Upturn started
to falter in 2011
Q4

No change
in underlying
cyclical trend

Deutsche Bundesbank

I Economic conditions in Germany

B Macroeconomic situation

The upturn in the German economy started to
falter in the fourth quarter of 2011. According
to the Federal Statistical Office’s flash estimate,
real gross domestic product (GDP) in the final
three months of the year was 0.2% down on
the quarter after seasonal and calendar adjust-
ment. The economic dip, which had been
emerging for some months, was triggered by
the slowdown in global economic growth
combined with perceptible strains on the real
economy due to the sovereign debt crisis in the
euro area and the uncertainty which this is
causing. The decline over the period under re-
view is nevertheless placed into context by the
fact that output in some branches of industry
achieved a notably high level during the sum-
mer months owing to special measures such as
shorter or no plant shutdowns. Overall capacity
utilisation was at a normal level during the re-
porting period and calendar-adjusted GDP was
2.0% up on the year.

Many enterprises have registered this fall in de-
mand, especially for exports, and have clearly
made adjustments to their short-term plans.
For instance, purchases of intermediate goods
have been scaled back and non-urgent invest-
ments have been deferred in some cases. By
contrast, enterprises are unlikely to have scruti-
nised their medium to long-term strategic deci-
sions so far, as the disruptive factors are widely
regarded as temporary. Personnel planning
continued to be shaped by the fact that the
search for skilled staff might, if anything, be-
come more difficult. The confidence of house-
holds, which was largely unaffected by the un-
certainties of the financial markets, was sup-
ported by the positive underlying trend in the
labour market along with the ample increase in
wages. Not only do income expectations clearly
contrast with the rather mixed outlook for the
economy, there is also — irrespective of the

greater scope for spending — a marked desire
to buy, which is tending to buoy consumption.

According to the statements of the Federal
Statistical Office, private consumption in the
fourth quarter of 2011 is unlikely to have main-
tained its heightened level of the third quarter
in seasonally adjusted terms. Despite this, re-
tailers felt an increased eagerness to spend on
the part of households in Christmas trading.
According to the Ifo business survey, they rated
their business situation in December as much
better than in the preceding months and also
the following January. This conflicts with the
official report of nominal retail sales in Decem-
ber: according to current data, this shows a
seasonally adjusted fall of ¥2% compared with
November." The quarterly result is thus no more
than %% higher than retail takings between
July and September.

The positive sentiment among households is
also a key provider of stimulus for housing con-
struction. Wage growth and the perceived low
risk of redundancy, together with financing
conditions that continue to be very favourable,
have led to more and more households being
confident enough to buy their own home. The
improved income prospects are also giving im-
petus to the buy-to-let market, from which in-
vestors are evidently primarily expecting the
stability of real property ownership at present.
Given sharply rising house prices, there is a
need for a substantial expansion of the housing
stock in order to satisfy the major private and
commercial demand for residential property.

1 The current index level for December 2011 in the raw
data is 1% higher than the figure first published, which —in
contrast to the revised data — received a great deal of pub-
lic attention. Near-time economic analysis, especially with
regard to the assessment of private consumption, is made
more difficult by the fact that, since the introduction of the
new automatic sample rotation in July 2010, retail sales
have been revised upwards by an average of %% following
the initial publication — a revision pattern that cannot be
classified as purely coincidental even taking into account
the short observation period.
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Construction firms probably maintained their
housing construction activities during the re-
porting period at least at the same high level in
seasonally adjusted terms as in the first nine
months of last year, especially as there were no
significant weather-related disruptions up to
December.

