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Economic conditions
in Germany

Macroeconomic situation

The German economy continued its cyclical

recovery in the fourth quarter of 2010.

According to the flash estimate released by

the Federal Statistical Office, seasonally and

calendar-adjusted real gross domestic prod-

uct (GDP) rose by 0.4% quarter on quarter in

the final three months of 2010, thus display-

ing somewhat weaker growth than in the

summer. However, this result probably

understates the underlying economic mo-

mentum, as the extremely cold and snowy

winter weather caused severe disruptions in

the construction and transport sectors in

December. The rapid upward movement of

the past 18 months has put the German

economy on course for normal capacity util-

isation, and production capacity in some sec-

tions of the economy has already exceeded

average utilisation. Overall output at the

end of 2010 was 4.0% up on the year in

calendar-adjusted terms. This was no more

than 1.4% below the level of output during

the most recent cyclical peak in the first quar-

ter of 2008.

One reason for the favourable overall eco-

nomic situation in Germany is the distinctly

optimistic sentiment among businesses and

consumers, which has strengthened the

domestic forces of growth. Firms are invest-

ing in new plant and equipment, increasing

working hours and recruiting additional staff.

As a result, employees’ income is rising and

pressure on the labour market is being eased,

which is boosting households’ propensity to

purchase, thereby providing noticeable im-

petus to consumption as well as housing
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construction. This strong and broadly based

cyclical expansion of the German economy is

also having a knock-on effect on its trading

partners – especially in the European Union –

in the form of higher spending on imports.

However, the upturn continues to be sus-

tained by buoyant demand for German in-

dustrial products, particularly from non-euro-

area countries – as is to be expected given

the openness of the German economy. The

large measure of confidence in the German

economy is derived to a major extent from

the expectation that this trend will continue.

In this situation, the fact that export growth

was probably not as strong in the fourth

quarter of 2010 as before did not lead to a

significant slowdown in the pace of economic

activity. According to the foreign trade statis-

tics, real exports of goods during the report-

ing period were only 1/4% up on the volume

of the preceding quarter in seasonally adjust-

ed terms. This followed an average increase

of 41/4% in the first three quarters of 2010.

This slower pace was due, above all, to slug-

gish sales to euro-area partner countries. By

contrast, exports to non-euro-area countries

continued to expand. Exports to China and

the United States are likely to have increased

markedly in the reporting period following

the hiatus in growth in the third quarter.

There was also growth in sales to central and

east European countries. By contrast, the

volume of exports to Japan and the OPEC

countries failed to match the high level of the

preceding quarter. This slowdown in export

growth affected producers of intermediate

and capital goods. In fact, it is likely that

fewer consumer goods were exported in the

final three months of the year in seasonally

adjusted terms than in the third quarter.

Strong growth in investment in machinery

and equipment again helped to offset the

mixed quarterly figures for foreign demand in

the reporting quarter. The available indicators

suggest that one area in which enterprises

are investing is the vehicle fleet. New machin-

ery was also procured in large quantities. In

view of the fact that many firms have reached

or, in some cases, even exceeded their plants’

normal capacity utilisation, favourable sales

forecasts are increasingly raising the issue of

capacity extensions. The scope for internal

financing created by the excellent profitability

situation and, not least, the discontinuation

of declining-balance depreciation rates for

movable fixed assets were sufficient reasons
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for stepping up fixed asset formation towards

the end of the year. The fact that large-

volume capital goods grew more strongly

than IT and electrical equipment points to

tax-motivated anticipatory effects having a

marked influence.

Construction investment would probably also

have supported growth in the fourth quarter

of 2010 if the early onset of winter had not

considerably curtailed construction output in

December. Measured as an average for Ger-

many as whole, there were 17 ice days1 in

December – a number not even remotely

matched in any December during the past

40 years and which corresponded to the

extreme figure recorded in January of last

year. Nevertheless, it should be taken into

account that the winter break in outside

construction work usually begins as early as

mid-December. While, in public construction,

there is a noticeable gradual decline from the

heightened level of output due to the eco-

nomic stimulus packages, there has been a

steady rise in commercial orders. Added to

this is a perceptible recovery in private hous-

ing construction. At all events, the last time

the number of new construction permits for

apartments was as high as in the second half

of 2010 was in mid-2006 – in other words,

prior to the considerable increase in the

standard rate of VAT.

