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Recession imminent, but two-speed for Europe’s Big Four 

◼ Despite an upside growth surprise for Q3, we still expect the eurozone to fall into a widespread 

recession. Not all countries will be impacted uniformly, though – our new country-level indicators 

for Germany and Italy point to recession probabilities being significantly higher and the business 

cycle weakening more in these countries than in France and Spain.  

◼ Although France and Spain are on course to endure shallower contractions, we expect the 

stagflationary environment across Europe to drag all the Big Four economies into recession amid 

contracting industry, households cutting consumption due to shrinking real incomes, and 

monetary policy tightening. 

◼ Prospects for Germany are bleak and we expect its economy to shrink by more than the rest of 

the eurozone. Heavily reliant on industry, Germany's production structure makes it particularly 

vulnerable to input price pressures on top of the common shock to households' purchasing 

power. Germany is also particularly reliant on Russian gas. 

◼ The Italian economy is also facing several headwinds and we expect a deep contraction over the 

winter, with negative growth until Q1 2023. Some idiosyncratic risks are specific to Italy, such as 

the likelihood of gas shortages, a hardening of relations with the EU, and the subdued 

deployment of recovery funds, which could have an impact over the coming quarters. 

◼ France has navigated high energy prices and war-related disruption better than its peers, but this 

relative resilience will not prevent a winter recession. Country-specific uncertainty is particularly 

high. Nuclear electricity production is forecast to remain well below capacity and strikes could 

cause further delays. Moreover, the government's ability to deploy additional fiscal support is 

limited by its minority in parliament and a combative opposition. 

◼ Spain is less exposed to potential gas shortages and recession risks are lower, but we think it is 

unlikely to escape a mild recession. The large shock to real incomes and depressed levels of 

consumer confidence will curb spending, while business investment remains subdued. 

Chart 1: The eurozone is heading for a widespread recession 

 
Source: Oxford Economics/Haver Analytics 
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Winter is coming, and so is recession 

GDP data for Q3 surprised on the upside (Chart 

2) with growth of 0.2% q/q. However, our analysis 

suggests this unexpected resilience will be short-

lived. The outlook for the eurozone is clouded 

amid soaring in energy prices that are 

dampening manufacturing, and the surge in 

inflation that is biting into real incomes and 

consumption. And unlike in previous downturns, 

the ECB will not come to the rescue this time. On 

the contrary, the central bank remains focused on 

fighting high inflation. So, monetary tightening 

and higher rates will lead to tighter credit 

conditions, curtailing investment and reducing 

appetite for mortgage lending. 

Chart 2: Q3 growth surprised on the upside 

 
Source: Oxford Economics/Haver Analytics 

 

Based on past events, we estimate a recession 

over winter to be almost certain (Chart 3, see Box 

1 at the end for details). Our model indicates a 

direction of travel for the eurozone economy that 

fits with the already-visible slowdown in soft 

data.  

Chart 3: Our modelling points to high risk of 

recession 

 
Source: Oxford Economics/Haver Analytics 

Meanwhile, underlying dynamics are losing 

momentum, as shown by our business cycle 

indicator, which assesses the state of the 

eurozone economy by combining various metrics 

on different aspects of the economic 

environment. Consequently, we forecast the 

eurozone will fall into recession in Q1 next year, 

following a GDP contraction in Q4 2022. 

But while we expect the recession to be 

widespread, we also believe that the extent of the 

contractions will vary. Our new country-level 

indicators for Germany and Italy point to 

significantly higher recession probabilities (Chart 

1), and to a business cycle weakening more, than 

in France and Spain (Chart 4, see Box 2 for 

details). Hence, we expect Germany and Italy to 

suffer more, whereas France and Spain are on 

course to endure shallower contractions. 

However, we still expect the stagflationary 

environment common across Europe to drag all 

the Big Four countries into recession. 

Chart 4: …and more so in Germany and Italy 

 
Source: Oxford Economics/Haver Analytics 

 

Germany's recession will be the deepest 

Prospects for Germany are bleak. As an industry-

dependent economy, its production structure is 

poorly prepared to cope with input price 

pressures on top of the common shock to 

households' purchasing power. Germany is also 

particularly reliant on imports of Russian gas, 

which contributed 46% of its gas in 2020. High-

frequency macroeconomic indicators also point 

to a nearly certain recession. 

