
M A C R O  N E W S                                    1 4 / 1 0 / 1 4  
 

Holger Schmieding, Chief Economist | holger.schmieding@berenberg.com | +44 20 3207 7889 

1/2    

HOW WEAK IS GERMANY? 

Berenberg Macro News 

CONFUSION REIGNS: CAN FACTORY HOLIDAYS TRIGGER A ROUT? 

Markets have their own sense of humour. Last week, they took an unusual pattern of summer holidays in Germany as an 

excuse to dump German equities and start an almost global rout. Because the summer closures in major parts of the Ger-

man car industry fell mostly into August instead of the usual July, unusually strong output and export data for July were 

followed by unusually weak data for August. That resulted in the headline-grabbing month-on-month drops of -4.0% in 

industrial output and -5.8% in exports in August. The underlying picture is much more stable. Taking the July/August aver-

age, German industrial output excluding cars fell a mere 0.3% and overall goods exports even rose 2.0% versus the Q2 

average. 

  

TREND VERSUS CYCLE 

So how weak is the German economy really? Observers often make one mistake. They fail to distinguish clearly between the 

long-term trend and the short-term cyclical fluctuation around that trend. Germany is an outlyer in both regards: Its under-

lying trend is among the most solid in the developed world but its short-term cycle is also among the most volatile. That can 

create confusion. 

  

SOLID FUNDAMENTALS 

Germany’s underlying economic fundamentals remain healthy, as they have been ever since the country started to reap the 

benefits of its “Agenda 2010” reforms that were mostly implemented in 2004. Germany today has record employment (core 

employment up 15% since early 2006), a balanced budget, a slowly declining debt-to-GDP ratio as well as low inflation. 

Gross real wage incomes are rising strongly (+2.8% yoy in 1H 2014), corporate balance sheets look strong, households are 

content with their own economic and financial situation. Macro fundamentals don't get much better than that. In our annual 

in-depth assessment of the fundamental health of 20 European economies ("Euro Plus Monitor"), we Germany rank as No 

2 just behind Estonia and well ahead all other major economies in Europe. Germany scores particularly well for competi-

tiveness and fiscal sustainability. If there is a country that can stomach a temporary setback without any serious damage, it is 

Germany. 

  

Of course, Germany has some longer-term issues. Who doesn’t? Energy prices are too high. Bridges need to be repaired. 

The coming minimum wage and a more generous retirement deal for some workers will gradually turn into a drag on em-

ployment growth. As the number of school-leavers declines, Germany needs to attract and train more immigrants to fill job 

vacancies. But these are long-term issues that can slowly retard the underlying trend rate of growth over time. They cannot 

explain why the German upswing has suddenly stalled after a growth rate of around 2% from Q2 2013 to Q1 2014. 

  

PRONOUNCED CYCLICAL DYNAMICS 

As the prime global producer and exporter of investment goods, Germany’s economy is highly cyclical. GDP fluctuates 

strongly around the underlying trend, reflecting the ups and downs of demand for investment goods. Take the most obvious 

example: in the post-Lehman recession of 2009, German GDP fell by 5.1% while the UK got away with a 4.3% and the US 

with a mere 2.8% decline. Although Germany had no trace of a real estate bubble, it suffered a worse blow than the two big 

countries where such bubbles had turned into spectacular busts. But then Germany also managed to rebound strongly by 

3.9% in 2010, outpacing the UK (+1.9%) and the US (+2.5%). Germany is the comeback kid on the block.  

  

Putin's war against Ukraine and other geopolitical concerns seriously dented German business confidence and investment 

from May 2014 onwards; the current shrill debate about a recession risk will now add to a temporary downward dynamic. 

After all, confidence - or the lack of it - is a key driver of the short-term investment cycle. The usual concerns about the lack 

of reforms in France and Italy may also play a role, although these are not exactly new. 
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Near-term, Germany is in a pretty rough patch, as we explained in our Global Outlook yesterday. When people are nervous, 

they overreact. Business investment and car sales will likely be weak for the remainder of 2014. Our near-term calls for 

German and Eurozone GDP are far below consensus (see the Global Outlook for details), and have been so since August. 

A technical recession with two consecutive small declines in GDP is quite possible, although not likely. 

 

COMEBACK KID CAN DO IT AGAIN 

But external shocks usually don't last long. If the news doesn't get worse, people get used to it. If the worst fears don't mate-

rialise, people just get on with their normal lives after a while. We expect a gradual upturn in business confidence and in-

vestment from early 2015 onwards, after some downside in the interim. By Q2 2015, German growth should be back to 

where it was pre-Putin, annualised rates oscillating around 2%. Markets should start to look forward to that well ahead of 

time. For the Eurozone, the current blessing in disguise is that the new cyclical weakness is centered on Germany, that is on 

the economy most likely to snap back fast next year. 

  

TIME FOR A STIMULUS? DON’T BET ON IT 

Unfortunately, there is no silver bullet to accelerate this process very much. The 2.5% drop in the real effective exchange 

rate of the euro versus the 2-year average will add about 0.2% to growth over time; record lows in financing costs and the 

increase in the real purchasing power of consumers and companies courtesy of lower oil prices will help nicely as well. But 

even massive ECB asset purchases would not jolt German companies or households into spending a lot more immediately. 

Monetary policy takes time to work. 

 

Germany has no need and no appetite for a serious fiscal stimulus. As in 2014, some increases in government spending and 

small cuts in payroll taxes will likely add up to a fiscal relaxation of at most 0.3% of GDP next year. Germany will also let 

automatic stabilisers work. But expect no discretionary boost beyond that. In the wake of what was labelled a "debt crisis", 

the German government wants to fight the 2017 election on having balanced the budget for its entire term. German com-

panies, facing a trend shortage of skilled labour, will not react with significant layoffs to the rough patch. As a result, much 

of the population will barely notice the temporary downturn and thus perceive no need for any domestic stimulus. Berlin 

will return the proceeds of healthy trend growth to taxpayers but not go beyond that. 

 

Berlin could be ready to let France and Italy miss fiscal targets if these countries implement serious structural reforms in-

stead of dragging their feet, Berlin will ask the EU accelerate the disbursement of available EU funds to other euro mem-

bers. But Germany will not kickstart a major domestic spending programme or big tax cuts in the hope that repairing Ger-

man bridges in a rush will somehow help to overcome the reluctance of Italian and French companies to invest in their own 

countries. 

 

JUST LET THE ECB DO ITS JOB, PLEASE 

Germany gets a heavy dose of criticism for its fiscal policy. The criticism is largely misplaced. France’s problem is not an 

alleged excessive austerity at home or by its German neighbour. There is little austerity in France and none in Germany. 

France’s problem is an excessive tax burden that is stifling domestic business investment. The one criticism of Germany that 

would make sense is that Germany is reluctant to let the ECB do its job, namely to augment its monetary stimulus in the 

face of ultra-low inflation and a cyclical downturn. Asking German policy makers why they criticise the ECB instead of 

asking them for a largely futile short-term fiscal boost could move the debate forward. 
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