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Euler Hermes study: Boom in German construction sector
but regulation of rents a risk to growth





Growth forecast for German construction sector: +3.5% in 2014; +5.3% in 2015
Bankruptcy forecast: -3% in 2014; -5% in 2015
Profit margins for construction companies expected to remain low at around 6% for 2014/2015,
mainly due to high material and energy costs
Risk of non-payment still high; 4,131 bankruptcies reported in construction sector, the second
highest rate in Germany

Hamburg - 26 AUGUST 2014 – The German construction sector is steadily improving. The industry
recorded the second highest number of bankruptcies in Germany over the last year, after wholesale and
retail trade, including maintenance and repair of motor vehicles, which saw around 4,800 bankruptcies.
However, the trend is on the decline and growth prospects are good. This is the conclusion of the latest
study by leading credit insurer Euler Hermes. The German construction sector is expected to grow by
3.5% in 2014 to reach total sales of € 285 billion, and by 5.3% in 2015.
‘Concrete gold’ instead of capital market: Germans see real estate as an attractive investment
“The construction sector in Germany is booming – bucking the general trend in Europe,” said Ludovic
Subran, chief economist at Euler Hermes. “This growth stems almost exclusively from the private housebuilding segment. Public investment meanwhile is lagging far behind. Besides the generally positive
economic trend, the reasons for the strong demand are record low interest rates, low equity financing
requirements, low unemployment, higher German purchasing power on the back of rising wages and
stronger immigration. These factors make property an attractive investment – Germans are showing a
preference for investment in ‘concrete gold’ over equities, which are seen as risky.”
Default risk still high despite improved payment morale and fewer insolvencies
Construction companies are still contending with rising material and energy prices, leading to relatively low
profit margins of around 6%. The days sales outstanding period (DSO) in the construction sector may be
decreasing, but in 2012 it was still 16 days above Germany‘s cross-sector average of 20 days.
“Payment morale in the construction industry is improving, but the risk of non-payment remains high,” said
Thomas Krings, chief risk officer at Euler Hermes Germany. “We are anticipating 3% fewer bankruptcies in
2014 and a further 5% reduction next year. But with over 4,000 cases, the absolute figure in the
construction sector is still the second highest in Germany. Nevertheless, the sector is gradually improving,
with the number of bankruptcies falling by 23% since the 2009 crisis. Only agriculture has reported a
stronger recovery, with a 24% drop in bankruptcies.”
Growth risks: housing bubble, rent control and low public investment
The biggest risks to future growth in the German construction industry are a housing bubble and the rent
regulation (“Mietpreisbremse”) debated by the German government. In France the latter led to a sharp
slump in the building industry: in Q2 2014 the number of new construction projects was down 19% vs.
Q2013. There was also a substantial fall in the number of building permits in France, down 13%.
“In major German cities like Berlin, Frankfurt, Hamburg and Munich, property prices have risen by more
than 6% in the last three years – disposable income on the other hand is up by only around 2%,” said
Krings. “We are not seeing a housing bubble at the moment, but this gap represents a risk to growth. The
rent regulation could also weaken the boom. Lower rents automatically reduce profits for investors,
thereby making property investment a less attractive proposition. It is precisely in the metropolitan areas,
however, that we need new private constructions, in order to prevent the housing crisis from worsening.
We have recently seen in France how this can impact negatively on growth as a whole.”

The full study on the German construction sector is available at:
http://www.eulerhermes.com/mediacenter/Lists/mediacenter-documents/Industry-Report-Construction-inGermany-Aug14.pdf
For a study on the French construction sector, click on:
http://www.eulerhermes.fr/etude-economique/Pages/publications-economiques.aspx
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables management.
Its proprietary intelligence network tracks and analyzes daily changes in corporate solvency among small,
medium and multinational companies active in markets representing 92% of global GDP. Headquartered
in Paris, the company is present in over 50 countries with 6,000+ employees. Euler Hermes is a subsidiary
of Allianz, listed on Euronext Paris (ELE.PA) and rated AA- by Standard & Poor’s and Dagong. The
company posted a consolidated turnover of €2.5 billion in 2013 and insured global business transactions
for €789 billion in exposure at the end of 2013. Further information: www.eulerhermes.com, LinkedIn or
Twitter @eulerhermes.
The 1,500 employees of Euler Hermes Germany are based at its headquarters in Hamburg and in other
offices. More information: www.eulerhermes.de
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