Private consumption has emerged as another

factor stimulating domestic demand. The

moderate increase in the fourth quarter of

2010 is consistent with a slow but steady

recovery in consumption. In the reporting

period, retailers benefited, in particular, from

households’ eagerness to spend in Christmas

trade. This is indicated by the fact that retail-

ers, according to the Ifo business survey,

were rating their business situation as de-

Underlying trends
in foreign trade

1  Adjusted for the price indices for foreign 
trade.
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cidedly positive in December.2 Furthermore,

there was a seasonally adjusted increase in

sales of new passenger cars in the fourth

quarter. As a result of the cold winter wea-

ther and heavy snowfalls at the end of the

year, there was, on the one hand, an increase

in purchases of heating oil. On the other

hand, the associated restrictions on mobility

led to a reduced consumption of fuel. House-

holds’ scope for expenditure has increased

perceptibly on the year owing to the recovery

in actual earnings and the increase in employ-

ment. A heightened propensity to consume is

indicated by a perceptible decline in the sea-

sonally adjusted household saving ratio in the

second half of 2010 compared with the first

half of the year and by the fact that it was

probably only slightly higher than in 2009.

This is likely to be influenced by very optimis-

tic income prospects, reflecting the expect-

ation of more favourable wage develop-

ments.

Imports in the fourth quarter of 2010 failed

to keep step entirely with overall demand.

Seasonally adjusted real imports of goods

were an estimated 11/2% down on the third

quarter. Given the sharp rise in cost prices,

less energy may have been procured for com-

mercial purposes at the end of the year.

There was also an absence of additional in-

ventory cycle impulses. The underlying trend

in the procurement of imported intermediate

goods is now probably being determined by

current production. While there was little

change in the volume of imported consumer

goods compared with the third quarter in

seasonally adjusted terms, there was an iden-

tifiable increase in imports of capital goods.

Given enterprises’ heightened demand for

motor vehicles and machinery, it is not sur-

prising that these categories of goods were at

the forefront of growth in imports.

Sectoral trends

Industrial output in the final three months of

2010 was 21/2% up on the quarter in season-

ally adjusted terms. In contrast to the first

year of the cyclical upturn, when output of

intermediate goods showed the largest

growth, capital goods have now taken the

lead. In the reporting quarter, this growth

lead was especially marked due to the consid-

erable expansion in the production of motor

vehicles and machinery. Seasonally adjusted

output of capital goods showed a 6% in-

crease overall, while production of intermedi-

ate goods was no higher than in the previous

quarter. Consumer goods output was 1/2%

down in the final quarter.

According to the Ifo surveys, average manu-

facturing capacity utilisation in January 2011,

at more than 84% of normal full capacity,

matched its longer-term average.3 A sharp

increase in output over the past months has

led to capital goods now having reached this

benchmark, too, whereas capacity utilisation

by intermediate and consumer goods pro-

ducers essentially remained unchanged. A

combined overview of the cyclical utilisation

2 Owing to shortcomings in statistical collection, the re-
tail sales figures published by the Federal Statistical Office
do not, at present, appear to be a robust indicator of
consumption.
3 It should nevertheless be borne in mind that industrial
capacity itself has probably not yet regained its pre-crisis
level.
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indicator and the order-capacity index in the

production-demand scheme suggests that

industrial activity has now largely overcome

the deep trough of the extremely severe

recession.

In seasonally adjusted terms, construction

output in October and November 2010 was

well up on the quite high figure for the

second and third quarters. The building in-

dustry and civil engineering had an equal part

in this increase. This was followed in De-

cember by a weather-related slump. Naturally

enough, this affected civil engineering

(-281/4% down on November) more than the

building industry (-211/2%). On a quarterly

average, the construction sector recorded a

61/4% decline in output compared with the

third quarter.

