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Economic conditions
in Germany

Underlying trends
The cyclical recovery of the German economy
gained strength somewhat in the first quarter

Faster increase
in GDP...

of 2004. According to the flash estimate of
the Federal Statistical Office, real gross domestic product (GDP) increased by 0.4%
after seasonal and working-day adjustment.
Growth had been 0.2% and 0.3%, respectively, in the previous two quarters. At an annualised rate, the current pace of expansion
corresponds to a 134% rise in overall output.
This means that there is likely to have been
no further decline in average capacity utilisation for the first time in some while. Real GDP
in the first quarter was 0.7% up on the year
after working-day adjustment. The corresponding unadjusted figure shows a 1.5%
year-on-year increase. The fact that there
were more working days than in the same
period of 2003 played a part in this.
However, it would be rash simply to extrapolate from the growth rate of the first quarter.
Various leading indicators and the surveys of
the Ifo Institute and the Centre for European
Economic Research (ZEW) continue to signal
a rather subdued upturn in the next few
months. The fact that international crude oil
and commodity prices are very high might
also have a temporary retarding impact, especially as the euro area – which is important
for the economy – is only slowly gaining
momentum.
The cyclical upturn also remains narrowly
based. While domestic demand was very subdued at the start of the year, external trade
was generating strongly positive stimuli. Fol-
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The restraint in households’ consumption,

Economic growth in Germany

which had been noticeable for some while,

Adjusted for seasonal and working-day
variations, quarterly
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continued after the start of 2004. This is revealed, first, by the surveys of the consumer
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this was offset by additional burdens due to
the health reform and higher tobacco taxes.
Furthermore, the continuing difficult situation

lowing a temporary lull in the last three

on the labour market and the resulting job in-

months of 2003, exports picked up notice-

security are likely to have dampened the pro-

ably in the first quarter. At the same time, im-

pensity to spend. A further factor to be con-

ports were only slightly up on the quarter,

sidered is that the incomes in many new

when they had shown a rise not least as a re-

forms of employment, such as one-person

sult of sizeable imports of intermediate and IT

businesses or mini and midi-jobs, tend to be

goods. This led to a sharp increase in net ex-

low in line with their low level of labour prod-

ports. However, there was still quite little will-

uctivity and small number of working hours.

ingness to invest more in the domestic capital
stock. At least, there is unlikely to have been

Precisely because the interest rate level and

a seasonally adjusted increase in investment

price developments are very consumer-

in machinery and equipment in the first quar-

friendly at present and since there are cur-

ter of 2004. Activity in the construction sector

rently no major negative wealth effects stem-

is also likely to have weakened again some-

ming from the financial and real estate mar-

what following the anticipatory effects that

kets that might depress consumption, looking

occurred in connection with the cutback in

at the subdued income trend alone does not

assistance for housing construction.

provide an adequate explanation of the persistent weakness of consumption in Germany.
On the contrary, there are indications that the
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consumption and/or savings behaviour of

Sentiment in the industrial
sector and among households

households has changed.

Seasonally adjusted, monthly

A comparison of the saving ratios in periods
of cyclical weakness since the early 1980s
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shows that, in such comparable periods,
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Business climate in the
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there was no continuous increase like the one
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observed since 2000. At the same time,
econometric estimates of the consumption
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function show persistently high negative resi-
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dues.
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The current increase in the saving ratio might
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be due partly to the debate on the problems
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of the health and pension systems. This may
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have raised awareness of the necessity to
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make personal provision. In general, the
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accumulation of private assets for maintainCurrent situation 1

ing the standard of living in old age is to be
seen positively as a major contribution to coping with the demographic strains. Actually,
the marked uncertainty about the specific
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more than 212% in the first three months of

Households’ saving ratio in
periods of cyclical slowdown

the current year. This was due mainly to a
sharp seasonally adjusted increase in output
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although, in the case of tobacco goods, this
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ticular, expanded their production somewhat,

the tax on cigarettes and other tobacco products as of 1 March. By contrast, cutbacks in
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production were reported by the capital
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goods sector. Not least, completions of motor
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of 2004 was affected by marked fluctuations
iveness of Germany as a location for invest-

in the weather. Following cutbacks in January,

ment in this way is always a key task of eco-

it was possible to step up work again in Feb-

nomic policy.

ruary. However, construction output in the
first quarter as a whole was clearly down on
the final quarter of 2003. The figure was 3%
down on the year compared with -34% in the

Output and labour market

October to December period of last year. This
Industrial
output
stabilised ...

