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German economic growth halves in third quarter as exports decline

®  GDP growth slows to 0.2% from 0.4% in second
quarter

B Foreign trade acts as drag on growth

B PMI data signal acceleration of GDP growth at start
of fourth quarter

The German economy expanded 0.2% in the three
months to September, according to results from official
statistics body Destatis, indicating that growth has
slowed markedly so far this year. In contrast, the
economy grew 0.4% and 0.7% in the second and first
quarters respectively. Moreover, the 0.2% growth rate
was slightly below expectations of a 0.3% expansion
and the weakest in a year. However, business surveys
suggest growth is picking up again.

German economic growth and the PMI

GDP q/q % change PMI Composite Oufput, s.adj. 50 = no change

3.0 700
20 650
60.0

10
550
oo 50.0
10 V—§ 450
400

-20
— GDP 350

-3.0
Markit Composite Qutput Index 30.0
-0 250

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016
Sources: Statistisches Bundesamt, IHS Markit.

Consumer-driven growth

Although no details were revealed, Destatis reported
that the domestic market remained the mainstay of the
German economy, with final consumption expenditure
of both households and government continuing to
increase and boost gross domestic product, while
negative impulses came from trade.

The weakness in the GDP report had already been
hinted at by business survey data, with the German
PMI dropping to a 16-month low in September.

That said, the outlook for the fourth quarter looks
positive, with business survey data such as the PMI
and Ifo pointing to an acceleration in economic growth.

Trade acts as drag on growth

Net trade and fixed capital formation in machinery and
equipment acted as drags on economic growth in the
third quarter, according to preliminary results from
Destatis. Exports declined in the latest three-month
period, while imports rose. Meanwhile, industry is likely
to have had a mildly positive impact on economic
growth. Industrial production expanded 0.2% in the
three months to September, up substantially from a
0.8% decline in the second quarter.

In a separate report published last week, Destatis
reported that Germany’s trade balance narrowed in
September as exports fell 0.7%. Moreover, Germany’s
economic ministry warned that German exporters are
struggling amid global economic uncertainties
stemming in part from the UK’s decision to leave the
European Union and the surprise U.S. presidential
election result.

The recent slump in the pound has made German
goods and services less competitive in the UK
(Germany’s second-largest single country trading
partner) and it is therefore likely that the Brexit vote
has had some negative impact on Germany’s trade
balance in the third quarter. That said, the
Manufacturing PMI New Export Orders Index reached
its highest level since the beginning of 2014 in
September and was little-changed in October, thereby
suggesting that the weakness in the official data was
only a temporary blip.

Interestingly, the latest Markit Business Outlook Report,
which asks companies about their 12-month outlook
for a number of variables and potential opportunities
and threats to the outlook, revealed that companies
grew more concerned about geopolitical and economic
uncertainties, the US election and trade agreements
such as CETA and TTIP. However, the report also
pointed to a slight uptick in business confidence,
adding to signs that the German economy will continue
to grow at a steady pace.
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Steady growth maintained at start of fourth
quarter

The latest business survey results point to stronger
economic growth at the start of the fourth quarter. The
PMI recovered and reached its second-highest level
this year so far in October, while Ifo’s Business Climate
Index climbed to a two-and-a-half year high. Both IHS
Markit and the German government expect GDP
growth of 1.8% for 2016, which would be the strongest
in five years.

Flash PMI data for November are released on
November 23rd and will provide more important
information on economic trends in Germany in the
fourth quarter.

Oliver Kolodseike

Economist, IHS Markit
Tel: +44 149 1461 003
Email: oliver.kolodseike @ihsmarkit.com

Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com

15/11/2016

compiled by markit


mailto:oliver.kolodseike@ihsmarkit.com
http://www.markit.com/Commentary