While gas rationing is now less likely thanks to 

the replenishment of storage facilities – now 

close to 100% in Germany – and reduced 

consumption (-17% y/y in September), demand 

destruction due to high costs is exacting a toll on 
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activity (Chart 5). Given the gas shortages, policy 

actions will only soften the blow. The impact is 

visible in the business cycle indicator for 

Germany, which shows a sharper fall than 

elsewhere. 

Chart 5: Reduced gas consumption is weighing 

on German manufacturing 

 
Source: Oxford Economics/Haver 

Analytics/Destatis/NOAA/Bundesnetzagentur 

 

On the plus side, the federal government has 

ramped up fiscal support, mainly via a gas price 

'brake' for industry and households. But details 

are scant and the economic impact will likely be 

limited and delayed. We estimate Germany will 

post negative growth through to Q1 next year. 

Italy is also in a tight spot 

Despite a robust performance in Q3, high-

frequency data suggest the Italian economy is 

facing several headwinds. Higher inflation and 

weak investment will weigh harder on demand, 

while manufacturing – and exports – will be 

hindered by high input costs and gas scarcity. 

The gloomy picture is corroborated by the broad 

deterioration of some indicators that are useful 

to predict recessions, based on historical 

experience. Though less abrupt than in Germany, 

the state of the cycle has deteriorated in Italy. 

Consequently, we expect a contraction over the 

winter, with negative growth until Q1 next year. 

There are also some risks specific to the Italian 

outlook. We expect the new right-wing 

government to maintain the policy status quo, 

but a hardening of relations with the EU and 

subdued deployment of recovery funds are 

distinct possibilities – more so than elsewhere. 

And with the need to use gas for electricity 

production, the scope to reduce gas 

consumption is limited. Still, gas demand has 

fallen significantly since September and 

replenishing reserves is proceeding apace, with 

stocks currently at 96% of capacity (Chart 6). 

While gas rationing could still be needed, which 

also hinges on the severity of the winter weather, 

recent developments are more encouraging. 

Chart 6: Italy's gas consumption has decreased 

at a faster pace since September 

 
Source: Oxford Economics/Snam 

 

France is better positioned… 

France has navigated the elevated energy prices 

and war-related disruption better than its peers 

so far. Government intervention has kept inflation 

more in check than elsewhere and cushioned the 

hit to purchasing power, while less reliance on 

gas has limited the impact of supply shortages.  

Still, higher energy prices and inflation, plus 

tightening monetary policy will drive growth into 

negative territory this winter. But we think 

France's recession is likely to be shallower than in 

the eurozone as a whole. This is supported by the 

message conveyed via – among others – 

worsened major purchase intentions, which in the 

past signalled a looming recession. Notably, 

though the model-predicted probabilities show 

more volatility for France than it is the case in 

other countries. 

France's resilience is reflected in an assessment of 

the current business cycle, which, despite being 

below the recent high reached at the end of 

2021, is holding up better. How does this square 

with the climbing probability of recession? The 

business cycle indicator does not offer a forward-

looking view, but rather indicates the current 

state of the economy. Still, high values denote 

strong capacity utilisation and/or inflation, raising 

the odds of policy shifts. So, the relative resilience 
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ought not to be misread as signal of positive 

future growth. 

Meanwhile, the degree of uncertainty due to 

specific factors affecting France is particularly 

high. Its nuclear electricity production – a 

fundamental component in the national energy 

mix – is forecast to remain well below capacity 

due to planned maintenance at a number of 

reactors (Chart 7). Strikes are already disrupting 

work and could cause further delays. 

What's more, the government's ability to deploy 

additional fiscal support to sustain growth in case 

of unexpected events is limited by its minority in 

parliament and a combative opposition. 

