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Economic activity
In the wake of the global financial and economic crisis, the German economy suffered its sharpest decline in overall economic activity since the founding of the Federal Republic of Germany.
Even though the crisis did not originate there, the German industry’s pattern of specialisation
meant that the global demand shock in the fourth quarter of 2008 and the first quarter of 2009
hit domestic activity particularly hard. This led to a significant decline in exports. Domestic final
demand proved to be comparatively robust, however. This is especially true of private consumption, which was given a significant boost by the stable labour market. This discrepancy between
external and domestic economic developments distinguishes Germany from other countries,
which were characterised by major structural distortions. The earlier cyclically induced excessive
surplus on Germany’s current account declined perceptibly. Germany therefore built up a buffer
for global demand during this period.
Conversely, the German economy is benefiting to a large extent from the strong recovery in the
global economy which began in the second quarter of 2009. From a cyclical perspective, the
pace of recovery is therefore faster than in most other industrial countries. This, together with
the fact that domestic demand was hardly affected during the crisis, supports the assessment
that a considerable part of the decline in output in Germany was due to cyclical factors. Nevertheless, it is unlikely that the German economy will return in the foreseeable future to its growth
path immediately prior to the crisis.
The resilience of the German economy during the crisis was due, not least, to the restructuring
measures in the corporate sector and to structural reforms over the past decade. This is why Germany is now also in a better starting position than it was in earlier periods of economic recovery.
Even so, there is still scope for strengthening the resilience and the flexibility of the German economy even further. The broadening of the basis for growth, which is now under way, is taking
place through market-based processes. These processes need to be backed up by further economic policy reforms, but not at the cost of restricting the competitiveness of German industry.
Doing so would squander potentials for growth and wealth, not just in Germany.
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industry as a whole, it effectively bridged the

verse effect on construction output in par-

period between the broad-based slump in

ticular and to a lesser, yet still perceptible, ex-

demand and the revival of, initially, foreign

tent in other economic sectors.

demand and then of demand from domestic
businesses, which had previously largely de-

There was an extremely sharp 2.2% quarter-

ferred replacement purchases. It was not only

on-quarter rise in economic output in 2010

motor vehicle manufacturers themselves that

Q2, not least as a result of the associated

benefited from this, but also the suppliers of

catching-up effects. The pick-up in world
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this sector. Even so, the large-scale scrapping

trade was reflected, above all, in a sharp rise

of old, but still roadworthy vehicles meant

in German exports, however. This was already

the destruction of valuable tangible assets.

indicated by the substantial increase in the
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volume of export orders for the German
Initially subdued, then sharp economic

economy in the first quarter of 2010. The as-

recovery

sociated massive improvement in sentiment is
likely to have been a key reason for the pick-

Economic
recovery
subdued at first

In the second quarter of 2009, the initial

up in investment. With increasing optimism

impetus for the economic recovery came

that the global economic crisis could be over-

primarily from the government economic

come more quickly than previously thought,

stimulus packages, which were reflected in

there was a decline in the reluctance to

growing private and public consumer de-

make consumption decisions. On the finan-

mand. There was also an expansion in de-

cing side, supply constraints continued only

mand from China and South-East Asia again.

in sub-segments, and so the fear of a broad-

Exports started to pick up again on a broad

based credit crunch did not materialise (see

front as early as the third quarter. In addition,

pages 36 to 43).

public construction investment was stepped
up substantially. The cyclical pace of recovery

Despite the clear economic upturn, overall

weakened temporarily in the fourth quarter

economic activity has not yet matched the

of 2009 owing, in part, to a reversal of the

level of the most recent cyclical peak. To date,

positive stimuli generated by the environmen-

around three-fifths of the crisis-induced de-

tal premium, which had previously benefited

cline in output has been recovered. In the

private consumption. Added to this was the

manufacturing sector, which was hit particu-

fact that enterprises were still cautious with

larly strongly by the fall in demand, the figure

regard to investment in machinery and equip-

is only two-fifths. Economic output in the

ment in view of the continuing severe

retail and transport sectors – in contrast to

capacity underutilisation at the time. At the

business-related services, including financing

beginning of 2010, the underlying pace of
recovery picked up significantly; this was still
not fully reflected in GDP as the exceptionally
cold and snowy winter weather had an ad-

2 See Deutsche Bundesbank, The macroeconomic repercussions of a decline in demand for cars, taking into
account the intersectoral integration of production,
Monthly Report, February 2009, pp 46-47.
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and leasing – was likewise still down on its

first half of 2010. This has direct implications

pre-crisis level.

for the German economy, which is closely
integrated with the global market.

