Why it’s now too late for Germany to rescue the eurozone alone
http://www.telegraph.co.uk/

A German stimulus package may now be too late, and too small, to revive the euro area economy, according to a report by ratings agency Standard & Poor's. 
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A German stimulus package would likely be insufficient to lift the eurozone malaise. Photo: ALAMY 
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The eurozone is yet again in a nasty state. 

As it suffers from low growth and low inflation, the two combine to make a nasty cocktail. Without much of either, unemployment remains stuck at an eye wateringly high 11.5pc, and government debt burdens are likely to feel increasingly heavy. 

The European Central Bank (ECB) has announced a variety of acronyms - CBPP3, TLTROs, and an ABS purchase scheme - all stimulus measures designed to combat the euro area’s low inflation crisis. 

Yet so far, they’ve been insufficient to raise expectations of future inflation, implying that the firepower just isn’t strong enough. Economists are hoping that the ECB will deploy outright quantitative easing, and start buying up the sovereign bonds of eurozone governments. 

Without it, analysts have warned that both the eurozone as a whole, and even Germany - its former powerhouse economy - could now enter their third technical recession since 2008. Yet hopes of a monetary bazooka have so far been quashed by political concerns. 

Some corners are hoping for Germany to launch its own form of stimulus. But a new report from ratings agency Standard & Poor’s (S&P) suggests that such a move would be too little, too late, and “alone would have little effect on the rest of the eurozone”. 

“On the fiscal side … the margin for manoeuvre available to most eurozone members is still very limited”, the report states. “This is why the focus has unavoidably turned to Germany, the only large eurozone country with both a current surplus and a balanced budget”. 

According to S&P’s analysis, a stimulus package worth as much as 1pc of German GDP would provide just a 0.3pc boost to eurozone GDP, while creating 210,000 new jobs. 

The report states that the numbers: “put Germany's potential contribution to higher growth in the eurozone into perspective, with the conclusion being that a stimulus package in that country alone would have a modest effect on its neighbours”. 

The rating agency’s findings come with a note of caution. “They are only a partial representation of what could happen … in particular, the psychological effects of the German stimulus on the eurozone investment climate cannot be fully captured”. 

Instead, a "concerted investment plan encompassing a majority of countries within the eurozone would seem more likely to have a sustainable effect on growth and employment". 

Eurozone in crisis: Germany could enter third recession in six years

Key indicators of the German economy suggest that it could now enter a technical recession, as data show the euro area's factories are producing far less than analysts anticipated. 
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Analysts warn that the Germany economy may enter a third recession. Photo: Alamy


By Peter Spence, Economics Correspondent

11:32AM BST 14 Oct 2014

A fresh German recession cannot be ruled out. 

That is the verdict of Clemens Fuest, president of think tank Zew, which compiles a gauge of the country's economy. 

Germany could now see a second quarter of negative growth, falling into a technical recession, its third in six years. 

The comments come as the latest Zew survey dropped into negative territory for the first time in two years. 

The expectations reading fell from 6.9 to -3.6 in October, below the zero analysts had expected. 

“The Zew is a relatively small survey conducted among financial analysts, which we tend to take with a pinch of salt usually”, said Evelyn Herrmann, European economist at BNP Paribas. 

“However, the continuation and magnitude of the decline, which went beyond our expectations, is reason for concern”, Ms Herrmann added. 

The numbers come amid a global sell off in stock, which financial analyst Louise Cooper said "is being lead by the Dax", Germany's leading equities index. 

"Germany was the economic powerhouse of Europe, but it too is now being infected with malaise ... a wobbling German economy is deeply worrying for the whole of Europe", Ms Cooper added. 

If German GDP does fall in the third quarter, Mr Fuest does not expect a longer recession. Yet the data are not the best signal for the eurozone. 

Official industrial production data also worsened, new Eurostat figures revealed, dropping by 1.8pc in August on the previous month. The report suggested that the the eurozone picture is “grim, as risks of an outright recession increase”, said Claus Vistesen, of Pantheon Macroeconomics. 

The factory and Zew figures paint a gloomier picture of the euro area as a whole. These "add to the risk that the single currency may be entering its third recession" since the 2008 financial crisis began, said Jennifer McKeown, of Capital Economics. 

Analysts have taken to pleading with Germany policymakers to allow the European Central Bank (ECB) to do its job, and inject fresh stimulus into the euro area. 

“Just let the ECB do its job, please”, said Holger Schmieding, of Berenberg. Germany should allow the ECB “to augment its monetary stimulus in the face of ultra-low inflation and a cyclical downturn”, Mr Schmieding said. 

