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GERMAN OUTPUT: SOFTER FINISH TO STRONG QUARTER 

Berenberg Macro Flash 

The German economy roared ahead in early 2014. Despite a modest correction in industrial output in March (-0.5% 

mom), an upward revision to the February data and a very strong result for January left output in Q1 1.2% above the Q4 

average. While some pundits may claim that the small drop in output in March could herald a loss of momentum, monthly 

data are far too volatile to draw firm conclusions from that. Leading and coincident indicators such as Ifo business confi-

dence and the PMI indices do not herald a major setback for Q2.  

 

Germany’s upswing is broad-based, with domestic demand as the key driver. Record employment and low inflation are 

boosting the purchasing power of consumers. In Q1, retail sales rose 1.3% qoq, even slightly ahead of the gain in industrial 

output. Due to the exceptionally mild winter, those parts of construction not captured in the industrial output report proba-

bly expanded very strongly. The data are compatible with our 1.0% qoq call for German GDP in Q1, with some upside risk. 

Relative to an annualised surge of 4% in Q1, the second quarter will see much weaker growth as the weather boost to con-

struction in early 2014 unwinds and the Russian aggression against Ukraine dampens business confidence modestly. But so 

far, the data do not signal a serious slowdown. So far, we are well on track for our 2.2% growth forecast for Germany in 

2014, well above the 1.9% consensus. 

 

Winter over. Details of the March industrial output report show some unwinding of the winter impact. While energy output 

rose 1.8% mom from an unusually low base in February (mild winter = less need to turn up the heating systems than usual), 

construction output fell 2.2% mom after four exceptionally strong gains before. Manufacturing output dropped 0.4% after 

an 0.5% gain in February.  

 

What about France? The German data remain in stark contrast with France where a lack of structural reforms, high taxes 

and plain uncertainty about what the government is up to – and what Valls can deliver – is holding back the economy. In 

France, industrial output fell 0.3% qoq in Q1, as data revealed yesterday. France will eventually be lifted by the upturn in all 

its neighbours. But while Germany and Spain are now the Eurozone’s growth engines and Italy seems to be recovering as 

well, judging by its more buoyant leading indicators, France will remain a drag on the Eurozone average for the foreseeable 

future. 


