +0.1% q/q following a stronger than initially expected decline of -0.2% in Q2. The GDP 
expansion was mainly driven by positive impulses from consumption and investment in construction 
which more than offset a decline in fixed asset investment. While a recession has been avoided, there 
is hardly a reason to celebrate. In view of the cautious outlook for global trade and the car industry and 
lingering political uncertainty surrounding trade and Brexit, mini growth rates at best should be 
expected in the coming quarters. Leading indicators point to a stabilization in industry but certainly not 
to a v-shaped recovery. As a result, the continuing weakness in industry is still likely to weigh on private 
consumption – the main pillar of the economy – so that the risk of recession will remain elevated in 
2020. In addition, with today's data it has become less likely that economic policy will intervene to 
support the German economy, whether through fiscal easing to stabilize demand or structural reforms 
to boost potential growth. For both 2019 and 2020, we stick to our GDP growth forecast of +0.6%. 

Spain:  A more redistributive coalition is not a done deal yet 
After his failed bet to strengthen the socialist presence in parliament and a historically strong showing 
of the far-right party VOX (52 seats out of 350), PM Pedro Sanchez (socialist party) agreed with Pablo 
Iglesias (Podemos, left-wing) to propose forming the first coalition government in Spain’s modern 
history. A left-wing coalition is likely to slow if not halt Spain’s fiscal consolidation efforts as it will 
implement higher social spending. However, given the current state of negotiations and socialist stance 
we do not see a risk of a major fiscal drift as economy minister Nadia Calviño, the former Director-
General of the European Commission for Budget, is expected to remain in place, sending a strong pro-
Europe signal. We expect higher corporate taxes to be implemented, as part of the coalition’s 
redistributive policies. But the coalition is not a done deal yet. It does not have enough seats to secure 
a majority of 176 seats in parliament. To win the confidence vote, it will have to rely on the abstention of 
a major separatist Catalan party, which has indicated it would oppose the vote rather than abstain.  

UK:  Lowering prices to export the accumulated stocks 
Q3 GDP data confirmed the downtrend in company prices in order to get rid of the precautionary stocks 
accumulated since the start of the year in preparation for a no-deal Brexit. Overall, GDP grew by +0.3% 
q/q, -0.1pp below our forecast. Exports in volume have rebounded strongly to +5.2% q/q as export 
prices fell by -4.4% q/q, the strongest decrease since the 2000s. As a consequence, stocks have 
continued to decrease (-0.9pp to real GDP growth). Overall, net exports have contributed a strong 
+1.2pp to Q3 growth as import expansion was not as spectacular as in Q1 (+0.8% q/q). As expected, 
households have also purchased goods in preparation for a no-deal Brexit (+0.4% q/q) while 
companies have put on hold their investment plans (0% q/q for business investment). Going forward, 
we expect two quarters of negative growth (-0.1% q/q) in Q4 2019 and Q1 2020 on the back of earlier 
frontloading activities due to preparations for a no-deal Brexit. While uncertainty has decreased (we 
now assign a 10% probability to a no-deal Brexit on 31 January vs. 40% in September) we expect 
another Article 50 extension, given the upcoming elections on 12 December and the winter holidays. 

Russia:  Growth picks up in Q3 
According to preliminary estimates by Rosstat, GDP growth almost doubled to +1.7% y/y in Q3 from 
+0.9% in Q2, slightly beating expectations. Key growth drivers in Q3 were wholesale trade turnover 
(+3.8%), in particular gas trade, and a turnaround in agricultural production (+5.1%). Both mining and 
industrial production also grew by a solid +2.9% y/y in Q3, though for the latter this was unchanged 
from Q2. Demand-side details are not available as yet, but there are signs of improved private sector 
conditions. Declining inflation, lower interest rates (four policy rate cuts since June 2019), a tightening 
labor market and improving consumer sentiment are likely to have boosted consumer spending, even 
though retail sales growth declined to just +0.9% y/y in Q3 (from +1.6% in Q2). But a steadily improving 
services PMI (from 49.7 points in June to 53.6 in September and 55.8 in October) indicates that the 
services sector has been strengthening. Russia’s economy ministry expects growth of +1.7% y/y in Q4 
as well. We think this is a bit over-optimistic, not least because there will be a significant base effect 
(Q4 2018 growth was +2.7% y/y, after +1.5% in Q3). We forecast full-year 2019 growth to come in at 
around +1%.  
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Canada:  Labor market still strong despite October losses 
The Canadian economy lost -1.8k jobs in October, dragged down by declines of -23.1k in manufacturing and -21.3k 
in construction. Ontario lost a steep -16.2k jobs, and given that auto and construction jobs are concentrated in 
Ontario, it would seem that part of the losses could have been due to the GM strike. The headline would have been 
even worse except for the approximately +20k temporary government hires for the election. Despite the losses, the 
labor market remains a bright spot in an otherwise sluggish economy. The prior two months saw strong job gains of 
+53.7k and +81.1k. On a year-to-date basis, the economy has created a vibrant +356k jobs, the most in 17 years. 
The unemployment rate remained unchanged at 5.5%, just above the record low of 5.4% set in May, while the 
participation rate was also steady at 65.7%. Finally wages are running at a hot +4.3% y/y growth rate, just off the 
10-year high of +4.5% set in July. 