The situation in industry improved somewhat

shows that there was no continuation of the

in the first few months of the year. Seasonally

stabilisation that was becoming apparent in

adjusted output in the first quarter was up

2003. Business conditions remained difficult

slightly on the comparatively high figure for

in installation and building completion work,

the final quarter of 2003. After eliminating

too. In the fourth quarter of 2003 (more re-

1

working-day effects, the figure was 1 2% up

cent statistics are unavailable at present),

on the year.

hours worked and turnover were both still
noticeably down on the year, although the

Intermediate goods performed better than

minus figure has become smaller recently.

average with a clear seasonally adjusted increase in output. The year-on-year rise went

The first few months of this year brought no

up from 2% in the final quarter of 2003 to

improvement for the wholesale and retail

56

... but further
decline in
construction

DEUTSCHE
BUNDESBANK
Monthly Report
May 2004

Weak business
activity in the
wholesale and
retail trade as
well as in the
catering
industry

trade, with turnover – at constant prices –
being down on the end of last year. House-

Output in industry
and in construction

holds’ reluctance to buy was even quite obvi-
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ous in the wholesale trade. This was not offset by the more favourable development in
deliveries of commodities and primary materials as well as of machinery and equipment to
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there was a lessening of the ongoing decline
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price increases in connection with the intro-
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duction of euro cash. While hotel and accom-
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modation services even achieved initial increases in turnover, business in the restaurant
sector continued to be on a downward trend.
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The available indicators suggest an upturn for
other services sectors. According to the surveys
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of the German Industrial and Trade Association
(DIHK), this applies, not least, to the banks and
insurance companies. Many branches of the
commercial services provider sector likewise re-
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communications technologies (ICT) expect-

the start of 2004 and there has been a further

ations have probably not been entirely fulfilled.

decline in employment. According to Federal

Nevertheless, in the first few months of this

Statistical Office data, the seasonally adjusted

year the wholesale trade continued to report

number of persons in work had fallen to

double-digit year-on-year increases in sales of

38.16 million by February. This was around

office machinery and equipment.

35,000 fewer than at the end of 2003. This
means that the shedding of labour, which had

Unfavourable
development in
employment

The upward cyclical movement has not yet

nearly come to a standstill in the last few

been reflected on the labour market. Instead,

months of 2003, has accelerated again. The

unemployment has been going up again since

fact that the year-on-year decline of around
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employees. A perceptible decline is to be

Labour market

assumed in this context, with construction
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and industry being especially heavily affected.
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The seasonally adjusted unemployment rate,
as calculated by the Federal Employment
Agency, was 10.5% in April compared with
10.3% in January. At the end of the period
under review, the standardised EU rate was
9.8%. This clearly reveals the progressively

-
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lion. This was 95,000 more than in January.

waning effects of redefining the unemployment criteria, which accompanied the reform
of the labour market and which led to a decline in registered unemployment in the
second half of last year, and shows that the
cyclical trend is regaining the upper hand. A
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ing and training measures from the un-
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employment numbers, is the reason for the
April unemployment figure being around
55,000 lower than in the same month last
year. Without this adjustment, there would
have been an increase.

240,000, or 0.6%, in the fourth quarter of
2003 had nevertheless narrowed to 130,000,

There have been further cutbacks in the trad-

or 0.3%, by February was partly due to the in-

itional measures of labour market promotion.

crease in the number of self-employed per-

Fewer participants in vocational training

sons – to a certain extent, a result of one-

courses and in job creation schemes were re-

person businesses promoted by labour market

ported than 12 months previously, for ex-

policy. Moreover, there was an increase in the

ample. By contrast, more persons received

number of low-paid part-time jobs, which in-

bridging allowances and business start-up

clude mini and midi-jobs. The fall in employ-

grants. Many unemployed persons have also

ment therefore mainly affected full-time

been integrated into personnel service agen-
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cies (PSAs), although employment in this area

Demand for industrial goods

fell recently owing to the insolvency of one

Seasonally adjusted, quarterly, log scale

large agency.
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Seasonally adjusted demand for industrial
products in the first three months of the year
somewhat exceeded the relatively high level
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achieved in the fourth quarter of 2003. Yearon-year growth was only slightly down on
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the good 312% of the preceding three-month
period. The development in foreign orders
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was even more positive. Compared with au-
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tumn 2003, they went up 12% in seasonally
adjusted terms and were 4% up on the year.
Demand for capital goods took the lead but
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producers of intermediate goods also recorded increasing export orders. It was only con-
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sumer goods for which fewer orders were
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placed than before. The overall persistent
high level of interest abroad in German indus-
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trial products indicates that the appreciation
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of the euro has so far had a limited impact on
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German competitiveness. According to the
official export price statistics, there were no
major changes in contract prices either.
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Domestic demand generated no stimuli in the

ie -4% compared with no more than just

first three months of this year. In seasonally

under -2% at the end of 2003. There was

adjusted terms, incoming orders were slightly

scarcely any increase in orders for capital

down on the final quarter of 2003, which

goods due, not least, to weak demand for

had marked the high point of last year. The

mechanical engineering products and for ap-

1

year-on-year increase, at 2 2%, was roughly

paratus for telephony and telegraphy. This

just as high as in the fourth quarter of 2003.

