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Disappointing industry data add to signs of modest economic growth in third quarter

B  |ndustrial production falls at fastest pace in just
over two years during September...

®  _.butindustryis up over third quarter as a whole
B Trade surplus shrinks

B Survey data signal solid growth at start of Q4

German industrial production suffered its largest drop
for over two years in September, but there are signs
that industry is in fact picking up strength again at the
start of the fourth quarter.

Official statistics body Destatis reported a 1.8% fall in
output, following an upwardly revised and unusually
strong 3.0% increase in August (previously reported as
a 2.5% rise). Analysts expected a more modest decline
of 0.5%. A separate report showed that exports
declined 0.7%, while Germany’s trade balance shrank.

The monthly data are notoriously volatile, so it is
important to look at the trend in production. Over the
three months to September, industrial output rose
0.2%, therefore making a mildly positive contribution to
economic growth in the third quarter, rebounding after
industry acted as a drag on the wider economy in the
second quarter.

Industrial production and factory orders
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Similarly, Destatis reported that factory orders fell 0.6%
during the month, but over a three-month period
increased 0.5% (from -0.4% over the second quarter).

Encouragement can also be sought from the latest PMI
and Ifo survey results, with both pointing to a solid start
to the fourth quarter.

September downturn weather-related?

Destatis reported that capital goods output fell 2.4%
during September, while consumer goods production
was down 1.9%. Intermediate goods output decreased
a more modest 0.5%. However, energy production was
down 3.4%, likely a result of warmer-than-usual
weather. The “Deutscher Wetterdienst” reported that
September 2016 was one of the four hottest since
1881.

Moreover, it is likely that the weak September reading
was at least in part related to payback from an
exceptionally strong August reading. The 3.0%
increase in industrial output in August was the
strongest since March 2010.

Trade balance shrinks

A separate report showed that Germany's trade
balance narrowed to €21.3bn in September. This was
down from €21.6bn and much weaker than an
expected increase to €23.0bn. Exports were down
0.7%, while imports decreased 0.5%. In the first nine
months of the year, exports (unadjusted for seasonal
and calendar effects) rose 0.9%, mainly driven by
higher demand from countries within the European
Union.

Steady GDP growth signalled for third quarter

The official industry and trade data add to signs that
economic growth in Germany has again failed to match
the impressive 0.7% expansion seen in the first quarter,
when industrial production rose 1.8%. It is nonetheless
expected that industry will have a positive contribution
to GDP growth in the third quarter.

Recent PMI results signalled a weakening of economic
growth at the end of the third quarter, as a struggling
service sector acted as a major constraint on the
overall performance of the German economy. The
Composite PMI (which combines the output of the
manufacturing and service sectors) fell to a 16-month
low in September, and, despite signalling economic
growth of around 0.4%, there remain some downside


http://www.dwd.de/EN/press/press_release/EN/2016/20160929_the_weather_in_germany_in_september_2016.pdf?__blob=publicationFile&v=2
http://www.dwd.de/EN/press/press_release/EN/2016/20160929_the_weather_in_germany_in_september_2016.pdf?__blob=publicationFile&v=2

=
Economic Research =

o II.

AY,

o .
N IHS Markit

risks for third quarter GDP. Destatis publishes

preliminary third quarter results on November 15" Oliver Kolodseike
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German GDP and the PMI

GDP q/q % change PMI Composite Output, s.adj. 50 = no change Ema” 0|iver'ko|odseike@ihsmarkitlcom
3.0 700
65.0 Click here for more PMI and economic commentary.
20 . . .. . .
00 For further information, please visit www.ihsmarkit.com
1.0
550
0.0 500
-10 | 450
400
-2.0
m— GDP 350
-30
Markit Composite Output Index 300
-40 250

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

Outlook for Q4 looks bright

Although it is unlikely that third quarter GDP growth
has accelerated from the 0.4% pace of expansion seen
in the second quarter, survey data for October point to
an encouraging start to the fourth quarter: the PMI
recovered from September's low and reached its
second-highest level in 2016 so far, while the Ifo
Business Climate Index climbed to a two-and-a-half
year high. The survey data are generally less volatile
than official data and highlight that the eurozone’s
largest member state remains in good shape. Both IHS
Markit and the German government expect GDP
growth of 1.8% for 2016, which would be the strongest
in five years.

PMI and Ifo point to solid start to Q4
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Flash PMI data for November are released on
November 23" and will provide important information
on economic trends in Germany.
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