Central and Eastern Europe:  Growth is moderating 
Flash estimates indicate that real GDP growth in the group of 11 EU members in the CEE region lost momentum in 
Q3, as expected, coming in at around +3.4% (all figures in seasonally adjusted, y/y terms), down from 3.8% in Q2. 
Hungary remained the frontrunner in Q3 with +4.8% (+5.2% in Q2), followed by Poland with +4% (+4.1% in Q2). 

These two countries have so far shown resilience to the troubles in the European automotive sector. In contrast, 
output growth came in more moderately in Romania (+3.2% in Q3 after +4.3%), Czechia (+2.5% after +2.8%) and 
Slovakia (+1.8% after +2.4%). Meanwhile, Q3 growth remained relatively robust in Bulgaria (+3.7% after +3.8%) 
and Lithuania (+3.6% after +4%) but weakened further in Latvia (+1.8% after +2.5). The Q3 estimates are in line 

with our average full-year 2019 growth forecast of +3.6% for the 11 EU members in CEE (after +4.3% in 2018). For 
2020 we forecast regional growth to slow to below +3% due to a delayed impact from the Eurozone cycle. 

Algeria:  Black swan 
Economic growth slowed down to +0.3% y/y in Q2 2019 which was, excluding Q4 2017 (-0.4% y/y), the slowest 
quarter since the mid-nineties. As a result, we expect annual growth to moderate to +1% this year and +0.5% next 
year, the slowest pace since 1994. Public demonstrations have not been the main trigger for the deceleration; the 
latter is rather a cause of the social discontent than a byproduct of it. The output depletion in the hydrocarbon sector 
is the main issue that weighs on potential growth, since output capacity was cut by years of underinvestment. The 
output lost -14.6% in volume terms during the last two years (and -36.2% since the 2005 peak). The country has 
continued to lose foreign reserves: We estimate that import cover has already fallen to 12 months currently (from 35 
months in 2013) and is likely to drop further to seven months by the end of 2020, increasing liquidity pressures on 
the economy. The government’s weakened cash position is the main issue after all, since it finances the subsidies 
that have prevented a full-fledged recession so far. But the occurrence of a recession by 2021 is an increasing risk. 

Philippines:  Growth regained momentum in Q3 
Real GDP growth regained momentum and accelerated to +6.2% y/y in Q3 from +5.5% in Q2. Domestic demand 
was the sole growth driver in Q3, also because the government accelerated projects following the late approval of 
the 2019 budget in April. Public spending growth resurged to +9.6% (+7.3% in Q2) and public construction invest-
ment rebounded to +11% (reversing a -27.2% drop in Q2). Overall fixed investment recovered to a +2.1% increase 
in Q3 (-4.6% in Q2) but inventory destocking made a negative contribution to growth. However, the latter is a good 
sign for growth in the coming quarters as there may be a need for catch-up capital spending. Meanwhile, consumer 
spending picked up to +5.9% in Q3 (from +5.5% in Q2) supported by lower inflation and interest rate cuts. In con-
trast, net exports decelerated substantially, adding just +0.1pp to Q3 growth (+3pp in Q2) as both exports (+0.2%) 
and imports (0%) grounded to a halt. Overall, there is now potential for an upward revision of our current growth 
forecast of +5.3% for 2019. 

What to watch 
 November 15  –  Colombia Q3 GDP 

 November 15  –  Croatia October inflation 

 November 15  –  Kazakhstan Oct. industrial production 

 November 15  –  Russia October industrial production 

 November 15  –  U.S. October industrial production 

 November 15  –  U.S. October retail sales 

 November 18  –  Belarus October industrial production 

 November 18  –  Brazil September economic activity 
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 November 18  –  Chile Q3 GDP 

 November 19  –  Germany August insolvencies 

 November 19  –  Hungary Central Bank meeting 

 November 19  –  U.S. Oct. housing starts and permits 

 November 22  –  Lithuania October industrial production 
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