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German economy avoids recession, but growth expected to remain subdued

B GDPrises 0.1% in Q3 after 0.1% fall in Q2

® Household consumption and strong exports
key drivers for GDP growth, while industry in
technical recession

® PMI data suggest that economic growth likely to
remain subdued in Q4

The German economy expanded in the third quarter of
2014, thereby marginally avoiding a recession.
However, the goods-producing sector contracted for a
second quarter in a row and survey data suggest that
growth is likely to remain sluggish in the fourth quarter.

Economy grows slightly in third quarter,
but worries persist

Gross domestic product rose 0.1% in the three months
to September, following a 0.1% contraction in the
second quarter (previously reported as -0.2%). The
statistics body Destatis attributed the rise in GDP to
increased household consumption and a positive trade
balance. However, gross fixed capital formation
declined, with a marked fall in investment on
machinery and equipment. Construction also fell
further. Meanwhile, data for the first quarter were
revised slightly higher, up from 0.7% to 0.8%.

Earlier in the week, industrial output data showed that
Germany’s goods-producing sector fell into a technical
recession, with production down 0.3% in the three
months to September, following a 1.1% decline in the
second quarter.

While the German economy avoided a mild recession
despite cutting back spending and investments in
infrastructure, the question is whether or not the
eurozone’s largest member state will be able to sustain
growth in the absence of additional capital expenditure.

Trade is another worry. Exports made a good
contribution to growth in the third quarter, but if
economic growth continues to remain subdued in
Germany’s main export destinations, and notably many
eurozone neighbours, this source of growth is likely to

wane. While the UK and the US have performed
strongly in recent quarters, France (Germany’s main
export partner), China, Austria and Italy are not
performing as well as German exporters would hope.
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German GDP growth and the PMI
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Mixed signals for fourth quarter, but
current data point to further growth

Geopolitical tensions also remain a key risk to
sustainable growth in the fourth quarter and survey
data suggest that economic growth slowed in October,
with the Composite PMI Output Index in fact the
second-weakest in one year. While it is encouraging
that the PMI remains firmly above the 50.0 no-change
mark, the big worry is the weak inflow of new business.
New order growth slowed to a 15-month low despite a
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reduction in selling prices, suggesting that output
growth might ease even further in the fourth quarter.

November's flash PMI data, released on 20 November
should provide further important insights into the
performance on Germany’s economy in the fourth
quarter.
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