Outlook and challenges for the German

On balance, economic crises also generally

economy

trigger self-contained effects that minimise
potential. The fact that corporate insolvencies

In real
economic
terms, crisis
in Germany
primarily a
cyclical
phenomenon

While the German economy was particularly

have so far increased no more than is usual in

hard hit by the massive decline in global

times of recession, and the recent sharp rise

demand in the wake of the financial and eco-

in demand for German products indicate that

nomic crisis – owing to its pattern of special-

the market adjustments initiated in Germany

isation which is accompanied by a high de-

during the financial and economic crisis will

gree of international economic integration –

not be exceptionally large. Therefore, the

it benefited to a very large extent from the

direct losses of capital stock, which are con-

quite strong recovery of the global economy

nected with firms’ exit from the market or

beginning in the second quarter of 2009.

the economic obsolescence of existing fixed

From a cyclical perspective, the pace of recov-

assets, are likely to be limited. Nevertheless,

ery is therefore faster than in most other in-

industrial investment is still being dampened

dustrial countries. Together with the fact that

by the continuing underutilisation of plant

domestic final demand was remarkably

capacity in many parts of the economy. By

robust during the crisis, this supports the

contrast, given the anticipated slower pace of

assessment that the decline in output in Ger-

growth in global demand, product range ad-

many was, to a considerable extent, a cyclical

justments and process innovations with the

phenomenon. As things stand, however, it is

aim of retaining and/or increasing market

unlikely that the German economy will return

shares are likely to gain in importance. Over-

in the foreseeable future to its growth path

all, potential growth may have decreased by

immediately prior to the crisis.

around 12 percentage point since the begin-

Flattening of
the potential
growth path in
Germany

ning of the crisis. Given the marked cyclical
Slower pace
of global
expansion ...

One reason for this is that the last global up-

fluctuations, such estimates are fraught with

swing, at least in its final phase, was charac-

considerable uncertainty, however. 4

terised by a non-sustainable pace of growth.
This was due primarily to international misal-

Given the anticipated sharp rise in aggregate

locations of resources as well as the build-up

economic activity this year by over 3%, the

of macroeconomic imbalances and exagger-

overall output gap will decrease significantly.

ations.

3

In many countries, the necessary

restructuring process will require some time.
Thus, there is much to suggest that growth in
the world economy will become more subdued after the rapid recovery especially in the
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3 See also Deutsche Bundesbank, On the problems of
macroeconomic imbalances in the euro area, Monthly
Report, July 2010, pp 17-38.
4 See also Deutsche Bundesbank, To what extent has the
potential output of the German economy been impaired
by the economic and financial crisis? An interim assessment, Monthly Report, December 2009, pp 24-25.
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There is still likely to be spare capacity, above

which are struggling with the after-effects of

all, in industry and the closely related trade

a property market bubble, the financial situ-

and the transport sectors as well as in busi-

ation of households is not giving any cause

ness-related services. According to the Ifo

for concern either. Furthermore, there are no

institute surveys, for example, manufacturing

indications of an increase in structural un-

capacity utilisation in July was just under

employment during the crisis. Therefore, the

2 percentage points down on its longer-term

need for structural adjustments in the private

average, although there is still a considerable

sector is likely to be limited. In contrast to the

backlog, particularly in the capital goods sec-

situation after the previous cyclical downturn,

tor. This is especially true considering that the

no severe strains for the economy are to be

cyclical fluctuations in output are reflected

expected on this front.

only to a limited extent in the Ifo indicators of
capacity utilisation. Working hours in industry

Nevertheless, there is potential for broaden-

have not yet returned to normal, either.

ing the German economy’s basis for growth
and for strengthening its resilience to crises as

... despite
dampening
fiscal policy
measures in
2011

As things stand, the corridor of normal utilisa-

well as its flexibility. Even so, this cannot be a

tion could be reached in 2011, despite the

matter of restricting German industry’s com-

expected slower pace of economic activity.

petitiveness. Not only in Germany, this would

Given the still intact, yet moderate momen-

squander potentials for growth and wealth

tum of the global economy, the external im-

and fail to make adequate use of (and thus

pulses for the Germany economy are less pro-

devalue) competitive production structures

nounced. Furthermore, growth-dampening

and highly specialised human capital. Need

effects could be generated in the short term

for reform in Germany exists, above all, in the

by the consolidation of public finances. The

services sector where lower barriers to market

restructuring measures initiated in a large

entry and less bureaucracy could help to

number of countries should, however, help to

make greater use of existing opportunities

restore confidence in the sustainability of

and to create new ones.

... unused
growth
potential in
services

public finances and thus even trigger positive
effects for economic growth.

An improvement in the underlying economic
conditions would enhance the attractiveness

Improved
structural
starting
position, but ...

As a result of the efforts made over the past

of Germany as a production location and

decade, Germany is, despite the exceptionally

could also enhance potential growth and

sharp economic downturn, in a better struc-

reduce structural unemployment. Even if

tural starting position than in earlier periods

stronger stimuli are likely to be generated by

of recovery. The relative competitive position

domestic activity in the future, there is much

of German enterprises did not change signifi-

to suggest that the strong export orientation

cantly during the crisis and their financial situ-

of German industry will continue. This will

ation did not suffer excessively either. Unlike

help to further increase wealth and prosperity

in a number of other developed economies,

in Germany. At the same time, its depend-
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ency on global economic developments will

without major harm to potential output due

continue. Against this backdrop, it remains

to losses of fixed or human capital. This has

important for enterprises to build up reserves

succeeded extremely well in the current crisis

during periods of economic upturn so that

so far.

economically bad periods can be overcome
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