In the past months, trade has no longer been

benefiting across all subsectors from the

cyclical improvement. In seasonally adjusted

terms, there has been an underlying trend of

stagnation in real wholesale sales, particularly

since the middle of 2010. There is likely to

have been a fall in turnover for the hotel and

restaurant sector and, in view of the adverse

weather conditions at the end of the year, for

the transport sector, too. At all events, in

December 2010 the mileage of domestic

carriers’ toll-liable vehicles was a seasonally

adjusted 53/4% down on the month. By con-

trast, business-related services continued to

pick up discernibly at the end of the year. An

improvement in assessments of the situation

is shown for the fourth quarter by the rele-

vant Ifo surveys as well as the ZEW survey on

the ICT-intensive services sector.

Employment and labour market

The labour market recovery continued in the

fourth quarter of 2010. According to the

figures of the Federal Statistical Office, the

seasonally adjusted number of persons in

work in Germany went up by 98,000, or

0.2%, compared with the average of the

third quarter. The vast majority of these were

probably persons in employment subject to

social security contributions. The Federal

Employment Agency estimates that the

seasonally adjusted number of persons in

employment subject to social security contri-

butions was 102,000, or 0.4%, higher in

October and November than on an average

of the third quarter. According to initial esti-

mates, there was a slight increase in the num-

ber of self-employed persons and persons

Cyclical position of industry 
in the output-demand 
scheme *

* Order-based  industry.  Bundesbank  calcula-
tions based on Federal Statistical Office and Ifo 
Institute data — 1 Percentage deviation from 
normal capacity utilisation.
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working exclusively in low-paid part-time

jobs. “One-euro jobs” have been reduced

considerably over the past few months, how-

ever. The debate on the potential “crowding-

out” effects of such jobs may have played a

part in this.

Almost all sectors of the economy are now

experiencing growth in employment. Like in

the third quarter, only just over one-quarter

of the increase in employment subject to

social security contributions was due to tem-

porary employment, while the figure for the

first quarter of 2010 had been as high as

one-half. Manufacturing firms increasingly

expanded their core workforces. Given the

positive outlook for the economy, this strat-

egy appears appropriate. Moreover, actual

working hours in large parts of industry are

now at a normal level or higher. In manufac-

turing, the average number of hours worked

per employee in the fourth quarter of 2010

was no longer significantly lower than during

the most recent cyclical peak in the first quar-

ter of 2008. There was also an increase in

jobs in the business-related services sector.

Among public and private services, there was

a sharp increase in jobs in the healthcare and

education sectors.

The use of short-time working arrangements

for economic reasons showed no more than

a slight decline in October and November.

The Federal Employment Agency estimates

that 185,000 persons were still affected in

November 2010, which is roughly one-eighth

of the peak figure during the crisis. There was

a noticeable increase in the number of newly

registered short-time workers during the

reporting period, however. As the cyclical

recovery is now well advanced across the

industrial sector, this may be an indication

that those enterprises which fell behind

under the changed market conditions follow-

ing the crisis are taking up the extended

options for use that are still in place. This is

also suggested by the fact that the number of

short-time workers is several times higher

Output in industry
and in construction
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than the level reached during the preceding

upswing.

Unemployment declined only slightly during

the fourth quarter. The official unemploy-

ment figure for the fourth quarter of 2010, at

a seasonally adjusted 3.15 million, was only

about 37,000 lower than in the third quarter.

The unemployment rate fell by 0.1 per-

centage point to 7.5%. The decline took

place predominantly among recipients of

unemployment insurance benefits. During

the economic recovery, recipients of un-

employment benefit II have also increasingly

found new employment, however. Since

November, the number of persons receiving

basic social benefits has nevertheless also

been increasing again. The key factor behind

this is likely to be the massive reduction in

“one-euro” jobs. Even so, in comparison with

official unemployment, underemployment

as recorded by the Federal Labour Agency

– which is based on supply in the primary

labour market and therefore includes all

persons involved in labour market policy

measures – was falling without any loss of

momentum up to the end of the period

under review, which suggests a continuing

perceptible cyclical effect. Official unemploy-

ment in the fourth quarter was 276,000

down on the year. Underemployment – ex-

cluding short-time work, for which quarterly

data are not yet available – fell by as much as

389,000 compared with the same period of

2009. After the start of the year, the season-

ally adjusted official unemployment rate

showed a further fall, standing at 7.4% in

January 2011.
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Labour market

1 Only  short-time work  for  economic  reas-
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justed. — 2 From May 2009, unemployed ex-
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books of private employment agencies.

