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THE PUTIN EFFECT: MODEST DROP IN GERMAN BUSINESS CONFIDENCE 

Berenberg Macro Flash 

The German economy will not accelerate beyond the impressive speed it has reached already. But despite a 

modest setback caused partly by concerns about Russia’s incursions into Ukraine, the German economy will 

likely continue to expand at rates just above 2% as firm domestic demand offsets a slightly less positive export 

outlook. 

 

German Ifo business confidence fell from 111.2 in April to 110.4 in May, below the 110.9 consensus. Confi-

dence is now slightly lower than it had been in March (110.7). The decline in May was broad-based. Forward-

looking expectations fell from 107.3 to 106.2, a bit below their March level of 106.4. In the same vein, the as-

sessment of current conditions slipped from 115.3 to a still extremely robust 114.8, a bit below the March level 

of 115.2. 

 

Taking a broader perspective, forward-looking expectations apparently peaked in early 2014 and may now be 

trending down slightly. Current conditions are still close to their April 2014 peak. The trend improvement in 

current conditions may well be over. Do we have to worry about this? No, we probably don’t. First of all, all 

readings for confidence, expectations and current conditions are miles above their long-term averages of 100. 

They signal solid growth. Second, with current conditions so strong, it is natural that the number of businesses 

who tell pollsters that they expect things to get even better over the coming six months has probably peaked.  

 

In economic terms, the correction in confidence probably means that growth will not accelerate further. Boosted 

by strong business investment and solid gains in consumption, the German economy expanded at a solid 2.5% 

yoy clip in Q1. Even if we abstract from the impact of an unusually mild winter, the underlying speed was prob-

ably 2.2%. To live up to our forecast for German GDP calls of 2.2% growth for 2014 and 2.3% for 2015, the 

German economy simply has to maintain the speed it has already achieved. That seems quite possible. 

 

Although the various surveys are volatile and differ in the details, the overall message is consistent with the pur-

chasing managers’ indices published yesterday. The PMIs had recorded a correction for export-oriented manu-

facturing in May that was offset by gains in the more domestically oriented service sector.  

 

Putin remains the big risk to our calls. The correction in the German Ifo highlights that. If Russia were to openly 

invade its neighbour, the resulting shockwaves could halt the German economic upturn for a while. Our best bet 

remains that Putin will not go that far – the Russian economy would probably plunge into a tailspin in the case 

of open war and much tougher sanctions. As usual, we have to watch the tail risks. But we do not expect them to 

materialise. 
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