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The wheels have come off in 
Germany 

 
Business sentiment, orders, manufacturing...the telltale signs of a trend 

reversal in the German economy are all there: the euro area's biggest economy 

is in a downturn.  

This might come as news to some observers and we will discuss the primary 

reasons behind the situation and try to provide answers to the biggest 

questions raised by the impending downwards revision to German growth 

forecasts:  

- Recession or no recession in the euro area next year?  

- Another crisis looming?  

- What is the solution?  
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The game is up  
It took manufacturing production to fall 4.7% in August before the market 

opened its eyes to the reality in Germany. And yet the signs of a trend reversal 

did not come out of nowhere. This spring, the first few signs of a change began 

to appear. And the sour numbers are hardly surprising given the structural 

trends at work in the euro area's biggest growth driver, as we discussed in 

January (see presentation: « Allemagne, l’heure des choix »). 

German industry is suffering from four main problems:  

- Anemic growth of exports to non-European countries, flat for the past two 

years and coinciding with a marked slowdown in international trade (see: "When 

globalization is thrown in reverse")  

- A slowdown in the domestic recovery for its neighbors in the rest of the euro 

area (37% of markets) where the rebound between summer 2013 and spring 

2014 camouflaged sluggish German trade with the rest of the world.  

- Increasing competition from Asian manufacturers on its favorite markets in 

the wake of 1) the devaluation of the yen, 2) Chinese manufacturers' growing 

market share on new segments, especially capital goods, against a broader 

backdrop of very low global demand for such goods.  

- Soft domestic consumption which, despite being in top form with historically-

low unemployment, has managed to contribute a measly 1 point of economic 

growth in the past four quarters (contribution of consumer spending growth to 

real GDP in Germany in the past four quarters).  

 

That manufacturing is falling under such conditions, after three years of quasi-

stagnation, is hardly surprising. The economy is highly sensitive to any new 

sources of anxiety and other developments, both in the euro area and in 

Russia/Ukraine, and this has sent the perilous equilibrium tumbling in a hurry.  

http://www.richesflores.com/wp-content/uploads/2014/01/ALLEMAGNE-lheure-des-choix_28-janvier-2014_VRF1.pdf
http://www.richesflores.com/wp-content/uploads/2014/10/GLOBAL-MACRO_When-globalization-is-thrown-in-reverse_sept-2014_RF-R-_GB.pdf
http://www.richesflores.com/wp-content/uploads/2014/10/GLOBAL-MACRO_When-globalization-is-thrown-in-reverse_sept-2014_RF-R-_GB.pdf
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What to expect in the coming months?   
While one month does not make a trend, the sharp contraction in August 

industrial production was partly due to the correction of an excessively high 

level in July (see: "Allemagne, c’est reparti ?” from 5 September), the most 

reliable indicators have left little doubt: the German economy stands little 

chance of finding a growth foothold in the near term.  

 

The drop in manufacturing in August has significantly reduced the hope of 

seeing Q3 growth which, most likely, will contract again despite the probable 

rebound in consumer spending, which has been inflated by car sales. Based on 

data now available, the risk of a 0.2-0.4% dip in GDP in Q3 seems relatively high.  

If the diagnosis is confirmed, German growth could come out to 0.6-0.8% year-

on-year at the end of Q3 and the growth overhang for full-year 2014 will be 

lowered to 0.8-1%. Although well below the consensus, our growth forecast of 

1.3% this year looks out of reach. Growth of 1% is more likely this year...under 
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the rosiest of scenarios. We are far from recent expectations: In July, the 

consensus was anticipating a figure of 2% which has fallen to 1.7% since.  

The consequences of such a change are significant, of course, and have raised a 

number of points.  

1) Is the German outlook for 2015 automatically under threat?  

The answer to this question is an unequivocal "yes". First of all, growth overhang 

for 2015 will likely be negative (0.1pt according to our estimates) rather than 

positive as the market is predicting. This makes obtaining an honorable growth 

rate much more difficult. For instance, a 0.3% increase in each of the four 

quarters of next year would only lead to growth of 0.5% on average in 2015! 

Second, reversing the current trend will take months - in the best of cases - 

given the speed at which most indicators are deteriorating.  

2) Is the situation in other euro area countries at risk?  

Once again, the answer is a positive one, particularly because Germany is the 

biggest trading partner of most economies in the European Union and thus plays 

a key role as an intermediary between the rest of the world and its regional 

partners. The sharp downwards revision to German growth prospects that the 

trends suggest has a significant impact on what to expect from these economies. 

There is not much room before the forecasts, which at 0.3% for Italy, 0.5% for 

France and 1% for Spain are already paltry, slip into negative territory. The risk 

of dipping back into recession in 2015 in the euro area is very real - and 

worrying - indeed.  

3) Are the risks of a fresh sovereign crisis high?  

Of course they are. With dimmer growth prospects, the sovereign situation 

would become critical again very quickly for most countries west of the Rhine.  

  



 
 

The wheels have come off in Germany 5 

 

October 9, 2014 
 

4) Will the ECB end up implementing a U.S.-style quantitative 
easing program?  

It is highly likely. The question is how fast. As markets wait for an answer, the 

risk of resurgent tension on the sovereign markets in southern Europe has 

returned to the spotlight.  

5) What is the solution?  

The scenario that seems to be unfolding is the one we had been fearing. Yet, 

two factors could soften the blow:  

a) a fall in the price of oil which greatly improves purchasing power and could 

make an impact relatively quickly (scenario that we will discuss in greater detail 

in tomorrow's Weekly),  

b) the rapid adoption of a European-wide structural growth program, which 

would take months (optimistically) to get off the ground but is looking 

increasingly crucial to salvaging an increasingly dire situation.  

 

Véronique Riches-Flores  
contact@richesflores.com  
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