
26

20092008200720062005200420032002

8

6

4

2

0

-2

Real GDP growth, as %

Sources: Statistisches Bundesamt Deutschland, SG Forecasts

GROWTH BOOSTED BY A CARRY-OVER EFFECT IN 2008
REVERSE SIDE OF COIN EXPECTED IN 2009
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FOREIGN TRADE LOSES MOMENTUM
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SLOWDOWN IN INVESTMENTS
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BASIS EFFECTS WILL REDUCE INFLATION IN 2009
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GERMANY FACES A SERIOUS SLOWDOWN

While growth will remain sustained in 2008, at +2.1 %, such a respectable 
performance can be attributed solely to an exceptional first quarter. The rest of 
the year will be much less favourable. Households will be unable to offset the 
decline in investments and exports. In 2009, growth will stabilise at low levels 
(+1.2%), with growth drivers (Investments and Exports) flagging and consumption 
remaining mediocre. 

GDP expected to drop in Q2 
In the wake of an exceptional Q1 (+1.5% QoQ), though driven in large part by inventories 
and construction, growth is expected to undergo a correction in Q2 2008, with a slight dip 
in GDP of 0.1% QoQ. On the one hand, the contribution of inventories to growth (+0.7 
percentage points in Q1) will be negative (-0.3 points) and, on the other one, investments 
in construction will shrink considerably, as demonstrated by the fact that production in this 
sector fell by 13.1% in March and 2.9% in April, i.e. carry-over growth of -10.8% for the 
second quarter. Against this backdrop, a sharp decline (3% QoQ) is the most likely 
outcome, meaning the correction will knock 0.6 pp. off GDP growth rate. 

Towards a major slowdown in growth for H2 2008 
The economy deteriorated significantly in Q2, which should lead to long-term stagnancy 
in growth. Indexes are on a downtrend: despite a small rebound in May, the IFO is still 
flirting with its lowest levels since 2006 ; the PMI Manufacturing and Services indexes 
remain above 50 (52.6 and 52.1, respectively) in June, but are especially volatile. Yet, as 
regards the manufacturing industry (both in terms of industrial production and orders in 
real terms), the indexes took a real dive in April (-0.7 and -1.8%, respectively). 
The loss of momentum in the couple “exports and investments in capital goods” will 
intensify in the second half. However, thanks to a significant carry-over effect, 
investments as well as exports will not slow down significantly on yearly average in 2008. 
2009 will once again be harsher in this regard. Productive investments set to rise by a 
yearly average of 7.7% in 2008 (+8.6% in 2007) before breaking hard in 2009 (+1.7% 
only). Similarly, exports will remain dynamic in 2008 (+5.8%) before losing steam in 2009 
(+2.7% in 2009). However, the factors behind the slowdown will already be in place in H2 
2008: namely, weaker demand from emerging countries and a clear slowdown in the euro 
zone, Germany’s top market, thus reducing pressure on production capacities. 
Once again, households will not be in a position to take up the slack in the growth driver 
that is German industry. They have too much stacked against them. First of all, there is 
inflation, driven by skyrocketing energy and food prices, which will come close to 4% in 
Q3 2008 before dropping back to a yearly average of 2.2% in 2009. Secondly, the labour 
market will deteriorate with the economic slowdown. Employment will not regain the 
momentum it achieved in 2007 (+1.7% versus +1.3% in 2008 and +0.3% in 2009). Finally, 
consumers are showing no signs they intend to part with their savings, despite the fact 
that the saving rate is at the highest point it has reached for over 10 years (11.1% of 
disposable income in 2008; 10.5% in 2009). It would take a slight pick-up in wages to 
shore up employee purchasing power. In the end, household consumption will stagnate in 
2008 (+0.1% average for the year) before rising modestly next year (+0.8%). 
In conclusion, growth will remain solid in 2008, thanks mainly to a sizeable carry-over 
effect from an atypical first quarter on the back of a mild winter that boosted construction. 
GDP is expected to climb 2.1% (+2.6% in 2007). Still, this positive performance must not 
overshadow the less favourable reality: a decline in Q2 and sluggish growth thereafter. 
The slowdown will be steeper in 2009, in the neighbourhood of 0.4% growth per quarter 
for a yearly average of 1.2%. 
The main risks on these growth forecasts lean:  
- Downward: exports may turn out to be less dynamic than forecasted, which in turn 
would lead to a sharper slowdown in productive investments; GDP growth in the first 
quarter could be revised, hence reducing the growth carry-over effect; 
- Upward: household could consume more in 2009 than expected, if inflation falls 
more than expected. 
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% Change at annual rate 2006 2007 2008 (f) 2009(f) 2008 Q1 2008 Q2(f) 2008 Q3(f) 2008 Q4(f)

Private consumption 1.1 -0.5 0.1 0.8 1.3 -0.5 0.5 0.5
Public consumption 0.9 2.1 1.8 2.0 5.1 2.0 2.0 2.0
Expenditure on capital goods 9.0 8.6 7.7 1.7 17.0 0.0 3.0 3.0
Expenditure on construction 5.4 2.2 0.5 -1.2 19.2 -12.0 -3.9 0.1
Intangible investment 6.6 6.6 2.2 0.9 -12.6 0.0 1.5 1.5
Contrib. of inventories to GDP growth -0.1 0.1 0.3 -0.1 0.7 -0.4 0.0 0.0

Domestic demand (incl. inventories) 2.1 1.3 1.5 0.9 8.3 -2.9 0.6 1.0
Exports of goods and services 12.9 8.0 5.8 2.7 10.1 3.0 2.0 2.0
Imports of goods and services 11.5 5.0 5.3 2.4 14.7 0.0 3.0 3.0

External  trade contribution 1.1 1.7 0.7 0.3 -1.0 1.5 -0.3 -0.3
Gross Domestic Product (GDP) 3.1 2.6 2.1 1.2 6.3 -0.7 0.3 0.7

% change year-on-year 3.9 1.7 1.6 1.7 2.6 2.3 1.7 1.6

Consumer prices (CPI) 1.6 2.4 3.3 2.2
% change year-on-year, end of period 1.4 3.1 2.8 2.0

Labour productivité 2.4 0.9 0.7 0.9
Unit wage costs -1.1 0.2 0.6 0.3

Employment 0.6 1.7 1.3 0.3
Unemployment rate 10.7 9.0 7.9 7.6
Unemployment rate (ILO) 9.8 8.4 6.7 6.2
Real Disposable income 0.9 0.0 0.3 0.3
Growth saving rate 10.6 11.0 11.1 10.6

GERMANY