Chart 7: France's electricity production is well 

below the average 

 
Source: Oxford Economics/RTE 

 

…as is Spain 

Spain is less exposed to potential gas shortages 

than its European peers, as sources it from other 

countries. Moreover, activity is likely to be less 

affected thanks to the different sectoral 

composition of the economy, which is more 

services oriented. The strong performance of the 

labour market and the large excess savings 

accumulated by households could also offer 

some support to consumer spending in the short 

term. 

However, the large shock to real incomes from 

inflation and the depressed levels of consumer 

confidence suggest that prospects for consumer 

spending over the coming quarters will be very 

weak. Meanwhile, the sharp monetary tightening 

is already curbing business investment. As a 

result, the Spanish economy is unlikely to escape 

a mild recession during the winter. 

But the cycle has been holding up well. This is 

probably due to the fact that Spain's GDP is still 

2% lower than its pre-pandemic level, and so is 

being propped up by the catch-up effect and by 

a steady recovery of tourism (Chart 8). However, 

monthly data continue to indicate that the 

economy is quickly losing momentum. 

Chart 8: Tourism has supported growth in Spain 

 
Source: Oxford Economics/Haver Analytics 

 

Other risks to the eurozone economy 

loom 

Overall, while there is some diversity between 

countries, the eurozone looks bound for a 

widespread recession this winter. What's more, 

on top of our downbeat central scenario, the 

eurozone is exposed to some looming risks. Most 

notably, severe winter weather would deplete gas 

reserves, driving up prices and increasing the risk 

of rationing. Higher-than-expected and longer-

lasting inflation would also lead to even-tighter 

monetary policy, which would weigh more 

heavily on activity and investment. Other risks 

specific to Europe include escalation of 

geopolitical tensions. Elsewhere, renewed 

lockdowns in China could lead to a comeback of 

supply-chain disruption, but also a re-opening of 

its economy would likely fuel commodity prices.   
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Box 1: Recession risk indicator 

We have improved our probit model to predict the probability of a recession six months ahead of the 

available data. Thanks to the use of different indicators, history now goes back as far as 1992, featuring 

more recession episodes and a higher number of observations. 

A binary variable for CEPR eurozone recession is regressed on six-months lagged: 

- standardised ESI consumer confidence 

- M1 year-on-year percentage growth 

- Stoxx600 year-on-year percentage growth 

- Volume of order books for construction, year-on-year difference 

The estimation sample is limited to 2019 to exclude the Covid-induced recession, which was not a 

consequence of economic factors and would distort estimates. 

We then replicate the same approach for each of the Big-Four economies, exploiting different indicators to 

better reflect national dynamics.  

 

Chart 9: Apart from the Covid-induced recession, risk indicators perform well 

 
Source: Oxford Economics/Haver Analytics 

 

In particular, we regress monthly ECRI recession on: 

for Germany, 

- ESI consumer confidence 

- M1 year-on-year percentage growth 

- the Xetra Dax index of stock prices, year-on-year percentage growth 

- construction confidence, year-on-year difference  

- ZEW macroeconomic expectations 

for France, 

- Employment climate 

- the CAC all-tradable index of stock prices, year-on-year percentage growth 

- major purchases intentions 

- the OECD leading indicator 
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- the yield curve (10-year yield minus 2-year yield), year-on-year difference 

for Italy, 

- ESI consumer confidence  

- M1 year-on-year percentage growth 

- ESI economic sentiment 

- Italian vs German 10-year bond yield spread 

for Spain, 

- ESI consumer confidence 

- the Madrid General index of stock prices, year-on-year percentage growth 

- construction confidence, year-on-year difference 

- retail confidence 

- ESI economic sentiment 

 

 

Box 2: National business cycle indicators 

The national business cycle indicators replicate the approach of the eurozone one. Also in this case, we 

include different indicators to better reflect national dynamics. In particular, the changes are: 

for Germany, 

- the German ZEW indices are used instead of the eurozone ones. Please note that we now use the 

difference between the expectations and the current situation indices 

- we detrend the unemployment rate 

for France and Italy, 

- we use ESI industrial production expectations minus past production assessment instead of the ZEW 

- the national yield curve 

for Spain, 

- we use ESI retail confidence instead of the ZEW 

- the national yield curve, with missing 2-year bond yields spliced by values predicted using 3-year yields 
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