Deutsche Bundesbank

38.5

39.0

39.5

40.0

40.5

41.0

0

500

1,000

1,500

3.0

3.5

4.0

4.5

5.0

1,000

500

0

500

1,000

–

–

+

+

6

8

10

12

Seasonally adjusted, quarterly

Thou-
sand

Year-on-year change

Jan

Oct-
Nov

Advance notification
of short-time work 1

Jan

Jan

Million

Jan

Mio

0

Thou-
sand

Thou-
sand

%

Employed

Short-time workers1

Unemployed 2

Year-on-year change

– 500

0

+ 500

+1,000

Unemployment rate 2

Slight fall
in official
unemployment,
overall under-
employment
still declining
rapidly



DEUTSCHE
BUNDESBANK
E U R O S Y S T E M

Monthly Report
February 2011

52

According to leading indicators, the outlook

for the labour market remains very positive.

The seasonally adjusted number of vacancies

had shown a further increase by January

2011 and was already higher than the

average for the “boom year” of 2007.

The growth rate in vacancies in the manufac-

turing, trade, and logistics sectors as well as

in business-related services (which includes

temporary employment) was especially high.

The level of resident temporary workers

might soon be dampened by temporary work

agencies increasingly establishing branches in

the new EU member states – especially in

Poland – in preparation for the complete free

movement of workers from the EU accession

countries starting in May 2011. Staff may

then be recruited in those countries for em-

ployment in Germany. The Ifo employment

barometer, which provides information on

personnel planning in trade and industry over

the next three months, showed a further

sharp rise from the peak reached in the final

quarter of 2010.

Wages and prices

In the 2011 pay round, the trade unions are

focusing on pushing through wage increases.

The scale of the pay claims, ranging from 5%

to 7% depending on sector, is considerable

overall. Firms’ positive orders situation along

with employers’ willingness to compensate

their employees for losses of income during

the crisis might result in comparatively high

agreed rates of pay. This is reflected in the

latest collective pay settlement for Volks-

wagen, which (including one-off payments)

provides for a large wage increase this year

but, with an eye to the long-term cost bur-

den, remains within reasonable bounds.

In the final quarter of last year, pay rate in-

creases were nevertheless still being shaped

for the most part by the pay agreements con-

cluded during the crisis; at most, these pro-

vided for moderate rises in wages and salar-

ies. The Bundesbank’s pay rate statistics show

that the increases in negotiated rates of pay,

at 1.5% on the year, were no longer quite as

moderate as in the third quarter (+1.1%). For

2010, this gives an average increase in nego-

tiated rates of pay of 1.6%, compared with

2.0% in 2009.4 Actual earnings in 2010 in-

creased by an average of 2.2% year on year.

The wage drift on a monthly basis turned

positive and amounted to 0.6 percentage

point, compared with -2.2 percentage points

in the crisis year of 2009. The sharp decline in

short-time work and extended working hours

are the key reasons for this reversal of the

situation. Against this backdrop, the wage

drift on an hourly basis changed sign and, at

-1.8 percentage points, was in negative terri-

tory last year.

At the beginning of 2011, the generally bind-

ing minimum wages for the waste disposal

sector,5 electricians, office cleaners and the

roofing industry were raised by an average of

roughly 2%. Negotiations are currently tak-

4 The growth rate for basic pay including lump-sum and
one-off payments amounts to 1.7%, which comes quite
close to the comparable negotiated pay index of the WSI
(1.8%), which, however, excludes civil servants. The Fed-
eral Statistical Office, whose index likewise excludes civil
servants, reports an increase of 1.6% for the basic nego-
tiated rates of pay.
5 Including street cleaning and winter road maintenance.
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ing place in the political sphere concerning

the introduction of a minimum wage in the

temporary labour sector. This is due to fears

that complete freedom of movement for

workers within the EU from May 2011 (with

the exception of Bulgaria and Romania)

might lead to competitive wage undercutting

by central and east European personnel re-

cruitment agencies.

