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Industrial sector falls into technical recession, but underlying trend improves

® [ndustrial production rises 1.4% in September,
but down 0.3% in third quarter

® Factory orders up 0.8%

B Marginal GDP growth in third quarter likely

German industrial production returned to growth in
September, buoyed by rising factory orders and a
rebound in exports. The September numbers allay
some of the worries about the health of the German
economy that had been induced by the weakness of
the official data earlier in the summer.

Importantly, although the weakness of the industrial
sector means it is likely to act as a major drag on third
quarter GDP, the economy looks set to skirt recession
with GDP rising 0.2%, reversing the 0.2% decline seen
in the second quarter. However, a further easing in
private sector growth in October signalled by the PMI
surveys suggests a renewed downturn in the fourth
quarter should not be ruled out.

Production returns to growth

Industrial production rose 1.4% in September,
according to the Federal Statistical Office (Destatis).
Economists polled by Reuters had expected a stronger,
2.0%, increase. The rise in industrial production follows
a revised 3.1% decline in July (previously reported as -
4.0%). However, even with September’s rebound,
industrial production will act as a drag on third quarter
GDP, with output down 0.3%. Some comfort can
nevertheless be gleaned from the fact that this
represents an easing compared to the 1.1% drop seen
in the second quarter.

Destatis reported that capital goods manufacturers
saw the steepest increase in September, with
production up some 4.5%. Intermediate goods output
meanwhile fell 0.2% and the production of consumer
goods decreased 1.4%. Energy production was up by
2.4% on the month, but construction was down 1.2%.

With the exclusion of construction and energy,
manufacturing output was up 1.7%, following a 3.4%
decline in August.
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Manufacturing production and the PMI
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Factory orders up slightly in September

The production data followed official data released on
Thursday which had shown factory orders rising 0.8%
in September, having fallen a substantial 4.2% (revised
up from an initial 5.7% fall) in August. Domestic orders
fell 2.8%, while new export work rose 3.7%. Factory
orders rose 0.1% in the third quarter, following a 0.2%
contraction in Q2. PMI data had signalled sluggish new
order growth in recent months and suggest that order
intakes may fail to show any meaningful increase at
the start of the fourth quarter.

Factory orders and the PMI

Factory Orders y/y % change
400

PMI, s.adj. 50 = no change

750
300

200 | 5.0
1007\/}\/\/\’\ /\ 55.0
o R [ \V_WA»/"‘\M
-10.0

200 \ Factory Orders

Manufacturing PMI New Orders Index
300 250

-400 150
2007 2008 2009 2010 2011 2012 2013 2014

Sources: Statistisches Bundesamt, Markit

A separate data release showed exports rebounding in
September. A stronger than expected 5.5% rise in
goods exports in the latest month effectively reversed
a 5.8% decline seen in August, so that the third quarter
as a whole saw exports rising.

compiled by markit


http://www.markit.com/Commentary/Get/07102014-Economics-Recession-worries-mount-as-German-manufacturing-falls-at-sharpest-rate-since-financial-crisis
http://www.markit.com/Commentary/Get/07102014-Economics-Recession-worries-mount-as-German-manufacturing-falls-at-sharpest-rate-since-financial-crisis

Markit Economic Research

markit

Manufacturing sector continues to
struggle

While the industry data in particular have been difficult
to read over the summer as the removal of seasonality
has proven especially difficult due to the shifting nature
of the regional school holidays, there can be little doubt
that Germany’s mighty industrial sector (which
accounts for more than 20% of the economy) has lost
considerable momentum since the start of the year.

After slipping slightly into contraction territory in
September, the Manufacturing PMI recovered in
October. However, a closer look at the data highlights
the fragility of Germany’s goods-producing sector, as
new orders fell for a second successive month,
suggesting that production growth is likely to remain
sluggish in the near-term. Furthermore, companies
were reported to have often increased their production
levels merely to build stock, and not in response to
higher current demand.

Marginal growth for third quarter likely

Both the release of the orders and industrial production
data for September confirmed our thinking that industry
will act as a drag on third quarter GDP, and any
economic growth will be determined by the
performance of the service sector. Although the
business surveys have suggested the services
economy continued to expand over the quarter, some
weakness in September’s retail sales numbers places
some doubt on underlying performance.

While our nowcasting model for Germany is currently
predicting an expansion in the region of 0.2%-0.3%,
the official data flow for Q3 suggests that GDP growth
at the bottom of this range is probably the best we can
hope for and, in line with recent Bundesbank thinking.
We therefore look for only a marginal expansion of the
German economy when the official data are released
next week and currently expect this weakness to
persist into the fourth quarter.
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Click here for more PMI and economic commentary.
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