While public sector construction is likely to
have suffered a further downturn, heavy use
has been made recently of construction sector
capacity for commercial buildings, too. In 2011,
many enterprises gave priority to the renova-
tion and expansion of business premises over
investment in movable fixed assets, the pro-
curement of which had been given preferential
tax treatment in 2010 owing to more generous
tax depreciation rules. Added to this is the fact
that loan financing — which is often used in
construction projects on account of the large
amounts of investment involved — is decidedly
favourable for enterprises, too, at the moment.
There may possibly exist some fears that the

banks could considerably tighten their credit
standards in the near future. Despite certain
adjustments of the standards, there is no cause
for heightened concern in this regard, how-
ever.

The cyclical upturn in investment in machinery
and equipment is likely to have been inter-
rupted towards the end of 2011. One reason
was that industrial enterprises wanted to wait
until they had a clearer idea about the pros-
pects for business before enlarging their ma-
chine park. In this connection, it was an advan-
tage that, given the slowdown in demand, ca-
pacity utilisation was cut back in the fourth
quarter from its very high level during the sum-
mer months, which meant that there was less
pressure to set up new production facilities. In
addition, investment in vehicle fleets had been
increasing so strongly well into the third quar-
ter of last year that a lull in the final quarter of
2011 would not be unusual.

The slowdown in global economic activity
clearly left its mark on German enterprises’ ex-
port performance in the fourth quarter of 2011.
During the reporting period, there was a sea-
sonally adjusted fall in exports of goods for the
first time since the recovery began in mid-2009.
Dampening effects came, in particular, from
the euro area. The value of goods exports to
euro-area partner countries on an average of
October and November — more recent data for
the regional and goods structure are unavaila-
ble at present — was a seasonally adjusted
2%4% down on the average of the preceding
quarter. Besides this, sales to neighbouring
central and east European countries, including
Russia, were also tending to be weak, however.
By contrast, exports to China returned to their
upward trend following an interruption in
growth in the second and third quarters of the
year. Moreover, German exporters’ business
with the United States noticeably picked up
momentum. Weaker export demand con-
cerned mainly intermediate goods during the
reporting period. There were also fewer ex-
ports of machine, motor vehicle and ICT goods,
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however. This contrasted with a moderate
growth in exports of consumer goods.

Imports lost momentum entirely in the fourth
quarter of 2011 in response to the slowdown in
output and demand. Seasonally adjusted im-
ports of goods showed a perceptible fall on the
quarter in real terms. Demand for intermediate
goods and energy showed the largest decline.
Imports of consumer goods also slowed some-
what following a comparatively sharp rise in
the preceding quarter. By contrast, imports of
capital goods showed a further increase. Im-
ports from the euro area as well as many Asian
countries, including China, were trending
downwards recently. On the other hand, US
manufacturers were selling distinctly more
goods in Germany again following the decline
in the third quarter.

B Sectoral trends

As expected, the fourth quarter saw a lull in the
industrial upswing. Industrial output in the final
three months of 2011 was a seasonally ad-
justed 2%4% down on its high level of the third
quarter. This reflects the fact that the flow of
orders was waning from mid-2011 onwards.
The quite sharp decline in the reporting period
was also due in part to a technical counter-
movement in response to output which had
been stepped up sharply in some segments of
industry during the holiday months as a result
of special measures. Given declining demand,
the holiday quotas “saved” in the summer were
increasingly being used up towards the end of
the year. This is suggested by the fact that, in
December, the number of hours worked per
person employed in industry was a seasonally
adjusted 2% down on the monthly average for
2011, while there was a noticeable peak in
working hours in July. This “holiday effect” is
also likely to be one reason why there was such
an obvious fall in industrial output in Decem-
ber.
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Underlying trends in foreign trade
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Production of intermediate and capital goods
fell by 22% in seasonally adjusted terms in the
reporting quarter. The increase in the output of
capital goods was significantly larger than this
in the preceding quarter, however, so that out-
put between October and December — in con-
trast to the intermediate goods sector — was
still up on the level of the second quarter. This
is consistent with the overall economic picture
of a temporary lull in growth insofar as revi-
sions to investment plans have tended to be
minor, whereas purchases of inputs have been
cut back perceptibly in order to save storage
costs. Consumer goods output fell by a season-
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Further decline
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ally adjusted 1%4% in the reporting period, as in
the preceding quarter.

