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Is there a decoupling between 
soft and hard data?  

 Conflicting signals about the strength of the 
recovery  
 Is survey information useful in predicting 
economic growth? 
 Confidence overshoot?  
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Outline 

 The relationship between GDP growth 
and the ESI  
 Has it changed? How? 
 A baseline model 
 A time-varying model  

 
 Main findings 

 How strong is economic growth when the 
ESI equals 100? 

 What do the survey readings imply for the 
strength of economic growth? 

 

 Additional findings and conclusions 



The relationship between GDP 
growth and the ESI  

 Different models / specifications available 

 ’’Our’’ model is: 

Yt = b0 + b1ESIt + b2∆ESIt + ut  
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The relationship between GDP 
growth and the ESI …  

Is there a break? 

2007Q2/Q3: ESI entering the downward phase 

2008Q1/Q2: negative values for GDP growth 

 

 

Break dates 

 Sample period Break date 

AP test 1985Q1 – 2010Q4 2007Q2/Q3 

BP test 1985Q1 – 2010Q4 2008Q1/Q2 

AP test 1985Q1 – 2006Q4 1992Q1/Q2 

BP test 1985Q1 – 2006Q4 1992Q1/Q2 

 

 

 1992 recession  



… has been changing over the last 
two decades 

 Significant change in the relationship during the two 
major recessions.  

 

The same breaks (and dates) are found also when 
adopting a non-linear specification of the relationship. 

 

 The inclusion of dummy variables yields statistically 
significant results, with negative estimated coefficients.  

 

 A similar analysis conducted by the Kiel Institute on 
Germany’s data confirms the presence of a structural 
break (2003Q1). 



Modelling a changing relationship   

 OLS rolling regression (RR) 

The chosen model is estimated over a rolling window of n 
observations, yielding a vector of estimated coefficients, 
which change over time. 

 

Easy to implement, but : 

- Results depend on the choice of n (n=44 quarters).  

- Loosing — by design — the estimation of the coefficients 
for the first n observations: this hampers the possibility to 
assess how the studied relationship changed in the first 
decade (~11 years). 



Modelling a changing relationship  

 Time-varying-parameter model (TVP) 

A regression model with time varying coefficients 

   Yt = b0,t + b1,t ESIt + b2,t ∆ESIt + vt 

   bj,t = bj,t-1 + εj,t      (j = 0, 1, 2) 

 

Coefficients are modelled as random walks and 
estimated through the Kalman filtering (using a 
state-space representation of the TVP model).  

 

Coefficients estimated on the whole sample.  



Modelling a changing relationship  

Both the rolling regression and the time-varying-
parameter model give evidence that the 
relationship between ESI and GDP growth has 
changed significantly over the past two decades. 

 

Yt = b0 + b1ESIt + b2∆ESIt + ut  

 

Shift in the estimated values of b0 and b1 

 

 



How strong is economic growth 
when the ESI equals 100? 

 Plot the annual GDP growth corresponding to a level 
of 100 (long-term average) in the ESI 
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 A level of 100 in the ESI today implies a lower annual 
GDP growth than it implied 10 or 20 years ago  



Main (additional) findings  

The relationship has not changed at a steady 
pace, but has rather experienced two structural 
breaks at the time of the two major crises (early 
‘90s and 2008).  

 

The TVP-projected annual GDP growth matches 
the pattern of the European Commission’s 
estimates of potential output. 

 

 



Potential output  
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Survey indicators would suggest that the euro-
area economy has shifted onto a lower growth 
path in the aftermath of the crises.  



Concluding remarks  

 Caution when translating survey data into actual 
economic growth. 

 

 ESI tracks the cyclical fluctuations in economic 
activity around its long-term (varying) trend.  

 

 A level of the ESI above its long-term average is 
compatible with the reading of expanding activity, 
but it also hints at lower growth rates than those 
implied in the pre-recession period. 

 


