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Powerful upswing following historic recession

The German economy is working its way
out of the crisis with remarkable speed
and vigour. Manufacturing exports are
the driver, which continue to benefit from
favourable global economic conditions.
Domestic demand has been boosted in
turn, in many cases more than making up
for the effect of expiring economic stimu-

lus programmes. Capital expenditure has
picked up, and consumer spending is
contributing to growth too thanks to unex-
pectedly low post-crisis unemployment.
This macroeconomic environment has al-
lowed the German economy to grow si-
gnificantly faster than the rest of Europe.
Even in the unlikely event of a stagnation
setting in the second half of 2010, GDP
growth would still end up 2.8% higher
year-on-year. On the basis of current
economic data the BDI believes growth
will come in at around 3.5%.

Though the global economy is showing
signs of slowing, this type of scenario
would have been scarcely imaginable

just one year ago. This same applies re-
garding the risks jeopardising the recove-
ry. Overheating tendencies in certain
emerging markets, low growth in the US,
financing problems and exploding bud-
gets are definitely a hindrance to econo-
mic expansion, but these are known fac-
tors now seen as manageable. The most
likely scenario is thus for a slower reco-
very as opposed to a renewed drifting
into recession.
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World EconomyWorld Economy

Expansion continues at a slower pace

In early autumn of 2010 the trend remained in place that the
global economy had gradually entered in mid-year. The world-
wide economic recovery continues, though the pace of expan-
sion has slackened somewhat. This partly reflects the expiring
of economic stimulus programmes that had been implemented
around the world. Crisis-related setbacks have not yet been
erased, but the state of and outlook for the global economy are
more favourable now than expected just one year ago. The
emerging markets of Asia and Latin America continue to drive
the global economic recovery. Germany is playing a role in
boosting global demand as well by way of higher imports.

The outlook for the US is still unclear. The world’s largest eco-
nomy continues to recover, but it is having trouble sustaining
the growth rates recorded at the start of the year. Fiscal stimuli
are being discontinued, inventory cycles are mostly at their end
and consumer spending is restrained by high unemployment
and low real estate values. Imports have recently been rising
faster than exports. The outlook appears to be for a slow econo-
mic recovery that at least will not likely revert to recession. And
the innovative spirit and flexibility of the world’s largest economy
should not be underestimated.

Even Japan has been unable to keep up the output level seen
in the first half of 2010. GDP stagnated in Q2 2010 at 0.1%
quarter-on-quarter growth. This was due to stimulus program-
mes running out and greater pressure to save, as well as sta-
gnating private consumption, a situation not likely to change
given continuing price declines (July 2010: down 0.9% month-
on-month). The soaring yen is making Japanese products more
expensive on foreign markets and imports cheaper. The trade
balance thus failed to provide any stimulus, and there is little
leeway left for monetary policy measures after the recent inte-
rest rate cut.

In the eurozone, the strong German economy stands alone.
The IMF has just hiked its growth forecast for Germany this
year by 1.9% to 3.3%. France and Italy on the other hand may
very well stagnate in the last two quarters, coming down from a
moderate recovery in the first half. While Greece remains dee-
ply mired in recession (EU forecast for 2010: -3%), Ireland’s
banking sector remains dependent on the country’s government
to prop it up. The budgetary situation in some member states
could put a major burden on growth. The eurozone economies
are drifting further and further apart, a situation that will likely
heighten political tensions. Germany’s accelerating domestic
economy is having a large stabilising effect though. Private con-
sumption and capital investment have emerged as drivers of the
economy alongside exports, while consumer and capital goods
are in demand abroad as well. Imports from EU countries incre-
ased 17% between January and August 2010 versus the same
period last year. During the same period exports increased only
14.3%.

 



BDI Economic Report Issue 04 | 21 October 2010 03

German EconomyGerman Economy

Consumption surprisingly strong, exports
still rising

After an impressive Q2 2010, economic output will likely turn
out significantly better than expected for the full year. Between
April and June 2010 GDP grew 2.2% quarter-on-quarter (+4.1
for the quarter year-on-year). GDP-driving expenditures were
up across the board quarter-on-quarter. Gross capital expendi-
ture increased the most (+4.7% quarter-on-quarter). Slowing
government spending (+0.4%, Q1 2010: +2.0%) reflected the
expiration of economic stimulus programmes in Germany. The
trade balance helped accelerate growth, with exports (+8.2%) ri-
sing faster than imports (+7.0%). Private consumption rose for
the first time in three quarters (+0.6%).

Manufacturing exports, the heart of the German economy, con-
tinued benefiting from an improving global economy. The global
diversification of German exports proved a competitive advanta-
ge, as Germany profited particularly from trade with emerging
market countries in the first half of 2010. Exports to Brazil
(+61.3%), China (+55.5%) and Turkey (+38.8%) increased the
most. The relatively low percentage of business from these
countries is steadily growing. The eurozone remains the biggest
sales market, accounting for 43% of exports. As a result, the
considerable 10.9% rise in exports to the eurozone noticeably
impacted the trade balance.

