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Faced with the European crisis, the global 
economy has slowed even further

A new round of deterioration in the 
European crisis has led to a downturn 
which has spread far beyond the 
territorial limits of the EU. During the end 
of June and the beginning of July, 
European authorities sought to advance 
measures that could counteract this 
structural decline (by lowering interest 
rates and signaling stronger capitalization 
of the European banks), but the 
increasingly widespread fear is that these 
measures always seem to be too little and 
too late to provide the level of economic 
stimulus that is necessary to reverse the 
current trajectory of macroeconomic and 
�nancial deterioration within the 
European trading block. Growing 
concerns about the �nancial health of 
such relevant Euro countries as Spain and 
Italy have reinforced risk aversion caused 
by fears that this contamination could 

spread to the international �nancial system 
and consequently infect the entire global 
economy. In macroeconomic terms, risk 
aversion tends to have a negative impact on 
consumption and investment decisions. 
These recessionary effects are already being 
felt again in a number of global economies, 
including the two largest: the United States 
and China. 
The �rst graph shows a sharp drop in U.S. 
business con�dence. The ISM index fell to 
49.7 points in June. We can see from this 
graph that the last time this index dropped 
below the 50 point level was in January of 
2008 when the U.S. economy of�cially 
entered into its last recession (this period is 
highlighted in gray). An analysis of the 
components of the ISM index shows that the 
two greatest "culprits" of this slowdown in 
economic activity were "export orders" and 
"new orders". The drop in "export orders" 
was highly predictable, as a number of 
indicators had already signaled a contraction 
of the European GDP (which is the second 
largest destination for U.S. exports, after its 
northern neighbor, Canada which accounts 
for 18.1% of all U.S. exports). Even more 
negative was the widespread decline of 
"new orders". This component plummeted 
from 60.1 to 47.8 points, which was the 
largest monthly drop since October of 2001 
(in the immediate aftermath of the 9/11 
terrorist attacks). Even if some error in 
measurement exaggerated last month’s 
plunge, the slowdown re�ected in this index, 
together with other recent data from the U.S. 
economy seem to indicate that the 
worsening of the international scenario is 
reducing con�dence in the recovery of U.S. 
domestic economic activity. Even the Federal 
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Reserve has cut its GDP growth forecast to 
2% for 2012. 
In turn, the Chinese economy has also been 
showing signs of a signi�cant slowdown. 
Outside Asia, Europe is the main destination 
for Chinese exports (18.7% of the total, just 
slightly above its exports to the U.S.). In fact, 
Chinese exports in 2012 have accumulated 
an increase of "only" 8.7%, compared to 
the average annual growth of 22% over the 
last ten years. China’s of�cial indicators for 
retail sales and industrial production have 
also slowed during the last month, 
registering growth of "only" 13.8% and 
9.6% respectively, when compared to the 
same month last year. Furthermore, the 
market is once again speculating that the 
true extent of China’s economic slowdown 
could be even greater than that shown by 
of�cial data. This is borne out by the second 
graph that is considered to be a more 
reliable indicator of the actual pace of 

China’s economic expansion because it 
tracts the monthly growth of the nation’s 
electrical energy generation, which is now 
showing a signi�cant slowdown to only 
3.3%. Other indicators, such as the one that 
tracts the volume of goods transported on 
China’s railways, are also signaling a more 
severe downturn. 
At the beginning of June, both China and 
Europe once again reduced their interest 
rates in an effort to stimulate their 
economies. Even if Europe is able to avoid a 
traumatic disorderly exit of one of the 
seventeen members of the eurozone, it 
appears that the current round of 
deterioration in the European crisis has 
already been enough to provoke further 
economic slowdown and to motivate more 
economic stimulus through additional 
interest rate cuts. And the Brazilian case is 
no exception.

Page 1 / 2

Source ISM. Preparied by VAM.

USA: The ISM Index and American Recessions
 

Note: The gray areas denote periods of recession in the U.S. economy (de�ned by the NBER). 
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China: Monthly Electrical Energy Generation 

includes thermal, hydro and nuclear 
 

Note.: Months of February without a Lunar New Year holiday are marked in red on the graph (2012, 2009, 2006, 2004, 2001).
Source: Bloomberg.  
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