The price climate in Germany deteriorated

noticeably in the fourth quarter of 2010. This

was due essentially to a sharp acceleration in

the prices of energy, industrial commodities

and food on the world markets in the wake

of the global upturn, which were reflected

mainly in higher inflation rates at the up-

stream stages of sales and production. Im-

ports were 2.7% more expensive in seasonal-

ly adjusted terms compared with the previous

quarter. There were particularly marked in-

creases in the case of energy (11.5%) and

intermediate goods (2.3%). Although the

price increase for consumer goods was com-

paratively moderate at 0.6%, the rise was

nevertheless noticeably sharper than its long-

er-term trend. It was only the prices of capital

goods that eased again somewhat for the

first time in a long while. By and large, this

pattern is also apparent in German industry’s

domestic and export sales prices, albeit with

smaller amplitudes in most cases. This led to

a marked deterioration in the terms of trade.

This accelerated increase in prices is, to a con-

siderable extent, the result of prices returning

to their pre-crisis levels. As with the recovery

of the real economy, this is being accom-

panied temporarily by higher rates of price

increase. Import prices in the final quarter of

2010 were back at their pre-crisis level. If

energy is excluded, import prices were

already well above their level before the crisis.

Much the same applies to export prices. The

depreciation of the euro against the curren-

cies of major trading partners is likely to have

played a part in this. Despite sharp rates of

increase, domestic sales prices of industrial

products were, on the whole, still below their

level prior to the crisis; if energy is excluded,

they were higher than before the crisis.

Despite the pick-up in construction activity,

the rise in construction prices was moderate.

They were 0.3% up on the quarter and 1.5%

on the year. According to the figures of the

Association of German Pfandbrief Banks (Ver-

band deutscher Pfandbriefbanken, vdp), the

Negotiated rates of pay

1  Excluding  additional  benefits  and  lump-
sum payments.
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Deutsche Bundesbank

House prices in 2010 in Germany

For the fi rst time in years, house prices in Germany rose 
noticeably again in 2010. According to Bundesbank 
calculations based on BulwienGesa AG data, there was 
a 2½% increase on the year in the prices of new and 
existing semi-detached houses as well as of owner-
occupied apartments during the reporting period. The 
prices of new properties rose more sharply than those 
of existing properties. There was a comparatively 
marked increase in the prices of new owner-occupied 
apartments, in particular, whilst the prices of new 
semi-detached houses and existing owner-occupied 
apartments went up moderately and existing semi-
detached houses cost only marginally more. There 
was a very sharp rise in the price of owner-occupied 
apartments in urban areas (5%).1

Other indicators confi rm the basic conclusion of an 
upward trend in prices, although differences in the 
scale of the increase are to be seen in the context of 
statistical measuring uncertainties. According to the 
annual results of the Association of German Pfandbrief 
Banks (Verband deutscher Pfandbriefbanken, vdp), the 
prices of owner-occupied housing went up by 0.6% 
in 2010. The prices of residential housing increased 
somewhat more sharply (+0.7%) than those of owner-
occupied apartments (+0.2%). However, the upward 
pressure on prices accelerated signifi cantly over the 
year, especially in the case owner-occupied apart-
ments. According to the hedonic house price indices 
published by Hypoport AG, new residential buildings 
recorded the sharpest rise in prices (3¼%), whereas 
the prices of existing owner-occupied apartments and 
semi-detached houses went up less sharply at +2½% 
and +2% respectively.2

The recent increase in residential property prices is 
likely to have been the result of a pick-up in demand in 
the housing market owing to the current exceptionally 

favourable fi nancing conditions. The overall optimistic 
sentiment and the signifi cant improvement in the 
labour market outlook are also likely to have played a 
part in this. By contrast, the resident population had a 
more dampening effect. Given that new construction 
activity has been subdued for a number of years, the 
supply side has now adjusted to structural demand to 
such an extent that even moderate demand impulses 
can trigger conspicuous price reactions.3

Households were receiving mortgage loans at his-
torically low interest rates in 2010. Last October and 
November, banks were granting real estate fi nancing 
loans with maturities of between fi ve and ten years 
at an average rate of 3.6%, thus undershooting the 
low of the last interest rate cycle in August 2005 by 
½ percentage point. It is likely that many households 
that, sooner or later, would have considered acquir-
ing equity in housing took advantage of the current 
exceptionally favourable fi nancing conditions to buy 
property. Interest rate conditions are no longer quite 
so advantageous, however. 