Consumer spending is now also reflecting the overall strength
of the German economy. In September 2010 the GfK consumer
climate index registered a three-year high. The index tracks pri-
vate households’ spending willingness and expectations regar-
ding the economy and income. Consumption is being fuelled by
a favourable economic outlook through the end of the year and
a drumbeat of good employment news. With employment lar-
gely intact after the crisis thanks to the practice of furloughing,
foresighted business planning and reasonable collective bargai-
ning, now jobs are actually being created on a sustained basis.
Temporary employment is also increasing. In September 2010

nearly three million people were without work, 157,000 less
than in the previous month, and 315,000 fewer than in Septem-
ber 2009. The unemployment rate fell to 7.2%. The Federal Em-
ployment Agency's employment index, which tracks the sea-
son-adjusted change in labour demand, has now returned to
pre-crisis levels. Thus the labour market problem at hand is not
rising unemployment, but rather a shortage of skilled workers.

Increasing capital investment by businesses is also contributing
to higher domestic spending. In Q2 2010 gross capital expendi-
ture rose 4.7%, which includes a 5.2% gain in construction
spending, slightly outstripping capital equipment spending
(+4.4%). The rise in capital equipment spending in large part re-
flected necessary replacement investments. Postponed invest-
ments are now increasingly being pursued, allowing businesses
to expand capacity. A lot more is being invested in motor vehic-
les and machinery in particular. Construction spending conti-
nues to be driven by weather-related production backlog. Du-
ring the hard winter months construction activity effectively
came to a standstill. Building construction accounts for the ma-
jority of investment, especially housing. Commercial construc-
tion, which has been surprisingly vigorous, has had much to do
with replacement and maintenance activity. Below-ground con-
struction has declined however. Public construction projects
have been cut back in particular in view of local government
budgets.

Public-sector consumption is slowing as a result of the progres-
sive expiration of economic stimulus programmes. No one
knows for sure when unspent funds will yet be expended, thus
there may be a pro-cyclical effect when an upturn is underway.
Currently there are many indications that the other spending
elements of GDP are providing stimulus and stability.
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Incoming Orders/Industrial ProductionIncoming Orders/Industrial Production

Incoming orders: Up sharply in the
eurozone

Incoming orders kept rising throughout the summer. Despite
some fluctuation, the upward trend remains in place, with new
orders increasing 3.4% for manufacturers in August after a
slight decline in July 2010 (-1.6%). Spikes principally reflect
large orders. The sharp rise in orders in August stemmed from
strong demand for aircraft, ships and rail vehicles. Even in a
two-months comparison, this metric was up a considerable
+2.0% for July/August 2010 versus the previous period. In a
two-months comparison foreign orders were up most (+3.5%),
driven by the eurozone (+7.4%, non-eurozone: +0.7%). Dome-
stic demand on the other hand stag-nated.

Orders for intermediate goods slowed somewhat in August
2010. While still up by 0.3%, orders were no longer strong like
in July (+3%). In a two-months comparison, however, the incre-
ase was still considerable (+3.2%). The eurozone (+7.2%) was
the chief impetus behind rising foreign orders (+6.4%). In a
two-months comparison, orders from non-eurozone countries
rose (+5.8%), but have recently lost momentum (August
2010: +0.6%). Domestic demand was only up 0.4% on a two-
months basis following a weak August (-2.3%).

The cyclicality of demand has now affected capital goods manu-
facturers as well. The decline versus July 2010 (-4.8%) was fol-
lowed by a surge in demand in August (+6.7 %), which is clearly
reflected in a two-months comparison (+1.5%). Eurozone orders
jumped, up 22.6% in August alone, for a 9.0% gain in a two-
months comparison. Foreign demand increased 2.6% overall
for the period (non-eurozone: -1.2%). In August orders for Ger-
man capital goods manufacturers rose across all markets rela-
tive to July 2010. The increase in domestic demand (+2.0%)
completely made up for the previous month’s decline, but left a
slight decline on a two-months basis (July/August 2010: -0.2%).

On a season-adjusted basis consumer goods manufacturers
saw orders decline, due in part to prices (August 2010: -3.9% in
July/August 2010: -2.0%). In a two-months comparison non-eu-
rozone demand fell (-4.7%), while domestic demand remained
relatively stable (-0.8%).

Production: Manufacturing sector working
its way out of the crisis

Manufacturing production is increasingly following the nearly
straight-line rise in incoming orders, a trend that continued in
August 2010 (+1.7%). A two-months view of July/August 2010
shows a steady increase (+0.7%). Industrial production was be-
hind this development, which increased 1.8% in August on a
working day and season-adjusted basis, and 0.8% over the
two-months period. In the month under review capital goods
manufacturers led the way in terms of output (+2.6%; two-
months comparison: +0.3%). Producers of intermediate goods
also increased production (+1.6 %/+1.1%), and to a lesser ex-
tent consumer goods manufacturers as well (+0.6 %/+1.0%).
Full pipelines mean production will likely remain stable, thus ca-
pacity will probably keep expanding.

