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German industrial production still not
bottoming out
A sharp drop in industrial production in September indicates that a full
recovery is not yet underway. And political developments over the last
24 hours have further darkened the already bleak short-term outlook
for the German economy

German industrial production fell by 2.5% month-on-month in September from +2.6% MoM in
August. On the year, industrial production is down by almost 5%. The drop was driven by all
sectors. Activity in the construction sector fell by more than 1% MoM, after the first tentative signs
of bottoming out over the summer months.

At the same time, German exports dropped by 1.7% MoM in September, from +1.5% MoM in
August. With imports surging by 2.1% MoM, Germany’s trade surplus narrowed to €17bn from
€22.7bn in August.

The zigzagging of German industrial data suggests that German industry has not yet entered a
period of full bottoming out. In fact, industrial production in the third quarter was still some 2%
down compared with the second quarter. 
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We now expect a winter recession in Germany
German industry has been the best example of the entire economy’s problems over the last few
years: stuck between cyclical and structural headwinds and coming to terms with the fact that the
traditional macro business model of cheap energy and easily accessible large export markets is no
longer working. This is why four-and-a-half years after the start of the pandemic, German
industrial production is still more than 10% below its pre-pandemic level. 

Inventories have remained at elevated levels for an unprecedented long time. Still, the stabilising
of industrial orders in recent months keeps the hope of at least a weak cyclical rebound in industry
alive. At the same time, however, capacity utilisation in manufacturing is at its lowest level since
2020. It's only in food and apparel production where capacity utilisation is currently at historical
averages. This is not exactly a flattering picture for an industrial powerhouse.

Looking ahead, the last 24 hours have darkened both the short and long-term outlook for the
German economy. A second term in office for Donald Trump in the US with the expected new
trade tensions will hit the German economy, which has 10% of its exports going into the US. It
doesn’t require a lot of imagination to see US tariffs on European cars sending the German
automotive industry into deeper problems.

Uncertainty about US support for Ukraine will not only weigh on investment and consumption
prospects but is also an important political topic in Germany. This brings us to last night’s news of a
collapse of the German government and possibly new elections in March next year. In the shorter
run, this collapse is likely to weigh on sentiment and is likely to hold back investments and
consumption. On a more positive note, a new government could, and emphasis is on could not will,
finally end the current economic policy paralysis in Germany and provide the country with the
long-awaited economic policy certainty and guidance on how to restore growth and
competitiveness. The policy prescriptions of deregulation, lower taxes, reducing red tape and
investments in infrastructure, digitalisation and education are all very well known. Implementing
them without – at least temporarily – deviating from the fiscal debt brake currently looks like an
almost impossible challenge.

As a result of these last 24 hours, a technical recession in Germany over the winter has become
our base case. Looking beyond the winter, the German growth outlook will heavily depend on the
ability of a new government to strengthen the domestic economy amid a potential trade war and
even stronger industrial policies in the US.
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