According to Ifo Institute data, manufacturing
firms rated their capacity utilisation at the turn
of 2011-12 somewhat lower again than in the
preceding October. With utilisation at 84%2% of
normal full capacity, the January figure for in-
dustry was nevertheless still somewhat above
the multi-year average. In the intermediate
goods industry, capacity utilisation at the cur-
rent end is estimated to be 83%%, while the
figure for the capital goods sector is 87%2%.
This gap is due to the generally higher utilisa-
tion in the case of capital goods. There is no

identifiable difference in the degree of utilisa-
tion relative to the respective sectoral average.

Seasonally adjusted construction output was
only %% up on the quarter in the autumn
months. Building construction went up 4% in
the reporting period following an increase of
¥4% in the preceding three-month period. By
contrast, there was a noticeable decline in civil
engineering with a further fall of -34%. Building
construction’s growth lead over civil engineer-
ing reflects the fact that the situation in hous-
ing and commercial construction is significantly
better than in public sector construction at
present. For the construction sector as a whole
— leaving aside seasonal fluctuations due to the
weather —an unchanged high degree of utilisa-
tion continues to be reported. Energy produc-
tion in autumn was a seasonally adjusted V2%
up on the quarter. There was a considerable
year-on-year shortfall owing to the decommis-
sioning of nuclear power plants: the minus fig-
ure widened again perceptibly to -10% after
-8%% in the second and third quarters of 2011.

While many services industries are unlikely to
have felt the direct effects of the slowdown in
industrial activity, the wholesale sector was un-
able to avoid this. The activities of transport
and logistics enterprises were probably also im-
paired. For example, the mileage of domestic
heavy goods vehicles on roads subject to toll
charges declined by 1% in seasonally adjusted
terms in the fourth quarter compared with the
summer months. The statistics show a real de-
cline in sales among retailers, too, at the end of
the period under review. Motor vehicle traders
experienced a slight increase in activity, how-
ever. Many craft trades were still benefiting
from the positive construction activity and con-
sumers’ propensity to purchase.

Employment and labour
market

Notwithstanding the cyclical slowdown, the la-
bour market in Germany remains on an expan-
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sionary course. There was a marked rise in em-
ployment in the final quarter of 2011. Accord-
ing to the estimates of the Federal Statistical
Office, the quarter-on-quarter increase, at a
seasonally adjusted 129,000 persons in work in
Germany (+0.3%), was roughly as high as in
summer. The development in employment sub-
ject to social security contributions was again
somewhat better than in employment overall.
By contrast, there was a further decline in the
number of government-assisted work opportu-
nities (one-euro workfare jobs) as well as those
solely in marginal employment. In seasonally
adjusted terms, there was an increase in self-
employment.

In the first two months of the last quarter, em-
ployment subject to social security contribu-
tions increased by 135,000, or 0.5%, in season-
ally adjusted terms compared with the average
of the third quarter. The largest gains were in
business-related services (excluding temporary
employment) as well as in the health and edu-
cation services. There was also substantial
growth in the number of jobs in trade, the
transport and logistics sector, the information
and communications technology industry as
well as in hotels and restaurants. It is striking
that — unlike the situation just a few years
ago — greater use was not made of atypical
employment relationships in these sectors.
Even so, these newly created jobs are likely to
have involved part-time employment subject to
social security contributions to a certain extent.
The rise in manufacturing employment was
slightly below-average. Among the sectors
showing no job growth recently were the pub-
lic authorities along with temporary employ-
ment, construction and education.