The price reaction on the housing market was accom-
panied by quite a prompt volume effect. Since the early 
summer of 2010, the authorities have been granting 
recognisably more building permits for new residential 
construction. In October and November 2010, the aver-
age volume of new construction projects submitted for 
approval – measured in terms of the estimated costs 
– was up by more than one-tenth on the previous year’s 
average. The initial provisional fi gures of the Federal 
Statistical Offi ce indicate that real housing investment 
in 2010 rose by 4½% on the year. New building con-
struction was clearly serving as a stimulating element 
again for the fi rst time since 2006, whereas the focus 
in the three preceding years had been on renovation 
work (eg energy effi ciency upgrades).

1 Berlin, Cologne, Düsseldorf, Frankfurt am Main, Hamburg, Munich 
and Stuttgart. — 2 For details of the differences in the data basis and 
the methodology of the various indicators, see the box texts on prop-
erty price developments in the Bundesbank Monthly Report of February 

2009 (pp 52–53) and February 2010 (pp 58–59). The Federal Statistic al 
Offi ce does not yet have any results of the residential property price 
index, which is being compiled as part of an EU pilot project. — 3 See 
Deutsche Bundesbank, Extended investment cycle with stable prices: 
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It is, above all, demand for apartments in multiple-fam-
ily dwellings that is likely to have picked-up. Following 
a steady decline in the construction of apartment 
houses for over a decade and given that this type of 
building accounted for no more than one-quarter of 
the total volume of dwellings completed in 2009, there 
now generally appears to be no excess of supply over 
demand. In October and November 2010, the number 
of approved apartments in larger dwellings was up by 
almost one-quarter on the year. However, the current 
level of construction approvals is not nearly as high as 
it was in the early 1990s.

Demand impulses had varying effects from region to 
region. Despite a sharp rise in building permits for new 
apartments last year, prices in western Germany rose 
by an average of 3%. Excluding the relief provided 
by the expansion in new property, the rise in prices in 
eastern Germany, including Berlin, was, in fact, some-
what higher (6%). The rise in prices was most apparent 
in urban areas. These market segments may also have 
benefi ted from the fact that investors who attach par-
ticular importance to safeguarding the real value of 
their assets were increasingly turning their attention 
towards residential property in Germany again. Here, 
the focus is on those regions which have the potential 
to offer above-average economic prosperity and which 
consequently boast comparatively favourable popula-
tion forecasts. The fact that rents for fi rst occupancies 
went up by 2½% on an annual average between 2008 
and 2010 following years of exceptionally modest 
growth had a positive impact on the return on newly 
constructed apartments. In the seven largest German 
cities, the corresponding growth rate was more than 
1 percentage point higher. However, cost-side price 
pressure is within manageable limits at present as con-
struction prices rose only moderately last year, too.

supply and demand in the German housing market from a longer-term 
perspective, Monthly Report, June 2010, pp 47 – 58. — 4 Bundesbank 
calculations for semi-detached houses and owner-occupied apartments 

based on data provided by BulwienGesa AG. — 5 Recalculated from 
the original base: August 2005 = 100.
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upward trend in prices of owner-occupied

housing continued: following a 0.7% in-

crease in the third quarter, they went up by

0.6% in the final three months of the year.

There was a year-on-year increase of 1.5%.

(For a review of 2010 as a whole, see the box

on pages 54-55.)

Consumer price inflation accelerated signifi-

cantly towards the end of 2010. Prices in-

creased by a seasonally adjusted 0.6% com-

pared with the third quarter. The unfavour-

able weather conditions played a part in this.

Seasonal food products were a seasonally ad-

justed 3.3% more expensive than in the third

quarter. The weather is also likely to have

been a factor behind the sharp increase in

the prices of heating oil and fuel, which aver-

aged 7%. In the case of other goods and ser-

vices, the increase remained within narrow

bounds. Overall, consumer prices were 1.5%

higher year on year.

At the beginning of 2011, there was a further

acceleration in the rate of inflation to 2.0%

(according to the national CPI and the HICP).

