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Core Views

Consensus estimates on German real GDP growth have converged with our own 1.9%
forecast for 2014, but we are now some way below consensus for 2015, forecasting
growth of just 1.5% (compared to Bloomberg consensus of 2.0%). We estimate the
Germany'’s current account surplus to have peaked in 2013, due to weakening demand
in key export markets and eroding export competitiveness. However, narrowing of the
surplus over the next five years will be limited by tight fiscal policy, which will in turn
hamper the regional economic recovery.

German energy policy will continue to drive significant structural economic imbalances.
While attempts to shield industry from the cost of transition towards renewable energy
resources will curtail consumption, German industrial competitiveness will eventually
suffer from higher energy costs. Major Forecast Changes We have made no major
changes to our forecasts this quarter.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Modest Ukraine Response To Weaken International Profile
Germany's muted reaction to the Ukraine crisis undermines the government's more
assertive foreign policy stance. Reluctance to
pursue a tougher line against Russia will be seen as a sign of Germany's weak
geopolitical position by the US, Russia, and other EU
peers.
Table: Political Overview
Long-Term Political Outlook
Difficult Decisions Ahead
Although it is one of the most stable countries in the world, Germany must make some
difficult political choices over the next 10 years.
Some of these, such as how to deal with a rapidly ageing population, can be addressed
without threatening political stability, while
others, such as re-defining Germany's role in Europe, could prove more destabilising.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis

BMI Economic Risk Ratings

Economic Activity

Growth To Disappoint In 2015

German real GDP growth will disappoint in 2015, due to external demand weakness
and structural/policy obstacles to more robust

domestic demand. Growth will still be increasingly driven by domestic consumption and
investment at the expense of net exports, but

we are now some way below consensus estimates on real GDP for next year - at 1.5%
compared with the Bloomberg consensus of
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2.0%.
Table: Economic Activity
Balance Of Payments
Current Account Surplus To Remain Too Large
Germany's current account surplus is close to peaking. With export growth set to tail off
in H214, and steadily rising import demand, we
project the surplus to narrow to 7.1% and 6.7% of GDP in 2014 and 2015 respectively.
Table: CURRENT ACCOUNT
Fiscal Policy
Energy Policy Exacerbates Structural Imbalances
The transition towards renewable resources will continue to exert a sizeable economic
cost on Germany despite recent energy reforms.
Attempts to shield industry from these costs will delay the process of economic
rebalancing towards a more consumption-based growth
model, although German industrial competitiveness will ultimately suffer from higher
energy costs.
Table: Fiscal Policy
Regional Exchange Rate Forecast
EUR Rally Will Hit The Buffers
Table: Eurozone Currency Forecast
Banking Sector
Bank Deleveraging To Ease
German bank deleveraging will ease in 2014 and 2015, as lending recovers in line with
improving domestic demand. However, privatesector
commercial banks will still struggle to compete with savings banks and credit
cooperatives, as the government maintains a
preference for smaller banks, to the detriment to the sector's long-term growth potential.

CHAPTER 3: 10-YEAR FORECAST

The German Economy To 2023
Economy Losing Its Shine
Germany's economic prowess is set to fade over the next decade, as productivity gains
are harder to come by and an aging population
translates into slower real GDP growth. Nevertheless, the overall picture will remain one
of relative economic stability, as increased
domestic consumption replaces exports as a key driver of economic activity.
Table: Long-Term Macroeconomic Forecasts
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CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis
BMI Business Environment Risk Ratings
Business Environment Outlook
Institutions
Table: BMI BUSINESS AND OPERATION RISK RATINGS
Table: BMI LEGAL FRAMEWORK RATING
Infrastructure
Market Outlook
Table: LABOUR FORCE QUALITY
Table: TRADE AND INVESTMENT RATINGS
Operational Risk
Table: Top Export Destinations, 2004-2011........couuuuriiiiiiiaeeee e e e e e e

CHAPTER 5: KEY SECTORS

Defence
Table: Defence Expenditure, 2010-2018
Water
Table: Water Consumption, 2011-2018
Table: Water Extraction, 2011-2018
Other Key Sectors
Table: Oil and Gas Sector Key Indicators
Table: Infrastructure Sector Key Indicators
Table: Autos Sector Key Indicators
Table: Food and Drink Sector Key Indicators
Table: Telecoms Sector Key Indicators
Table: Freight Key Indicat ors

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Growth Increasingly Polarised

Table: Global Assumptions

Table: Developed States , Rea | GDP Growt H, %

Table: BMI VERSUS BLOO MBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %
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Table: Emerging Markets , Rea | GDP Growth , %
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