The growth in employment was accompanied
by increased immigration of persons from the
eight central and east European member states
(EU 8) for whom complete freedom of move-
ment has applied since May 2011. At
56,000 persons net between May and August
2011 alone — more recent Federal Statistical
Office data are unavailable at present — more
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than twice as many immigrants came from
these countries to Germany than in the com-
parable period of 2010.2 According to the Fed-
eral Employment Agency, employment subject
to social security contributions of persons from
the EU 8 countries increased by 47,000 in the
four months up to August 2011, while there
was merely a rise of 7,000 in the same period
one year earlier. Part of the growth in employ-
ment was accounted for by persons who were
already living in Germany before May 2011,
however. For the following three months up to
November 2011, the Federal Employment
Agency is assuming a further increase of
around 15,000 in the number of employees
subject to social security contributions from the
“accession eight” countries.

The net migration gains are not due solely to
the effects of granting complete freedom of
movement to workers who are nationals of
these countries. According to an initial estimate
by the Federal Statistical Office, Germany's mi-
gration balance in 2011, at +240,000, was
higher than at any time since 2001. The main
reason for increased immigration is likely to be
the favourable economic and labour market
situation in Germany in relation to other Euro-
pean countries. Despite restrictions on freedom
of movement that are still in force, more per-
sons from Romania and Bulgaria came to Ger-
many in the first eight months of 2011 than in
the year before. Roughly one-tenth of net im-
migration came from Greece, Italy, Spain and
Portugal. One year earlier, the migration bal-
ances with these countries were more or less
level.

Recruiting employees abroad appears still to be
a secondary option for most enterprises. Ac-
cording to the 2011 Labour Market Report of
the Association of German Chambers of Indus-
try and Commerce (DIHK), in terms of prevent-

2 The provisional data of the Central Register of Foreigners
show a net inflow of only 34,000 persons from the EU 8
countries for the eight months from May to December
2011 and thus probably understate immigration from this
region.
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Labour market
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ing the emergence of shortages in qualified
staff, preference is given to measures such as
the targeted personnel development of young
employees, increasing opportunities for voca-
tional education and training, and the expan-
sion of employment of older members of the
workforce. Although, according to this survey,
one enterprise in three reports difficulties in fill-
ing vacancies, this cannot be equated with a
broadly based lack of specialised labour. Nor
does it pose acute economic risks. According
to the Ifo business survey, around one in ten
manufacturing firms at present feels handi-
capped by shortages in the supply of labour.
Irrespective of the current situation, the demo-
graphic outlook means that enterprises and the
social partners are faced with the task of de-
veloping and implementing strategies in good
time to prevent a future shortage of qualified
staff.

There was a further reduction in unemploy-
ment in the fourth quarter. At a seasonally ad-
justed 2.91 million, there were around 39,000
fewer persons registered as unemployed than
in the third quarter. The unemployment rate fell
by 0.1 percentage point to 6.9%. As in previous
quarters, there was a relatively steady decline
in unemployment among those receiving basic
welfare benefits (SGB ). Furthermore, there
was a discernible reduction (15,000) again in
unemployment among persons claiming insur-
ance benefits (SGB Ill) after the decline had al-
most come to a standstill in the third quarter.
Owing to the continued scaling-back of work
opportunities in the additional cost variant
(one-euro workfare jobs) and other active la-
bour market policy measures, overall under-
employment fell considerably more sharply on
the year (-499,000) than registered unemploy-
ment (-216,000). In January 2012, there was a
further marked fall in the official unemploy-
ment figure of 34,000. The unemployment rate
fell to 6.7%.

The available leading indicators show that a
continuing positive development may be ex-
pected on the labour market. As before, the

Decline in offi-
cial unemploy-
ment among
both those
receiving basic
welfare allow-
ance and per-
sons claiming
insurance
benefits

Continued
positive outlook
for the labour
market



Sharp rise in
actual earnings
in 2011, ...

majority of enterprises are planning to increase
staffing levels. The Ifo employment barometer,
which measures the planned staffing levels for
trade and industry over the next three months,
shows a stable level for January compared with
the average of the fourth quarter of 2011 after
the index had been declining from its record
high in the first quarter of last year. The fourth
quarter saw a further sharp seasonally adjusted
increase in the number of unassisted vacancies
reported to the Federal Employment Agency.
The BA-X job index, which is calculated on the
basis of the level and intake of vacancies,
showed a marked rise. Unlike in the last two
quarters, both inflows and outflows of vacan-
cies increased again somewhat, which sug-
gests that the dynamics of the labour market
are accelerating again. However, there was
also a further considerable increase in the aver-
age time reported jobs remained vacant.