contrasted with intermediate goods, which

Consumer goods producers, in particular, suf-

made up further ground. In seasonally adjust-

fered a significant decline in orders. The fig-

ed terms, the first quarter showed an increase

ure was therefore further down on the year,

of roughly 1% in new orders on the preced-

59

DEUTSCHE
BUNDESBANK
Monthly Report
May 2004

(more recent data are unavailable), seasonally

Demand for
construction work

adjusted incoming orders were, in fact,
around 134% up on the fourth quarter of

Seasonally adjusted, quarterly, log scale
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in the first two months of 2004 was more
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than 14% higher than in the final quarter of
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2003. However, this was due to a number of
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Construction orders...

clines in public sector construction and,
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above all, in housing construction, where
...from industrial
enterprises
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...from the public sector
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orders contracted by around 15% compared
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with the end of 2003. Owing to the cutbacks
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in public assistance as of 1 January 2004,
many customers had started their construc-
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tion projects at an earlier date, which meant
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that there was a “gap” in orders at the begin-
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ning of the year. Even though business activ-
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...in housing construction

ity returned to normal in February, there are
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no signs of a sustained upturn. According to
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reports from brokers, supply is outstripping
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demand in many parts of Germany and the
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number of vacant properties is increasing in
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some areas.
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Prices have been rising at a somewhat faster

ing period, which had already been quite

pace recently. This has been due, in part, to a

good. This was sustained by the metal-

surge in prices on the international energy

working industry, with the identifiable upturn

and commodity markets. World market prices

at the end of 2003 continuing at a substantial

for oil have been steadily pointing upwards

pace.

for some weeks. Measured by the spot market prices for Brent North Sea Oil, a barrel of

Slight rise in
construction
demand

Construction demand has been virtually stag-

oil cost around US$3612 in the first half of

nant since spring last year and this underlying

May. This was nearly one-quarter more than

trend persisted in the first few months of

at the end of 2003 and around 50% more

2004. Taking January and February together

than 12 months previously. One main cause
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of this price surge – apart from geopolitical

Commodity prices

risks – is the sharp rise in demand, especially

2000 = 100, monthly, log scale

in China and the USA, which is accompanying the cyclical upturn. Moreover, the OPEC
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producing countries have a declared interest
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in a high dollar price level, which also cush-
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ions depreciations of the settlement currency.

on a US dollar
basis
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Additionally, the global economic upswing
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has led to a marked price surge in industrial
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commodities. According to HWWA data,

Total

on a euro basis
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world market prices for non-ferrous metals
120

and for iron ore plus scrap have gone up by
about two-fifths and around one-third, re-

Crude oil 1

100

spectively, year on year. It should be noted in

80

this context, however, that the prices in the

70

years before had been quite low. Domestical-
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ly, price developments were affected by costs

50

being shifted to households in connection
with the health reform and by higher tobacco
taxes.
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... at the
consumer
level ...

After adjustment for seasonal variations, consumer prices in the first four months of the
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year went up by 1.1%, compared with no
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more than 0.2% in the preceding reference

70

period. The year-on-year rate reached 1.6%
in April, compared with 1.1% in December
2003. After excluding energy, health care and
tobacco, the increase was 0.6% in April,
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compared with 0.7% at the end of last year.

well as of products of the food and drink in-

This clearly reveals that there were only quite

dustry (including tobacco products). For com-

minor price movements in the case of other

mercial goods as a whole, the annual rate in

goods and services as well as house rents.

March was +0.3%. For industrial goods
alone, the figure was +0.7%.

... and in
industry

In the case of industrial factory gate prices,
international and national influences were

Quoted prices for construction work re-

also easily identifiable. Specifically, there were

mained largely constant at the start of 2004.