Given the higher prices in the international

agricultural and energy markets and the pick-

up in economic activity, it is unlikely that the

rates of price increases will moderate signifi-

cantly over the next few months.

Orders received and outlook

The German economy should be able to carry

much of the cyclical momentum gained in

the second half of 2010 into the current year.

This will be ensured by the very buoyant in-
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take of orders from third countries. Exporters

are benefiting from their presence in strongly

expanding markets outside Europe, particu-

larly as the pace of economic recovery in the

United States has picked up significantly of

late. Impulses from the euro area are likely to

remain fairly muted, however. As this sales

market is of considerable importance for the

German economy, a certain degree of slow-

down in economic activity cannot be ruled

out if orders from this region remain weak.

Industrial new orders picked up again in the

final three months of 2010 following a side-

ways movement – apart from a number of

large orders – in the second and third quar-

ters. On an average of the fourth quarter, the

volume of orders was a seasonally adjusted

23/4% up on the preceding three-month

period. From a regional perspective, export

orders from countries outside the euro area

provided the major stimulus. German indus-

trial enterprises received 83/4% more orders

from non-euro-area countries than in the

third quarter, although this growth is influ-

enced by one large shipbuilding order. The

growth differential between Germany and

the rest of the euro area is also revealed by

the fact that domestic orders expanded by

21/4%, while the underlying trend in orders

from euro-area partner countries (leaving

aside the large order last August) were largely

moving sideways.6 What is crucial in this

context is that demand for capital goods in

the rest of the euro area has not picked up as

Demand for industrial goods 
and construction work
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far-reachingly as in third markets and in Ger-

many itself. In the fourth quarter, producers

of capital goods received fewer orders from

the rest of the euro area, whereas domestic

orders for machinery, vehicles and equipment

showed a seasonally adjusted increase of

51/4%. The sharp increase in orders for these

goods received from countries outside the

euro area was, in fact, even more marked at

somewhat more than +10% on the third

quarter. Demand for intermediate goods rose

only moderately in the reporting period

(+3/4%), with the slowdown affecting all the

regions. By contrast, consumer goods were in

somewhat greater demand in the fourth

quarter (+3/4%), compared with -11/2% in the

preceding three-month period.

This regained dynamic in the flow of orders is

consistent with the extremely optimistic senti-

ment in manufacturing. According to the

Ifo surveys, the business climate showed a

further marked improvement at the begin-

ning of 2011. To a large extent, firms are

basing their expectations on exports. Domes-

tic factors appear to be playing a key role,

too, however. According to the Ifo Invest-

ment Survey and the latest survey by the

German Chamber of Industry and Commerce

(DIHK), industrial enterprises, in particular,

want to significantly step up their investment

in new production facilities in the current

year. This suggests that the increase in fixed

capital formation is being accompanied by an

ongoing rise in the need for labour. The in-

crease in the number of reported vacancies

and the relevant current survey findings are

likewise positive evidence of this. As a result

of integration effects, the trade sector and

transport as well as business-related services

will probably benefit from the continuing up-

turn in industrial activity.

Enterprises’ plans for expansion should give

an additional boost to commercial construc-

tion. Orders from industry received by the

construction sector in October and November

2010 were a seasonally adjusted 11/4% up on

the average of the third quarter, in which

there had been growth of 3/4%. In October

and November, the public sector maintained

the volume of orders of the third quarter on

average. Before this, far fewer infrastructure

measures had been tackled owing to the

waning lagged effects of the economic

stimulus packages and the deterioration in

local government revenues. In seasonally ad-

justed terms, housing construction was 23/4%

down on the increased volume of orders in

the third quarter.

Private consumption is likely to continue sup-

porting economic activity over the next few

months. This is indicated by consumers’ high

propensity to purchase, which is based, in

particular, on very optimistic income expect-

ations. Households are optimistic in view of

the upturn on the labour market and the pro-

spect of sizeable growth in earnings. Never-

theless, the marked deterioration in the price

climate is emerging as a risk to consumption.

... consistent
with very
positive
business
climate and
prompting
further
investment

Mixed trends in
construction

Deterioration
in the price
climate as a risk
to the upward
trend in private
consumption




