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GERMANY: STILL NEAR-TERM DOWNSIDE RISKS 

Berenberg Macro Flash 

 
IFO Index Business  Current 
September  Climate Assess.  Expectations 
 
Actual  103.2  108.4  98.3 
Previous  104.7  110.5  99.3 
Consensus 104.5  110.0  99.2 
Berenberg 103.9  109.2  98.7 
 
Dashing hopes for stabilisation, Germany’s most widely-followed indicator of economic sentiment, the Ifo index, record-

ed another broad and steep decline in October. The overall business climate index fell from 104.7 to 103.2, the current 

assessment from 110.0 to 108.4 and – most importantly – the expectations component dropped from 99.3 to 98.3. The 

latter closely correlates with machinery investment in Germany (see Chart) and highlights that the near-term risks to eco-

nomic growth in Germany and the Eurozone remain to the downside. The tensions with Russia, which originally triggered 

the downturn, have receded somewhat, with the situation in Eastern Ukraine stabilising since early September. But other 

geo-political risks and financial market volatility are now feeding a temporary downward dynamic in German business con-

fidence. Whether and when the completion of the ECB’s comprehensive bank assessment, more monetary stimulus and 

falling input prices begin to stabilise confidence and allow the strong underlying fundamentals to shine through again, is an 

open question. We expect a stabilisation before the end of the year. For late 2014, our forecasts for Eurozone and German 

GDP are below consensus. Unfortunately, the October Ifo data suggests that the risks to our near-term calls remains to the 

downside.  

 

Chart: Ifo expectations and investment 

 
Ifo index quarterly averages (left scale). Machinery investment, real, sa, yoy % (right scale) Sources: Ifo, Eurostat 

 

According to the Ifo institute, the driver of the downturn was manufacturers. Ironically, export expectations improved 

slightly, reflecting that while the uncertainty is driven by external events, actual exports are not doing badly at all. It is do-

mestic investment, which suffers most from the uncertainty. Other industries were mixed. Services and wholesale trade 

reported improved confidence, while construction and retail trade weakened. The positive trends visible in the PMIs and 

other surveys such as the GfK consumer confidence index, are not visible in the Ifo index yet. We have to put the new 

levels of the Ifo index into context though. While expectations are a bit below the long-run average now, at around 98 they 

still only point to stagnation, while the current assessment still points to moderate expansion, in line with the PMIs. We 
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cannot rule out a mild recession in Germany, but so far a short rough patch remains the most likely outcome in Q3 and Q4, 

before growth should gradually pick up again in the new year and gather significant steam again by Q2 2015. 

 

IFO Index 

 

 OCT SEP AUG JUL JUN MAY 

IFO Business Climate 103.2 104.7 106.3 108.0 109.7 110.4 

IFO Current Assess. 108.4 110.4 111.1 112.9 114.8 114.8 

IFO Expectations 98.3 99.3 101.7 103.4 104.8 106.2 

 
Source: IFO Institute 
 

This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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