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European Crisis Calls for Caution with the 
International Scenario

The month of June should bring some 
much needed clarity regarding the 
evolution of the European crisis. 
Nevertheless, this �rst graph 
demonstrates that even if European 
leadership is able to avoid the additional 
negative shock of an abrupt exit of 
Greece from the European monetary 
union, economic activity in Europe is 
likely to suffer a new recessionary blow 
as a result of the deterioration of the 
level of con�dence that has already 
occurred throughout the European 
Union. The graph shows the correlation 
between Europe’s Gross Domestic 
Product and its Purchasing Managers 
Index (PMI). Last month the PMI 
dropped to 46 points. The last time this 
indicator fell to such a low level was in 
October of 2008, shortly after the 
collapse of Lehman Brothers. It should 

be remembered that that recessionary 
shock caused the 2009 EU GDP to drop by 
(-4.3%) surpassing the (-3.5%) decline 
that occurred in the United States. The 
market expectation for 2012 is that the EU 
GDP will contract by 0.5%. However, more 
recent indicators seem to be signaling an 
even greater decline. 
Last quarter Germany and France, the core 
countries of the eurozone, were able to 
continue on the path of recovery that they 
have traveled since 2010. However, other 
countries such as Italy, Spain, Portugal, 
Ireland and Greece have registered 
declines in their quarterly GDPs since the 
middle of 2011 or earlier. And now even 
Germany and France have started to show 
signs that during the next few quarters 
they could once again decline into 
recession. The problem is that this 
economic weakness could reinforce a 
negative spiral in which the deterioration 
of economic activity causes a reduction in 
tax revenues, leading to the worsening of 
the �scal outlook and the debt/GDP ratio, 
and causing an even greater decline in 
consumer and investor con�dence that will 
result in still weaker economic activity. 
Ever since the outbreak of the �nancial 
crisis in 2008 the Votorantim Asset 
Monthly Outlook has warned about the 
seriousness of Europe’s structural 
problems. In the best case scenario, the 
plight of the unsustainable public debt 
levels that have accumulated in Europe will 
take around a decade to be resolved. This 
fragility leaves the 17-nation currency 
block, which is still clearly in need of 
institutions that effectively centralize policy 
and �scal issues, vulnerable to the 
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Europe: Composite PMI x GDP

Fonte: Bloomberg.
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departure of a member country from the 
European common currency. For all intents 
and purposes the Greek elections this 
month can be seen as a referendum on 
that issue. Last month Ireland held an 
of�cial referendum on its continued 
adoption of the Euro. The problem is that if 
Greece, sinking under the weight of �ve 
years of recession and the bleaker 
prospects that lie ahead, should wind up 
opting out of the Euro, it will certainly not 
have the necessary resources to meet its 

debt maturities that are coming up in the 
next few months. And a new default, 
imposing additional losses on the holders 
of Greek bonds, would be almost 
inevitable. Presumably even more crucial 
than this is the risk that a similar 
movement could effectively advance with 
increased force into more signi�cant 
eurozone countries like Spain and Italy. 
Indeed, over both the short and the long 
term, the European crisis calls for caution 
with the international scenario. 
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Greece: Monthly Maturities of Soverign Debt until 2013 

Source: Bloomberg.
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