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GERMANY: INVESTMENT WEAKNESS, BUDGET SURPLUS 

Berenberg Macro Flash 

GDP Germany, qoq change, Q2 2014 
 

Actual:  -0.2% 
Previous: -0.2% 
Consensus: -0.2% 
Berenberg: -0.2% 
 
On many counts, Germany had a strong first half of the year. The government ran a budget surplus of 1.1% of GDP, 
with the federal level delivering its first H1 surplus since 1991. Companies created 329k new core jobs, allowing the social 
security system to fill its reserves further. However, output growth was meagre in the first half as a whole. In the second 
quarter, GDP declined, partly correcting for a strong first quarter, as construction investment faltered and imports grew 
faster than exports. 
 
The key culprit for the output volatility in the first half of the year was construction investment. A mild winter had 
boosted activity in Q1, but meant the spring rebound was weaker than usual. As a result, construction investment fell by 
4.2% qoq in seasonally adjusted terms in Q2, after increasing by 4.1% in Q1. However, the weather was not the only factor. 
Looking through the volatility, construction investment was flat in the first half of the year despite extremely low interest 
rates and rising house prices in many cities. A rebound should be possible and could contribute positively to growth going 
forward. 
 
The key transmission channel of the Putin effect is not trade, but investment. Export growth actually turned positive 
(0.9% qoq) in Q2 after a winter lull, when slowing Chinese growth and the deep freeze in the US had hurt exporters. In-
stead, machinery investment declined by 0.4% qoq after two strong quarters. The Ukraine crisis and other geo-political 
uncertainties weighed on the investment climate according to sentiment surveys like the Ifo index. That effect has already 
got worse in Q3 and is likely to continue to do so, given the deteriorating newsflow from Moscow and the Donbass. 
 
Other parts of domestic demand took a breather in Q2, but continued to expand, with private and public consumption 
up 0.1% qoq. That also contributed a healthy import growth (+1.6%), which should help Germany’s trade partners, not 
least in the newly competitive euro periphery. The rise in inventories in Q2 (+0.4% quarterly GDP contribution) suggests a 
downside risk for Q3 if companies unwind their stocks. However, the increase might also be revised away and allocated to 
other components of GDP in subsequent releases as more information becomes available. 
 
The key short term risk weighing on Germany’s economy is the crisis in Eastern Ukraine. According to confidence 
surveys, the impact of Russia’s aggression against Ukraine has now spread to consumers as well, creating a risk that con-
sumption will at least temporarily fail to pull overall demand. We cannot even rule out a brief recession. On the other hand, 
strength in some export markets like the US and the UK should support exports along with the weaker euro. The ECB’s 
low interest rates and strong household fundamentals will also support growth, once the uncertainty starts to fade. We ex-
pect growth to rebound once the Ukraine crisis eases. In the long-run, the real risk comes from domestic policies. The in-
troduction of the minimum wage and pension hikes by the grand coalition continue the gradual roll-back of the Agenda 
2010 reforms which made Germany strong. The next major economic slowdown will be aggravated by a less flexible labour 
market and structurally weaker public finances. 
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German GDP 

 

% qoq, sa Q2 2014 Q1 2014 Q4 2013 Q3 2013 Q2 2013 Q1 2013 

GDP -0.2 0.7 0.4 0.3 0.8 -0.4 

Private consumption 0.1 0.8 -0.8 0.7 0.6 0.2 

Government cons. 0.1 0.4 -0.1 0.6 0.0 0.0 

Investment -2.3 2.9 1.1 0.8 2.2 -2.5 

   Machinery & equipment -0.4 2.1 2.1 -0.5 2.3 -3.7 

   Construction inv. -4.2 4.1 0.7 1.8 3.0 -2.8 

Exports 0.9 0.0 1.7 0.7 1.4 0.7 

Imports 1.6 0.5 0.7 1.7 1.3 1.2 

Growth contributions       

   Domestic demand -0.4 1.1 -0.3 0.7 0.8 -0.4 

   Inventories 0.4 -0.2 0.2 0.0 -0.1 0.2 

   Net exports -0.2 -0.2 0.5 -0.4 0.1 -0.2 
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