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The last few weeks have seen a considerable increase in talk about a potential U.S. recession, 
largely as a result of the inversion in the yield curve. As we have written in previous notes,  
we are generally not ready to forecast a U.S. recession, believing instead that headwinds in the 
manufacturing sector will be matched by improvements in personal consumption and housing  
as well as Fed easing.

There is, however, one economy where we have witnessed more concerning trends: Germany.  
In the current economic cycle, Germany has been an outperformer in Europe, both in macroeconomic 
and market terms. The country’s economic outperformance was largely attributable to the economic 
reforms that were carried out in the early 2000s, leading to a more competitive export sector better 
able to benefit from the global recovery. However, in recent months, the country’s export-focused 
nature has proven to be more of a curse than a blessing, given trade tensions and the resulting 
slowdown in global trade. 

There is also something more idiosyncratic which took place and hurt German industry considerably. 
Tighter emissions standards for motor vehicles were implemented in China in July. This led to a drop in 
Chinese car sales, as consumers waited for the new emissions rules to take hold before purchasing 
new vehicles. The trade war between China and the U.S. also dented consumer confidence in China, 
leading households to delay car purchases.

This had significant impacts on Germany. Roughly 25% of all cars sold in China in 2018 were German 
and China represents over a third of total car sales for German car manufacturers1. As a result, 
German car production fell the most since the 2008 global recession. German industrial production 
and manufacturing indicators are now in contraction territory, lagging other Eurozone countries 
such as France.
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Mackenzie Investments (Verband der Automobilindustrie data via Bloomberg)
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WE NEED TO TALK ABOUT GERMANY

1  Source: ING.
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Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. Mutual 
funds are not guaranteed, their values change frequently and past performance may not be repeated.

The content of this document (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) is not to be used or construed as 
investment advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, recommendation or sponsorship of any entity or security cited. Although we 
endeavour to ensure its accuracy and completeness, we assume no responsibility for any reliance upon it.

This document may contain forward-looking information which reflect our or third party current expectations or forecasts of future events. Forward-looking information 
is inherently subject to, among other things, risks, uncertainties and assumptions that could cause actual results to differ materially from those expressed herein. These 
risks, uncertainties and assumptions include, without limitation, general economic, political and market factors, interest and foreign exchange rates, the volatility of equity 
and capital markets, business competition, technological change, changes in government regulations, changes in tax laws, unexpected judicial or regulatory proceedings 
and catastrophic events. Please consider these and other factors carefully and not place undue reliance on forward-looking information. The forward-looking information 
contained herein is current only as of July 25, 2019. There should be no expectation that such information will in all circumstances be updated, supplemented or revised 
whether as a result of new information, changing circumstances, future events or otherwise. 10
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How will policy makers react and what are the investment implications? While we expect these negative trends to bottom out gradually in the 
coming months, we also think stimulus will be applied in Europe, both on the monetary and fiscal fronts. On the fiscal side, Finance Minister  
Olaf Scholz announced a stimulus package of EUR 50 billion (1.3% of GDP). However, we believe the most significant changes will come from the 
European Central Bank (ECB), which will have to get creative to respond to the weaker growth trends. On top of this German problem, the ECB is 
grappling with persistently low expected and realized inflation in the currency union. In our view, this means that the central bank will consider  
one or many of the following policy measures: 1) cutting rates to an even more negative level, with a “tiering” system for deposits to limit the 
negative impacts on banks; 2) restarting Quantitative Easing (QE) by purchasing more government bonds; 3) purchasing packages of loans from 
banks; or, more drastically, 4) purchasing equities. 

We think these stimulus measures will be negative for the euro and positive for European equities. We are positioning ourselves for these measures 
by remaining underweight the euro against the U.S. and Canadian dollars and by owning European equities.