B Wages and prices

The positive economic situation was clearly re-
flected in employees’ earnings. Last year, gross
wages and salaries per employee, at 3.4%, rose
more sharply than at any time since 1993. One
reason for this was higher collective wage
agreements with higher scheduled increases in
rates of pay. Another was that employers made
— in some cases considerable — bonus and
extraordinary payments on a voluntary basis.
This was true, above all, of large industrial en-
terprises, which allowed their workforces to
share in the success of their business. The nor-
malisation of regular working hours and the in-
crease in paid overtime also had the effect of
boosting wages. For the current year, a shift
towards higher negotiated wage increases
along with a reduced wage drift appears likely.
This is not due solely to the fact that pay agree-
ments which have already been concluded are
increasingly taking effect. An additional factor
is that increases in remuneration are likely to be
a key focus of the negotiations in this year’s
pay round, which covers a number of key in-
dustries. In this context, it will be necessary to
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make an accurate assessment of the existing
economic risks.

The moderate trend acceleration in negotiated
basic rates of pay continued in the fourth quar-
ter. According to the Bundesbank’s statistics,
they rose by 2.1% on the year in the final quar-
ter of 2011, compared with 2.0% in the third
quarter.® Including all one-off payments and
ancillary agreements, the rise in negotiated
earnings in 2011, at 1.7% on an annual aver-
age, was only marginally higher than in 2010
(1.6%). One factor in this was that hardly any
payment settlements were agreed in major sec-
tors of the economy after mid-2011.

The rate of price increase was tending to accel-
erate in the final quarter of 2011. Opposing
forces were in play on the external side. On the
one hand, commodity prices were being de-
pressed by the global economic slowdown. Im-
porters of intermediate goods benefited most
from this. At the same time, the euro depreci-
ated noticeably. This led to a clear rise again in
the prices of energy imports. There was a sharp
rise in the prices of consumer goods, too. Up-
ward price pressure on imports of capital goods

3 The Federal Statistical Office, whose index excludes civil
servants, reports an increase of 2.1% for the negotiated
rates of basic pay in the fourth quarter, compared with
1.8% in the third quarter.
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House prices in 2011 in Germany

House prices in Germany rose sharply in 2011.
The rate of price increase — calculated on the
basis of data provided by BulwienGesa AG for
125 towns and cities — was 5%2%, a figure con-
siderably higher than in 2010, which already re-
corded a perceptible increase of 2%2%. For the
first time since the reunification boom in the
early 1990s, a cyclical upturn was accompanied
in Germany by a marked price reaction on the
housing markets. In comparison with the situ-
ation in other European countries, the German
property market still occupies a special position,
albeit with largely reversed price trends com-
pared with the time prior to the financial and
economic crisis.

With regard to Germany as a whole, the upward
trend in property prices is likely to be somewhat
overstated owing to the provisional nature of
the data provided. This is due to the fact that the
momentum is focused on urban regions, ie
those areas where the price information of
BulwienGesa AG over the reporting year is con-
centrated at present.” This, however, does not
qualify the underlying trend of a marked acceler-
ation in prices, especially as this is essentially
confirmed by the other available indicators. Ac-
cording to the price index of the Association of
German Pfandbrief Banks (Verband deutscher
Pfandbriefbanken, vdp) for owner-occupied
housing, house prices rose by 2%2% in 2011,
compared with just 2% in the year before. Hy-
poport AG's composite index shows that prices
of new and existing owner-occupied apartments
as well as single-family and two-family houses
went up by 3%2% in the reporting period, having
increased by 2% in 2010. Looking at the annual
average, the obvious upward trend, which has
been a feature of the intra-year movement of
these indicators since at least mid-2010, is re-
flected only to a limited extent. The differences
in the individual results are, however, also due,
in part, to statistical inaccuracies stemming
mainly from the variations in recording by region
and type of dwelling as well as to differences in
the way in which the data are compiled.?