The construction industry is emerging more slowly from the cri-
sis. Production fell 0.4% in August 2010, but was still up on a
two-months basis (+0.4%). Energy producers’ output increased
1.2% during the month under review, but was 0.1% lower over a
two-month period versus May/June 2010.

Rising orders and production indicate that German manufactu-
ring has already come a long way on the road out of crisis. Pre-
crisis levels thus no longer appear as far away as they were at
the start of the year. However, momentum is likely to slow given
the anticipated softening of the economy, a view supported by
recently lowered business expectations on the part of manufac-
turers surveyed by the ifo Institute. The business climate was
considered favourable in the survey, however, pointing to a con-
tinuation of the recovery.
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OutlookOutlook

Situation and outlook still positive despite
risks

In January 2010 the BDI optimistically estimated growth could
reach 2% for the year, but things have turned out much better
than expected. Coming after an unexpected surge during the
second quarter of 2010 and an upward revision of last year’s
GDP (-4.7%), economic output will likely be up substantially for
the full year. Even in the very improbable event of stagnation in
the third and fourth quarters of 2010, the statistical overhang
would still ensure 2.8% GDP growth in 2010. In light of the con-
tinuing rise between July and September, 2010 growth is pro-
jected to come in at 3.5%.

The current situation is thus far better than seemed possible
given the circumstances one year ago. The macroeconomic en-
vironment has improved so much as to allow for an improved
economic outlook. The crisis and its consequences have not yet
been fully overcome, however. Incoming orders, production and
capacity utilisation are not yet back at pre-crisis levels. Interme-
diate goods manufacturers are faring much better than late-cy-
clical producers, which will take longer to put the crisis behind
them. The most likely scenario appears to be a continuation of
the recovery at a slower pace, in view of economic opportunities
and risks seen at this time.

There remains a portfolio of risks to be considered. It would be
trouble if high-deficit countries fail to reduce expenditures, and
countries mired in debt fail to return to sustainable growth.
Overheating emerging market economies and continuing eco-
nomic weakness in the United States could also deprive the glo-
bal economy of momentum.

Still, the risks do appear to have become more manageable.
Thus far there have been no setbacks to the stabilisation of the
financial sector, and progress is being made on measures for
tightening financial market regulation. Governments and mar-
kets are aware of the potential for negative developments, ma-
king a “double dip” fairly unlikely for that reason alone. Germa-
ny’s pickup in capital expenditure and private consumption can
be seen as an expression of greater confidence. The availability
of financing is still an issue, but a credit crunch has been aver-
ted. Indicators are now pointing to a further easing of the credit
situation. Additionally, the change in M3 money supply in the
eurozone shows that inflation risk is still low. The austerity mea-
sures implemented in many countries demonstrate how a diffe-
rent course is now being taken after the (quite successful) inter-
vention to stabilise aggregate demand.
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Policy AgendaPolicy Agenda

Making Germany an attractive country for
investment

In early autumn of 2010 we find the German economy in extre-
mely robust condition. Instead of surging unemployment, there
is a shortage of skilled labour. Capital investment and consump-
tion have picked up, and exports are again showing their tradi-
tional strength. The ongoing process of recovery comes as the
result of several good decisions. A preliminary qualitative as-
sessment indicates that the economic stimulus packages imple-
mented by the German government have worked. It proved
wise for companies to retain their core workforce, and workers
demonstrated an exemplary willingness to make concessions.

The economic outlook for the year ahead is furthermore quite
favourable. The global economy will soften somewhat, but the
domestic economy factors of private consumption and capital
investment will likely improve. But this is not something to be
taken for granted – we have to work for it. Further job creation is
necessary for consumer spending to thrive, which means that
unions must display a prudent restraint. Capital expenditure can
only be kept going by eliminating structural problems so as to
create the right conditions.

Demand for capital goods is stimulating the economy, but this
may only be for now. In a long-term comparison with other
EU-27 nations, Germany is in fact at the bottom of the list for
gross capital investment relative to GDP, factoring in both public
and private capital investment.

If the government wants to keep the present recovery going and
create more favourable conditions, it must make Germany the
land of not just industry, but also capital investment. This can be
achieved if more government spending is allocated to public-
sector investment. Despite pressures to consolidate, the capital
assets and infrastructure on which the German economy runs
may not be allowed to further degrade. Intergenerational equa-
lity is called for in this area as well, which government could fos-
ter by improving cooperation between public procurers and the
private sector. The right approach is to revive public/private
partnerships; re-municipalisation is the wrong approach. Capital
investment can after all be promoted by making Germany more
attractive for foreign investors. This could be done by elimina-
ting investment barriers and more effectively communicating the
attractiveness of Germany as a business location. Taken to-
gether these measures could effectively strengthen domestic
demand and ensure sustainable growth.