well above-average increases in the prices of

The construction price index, which covers

basic metals and semi-finished products as

developments ranging from housing con-

61

Minor price
movements in
construction
and real estate
prices

DEUTSCHE
BUNDESBANK
Monthly Report
May 2004

Working-day adjustments to consumer prices since April 2004

The adjustment of time series to take account of calendar effects such as the average impact of monthly variations in the number of working days, is an indispensable tool of short-term economic analysis. Seasonal
adjustment which does not take account of calendar
inﬂuences eliminates only those effects which occur
regularly and with similar intensity. However, there are
also events which occur at varying times from one year
to another. For example, the number of working days
varies in a month depending on the number of Saturdays, Sundays and – in some cases, movable – public
holidays. The aim of working-day adjustment is to
assess and eliminate such working-day effects using
regression analysis models.
Adjustments for working-day variations are particularly
important with regard to real economic indicators. The
Bundesbank publishes seasonally and working-day
adjusted series for construction and industrial output
as well as for the individual components of GDP in its
Monthly Reports and Statistical Supplement 4. Working-day effects also arise with regard to a number of
demand components.1 By contrast, price indices have,
up to now, not usually been adjusted for working-day
variations. However, consumer prices for travel and
holiday services are noticeably dependent on ﬂuctuations in seasonal demand in connection with the
school holidays. In some cases, these occur in the same
month every year, like the price peak at Christmas. In
others, however, they vary according to the pattern
of working days and public holidays. For example,
although the price effect of the Easter holidays mostly
becomes apparent in April, it is sometimes felt as early
as March.
The Federal Statistical Ofﬁce bases its calculation of
the consumer price indices for package holidays and air
travel on the offers which start on the latest date before
the 16th day of the month.2 Working-day effects may,
therefore, occur in months with a varying number of
days off work in the second half of the month. As the
timing of holidays varies across the German Länder, the
number of days taken off work after the middle of the
month in the individual Länder is ﬁrst determined for
working-day adjustment. These ﬁgures are then condensed – together with the consumption weightings of
the Länder – into mean values for Germany as a whole.
Finally, the pan-German holiday variable is analysed in
terms of its capacity to explain the time structure of
prices. This establishes the existence of a statistically
signiﬁcant calendar effect on the prices of package
holidays and air travel in March and April owing to
1 For the Bundesbank’s seasonal adjustment practices, see
Deutsche Bundesbank, The changeover from the seasonal
adjustment method Census X-11 to Census X-12-ARIMA,
Monthly Report, September 1999, pp 39-50. — 2 Two-week
travel for two persons and city breaks from Friday to Monday are captured. In December, the prices of travel over the
Christmas period are used. — 3 However, these effects are
not strictly symmetrical. The price effect of an additional
Deutsche Bundesbank
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the varying dates of the Easter holidays.3 Much the
same applies with regard to the timing of the Whitsun
holidays in May. June is not affected as the Whitsun
holidays can fall, at the latest, in the ﬁrst half of June.
No statistically signiﬁcant calendar effects have been
identiﬁed for the other months, in particular from July
to September (summer holidays), in October (autumn
holidays) and in December (Christmas).
The adjustment of consumer prices of package holidays
and air travel starts in 1991 and is conﬁned to March,
April and May. The chart below shows the extremely
volatile unadjusted series for package holidays – the
price differentials within one year are greater than
30% – and a seasonally adjusted series which, although
much smoother, is usually very unsettled around the
Easter period in particular. Working-day adjustment
smoothes out the peaks in the spring months.

Price index for package holidays
2000 = 100, log scale
130

Unadjusted figures

125
120
115

seasonally adjusted

110
105
100
95
90

seasonally and working-day adjusted
2000

2001

2002

2003

Adjustment for working-day variations has only a
minor effect on the overall index of consumer prices
owing to the low weight of package holidays and air
travel in the basket of goods (only 2.2% of underlying expenditure in 2000). In most years, the difference
between the seasonally adjusted series and the seasonally and working-day adjusted series is no more than
one-tenth, in rare cases two-tenths. The inﬂuence on
the partial index for service prices is more important,
however. This time series is considerably smoother
when adjusted for working-day variations, thus making the underlying trend easier to identify.

day off work over the Easter period is smaller in March than
in April. In addition, price determination practice, namely
taking the middle of the month, means that, in some years,
the Easter effect is not visible in the unadjusted series in
either March or April. In this case, the annual average price
level is pushed downwards. Working-day adjustment compensates for this.
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struction to industrial commercial and office

House prices * in Germany

buildings and road construction, was only

2000 = 100, annual averages, log scale

0.2% up on the year in the first quarter.

Newly built
104

Prices fell slightly in the real estate sector. 1 For
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the first time in some while, the prices of
100

newly constructed owner-occupied apartments and houses were on a slight decline in

98

2003 (data during the course of the year are
Resale
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currently unavailable). Used owner-occupied
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dwellings have been becoming somewhat

100

cheaper for quite some time. In regional
terms, the price decreases were somewhat
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sharper in eastern Germany than in western
Germany and also tended to be somewhat
smaller in small towns than in large towns
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* Terraced houses and owner-occupied
dwellings; Bundesbank calculations based
on raw data of Bulwien AG.
Deutsche Bundesbank

and cities.
1 The information refers to data provided by Bulwien AG
for an expanded group of 125 towns and cities which are
pooled by the Bundesbank to form a broad index.
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