Rising house prices are to be seen in connection
with the strong economic upturn, which was ac-
companied by a further improvement in the la-
bour market situation and brought perceptible
income gains to households. However, an even
more significant factor in long-term decisions,
such as whether to buy a property, is likely to
have been that households’ confidence with re-
gard to employment and income prospects has
not been affected by the current economic slow-
down. Furthermore, households were still able
to take up mortgage loans at extremely low
rates of interest in 2011. In the fourth quarter of
2011, banks were charging an average of 3.6%
on loans for real estate purchases with matur-
ities of between five and ten years, which again
matched the all-time low of the previous year
following the somewhat less favourable interest
rate conditions in the interim. Nevertheless, the
development in prices meant that residential
property did become slightly less affordable.
Even so, surveys show that there was hardly any
tightening of lending conditions during the year.

The pick-up in demand on the housing markets
quickly led to perceptible price and quantity re-
actions as there has been a decline in the overall
availability of housing over the past decade
owing to very weak housing construction activ-
ity.3> The marked trend reversal in new construc-

1 Initial calculations on the basis of a significantly
broadened regional dataset provided by BulwienGesa
AG, which, however, only goes as far as 2010 at
present, show weaker price developments — measured
against the benchmark — than in the comparable
period of the previous year. The main reason for this is
that house prices in rural areas have not increased as
strongly as in urban areas. The broadly based house
price index of the Federal Statistical Office, which does
not provide data beyond the reporting year 2010 at
present either, also indicates more moderate dynamics
for Germany as a whole. See J Dechent, Preisindizes
flr Wohnimmobilien, Wirtschaft und Statistik, Novem-
ber 2011, pp 1126-1134.

2 See also, for example, the information on property
prices contained in the Bundesbank’s Monthly Reports
of February 2009 (pp 52-53) and February 2010
(pp 58-59).

3 See also Deutsche Bundesbank, Extended invest-
ment cycle with stable prices: supply and demand in
the German housing market from a longer-term per-
spective, Monthly Report, June 2010, pp 47-58.
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tion activity since 2010 is not just further evi-
dence of the fact that demand has increased
significantly in the intervening period; it also
suggests that price pressure would have been
even greater if supply had been less elastic. Ac-
cording to the provisional figures of the Federal
Statistical Office, real housing investment went
up by just under 6% in 2011. Building permits
— measured in terms of the estimated costs for
newly constructed housing — rose approximately
by more than one-fifth on the volume of 2010.

The upward trend in prices now appears to have
reached the German housing market on a broad
front. The highest growth rates in 2011 — as in
the previous year — were seen in larger towns
and cities and their surrounding areas.* This re-
flects the attractiveness of urban agglomer-
ations, which are generally the first to benefit
from an economic recovery. With regard to the
price dynamics, the geographical location no
longer plays a significant role, whereas differ-
ences in levels remain considerable. With regard
to house price inflation differentials, conver-
gence movements cannot ruled out, especially
between the large towns and cities. On these
comparatively transparent markets, compensat-
ing forces may have tended to become a more
significant factor owing to the heightened pres-
ence of investors. The fact that capital invest-
ment decisions are again having a greater im-
pact in shaping the housing market in Germany
is also apparent in the thriving demand for
apartments in multiple-family dwellings. Despite
extensive housing construction activity, demand
has been outstripping supply considerably for
some time now. This market situation led to a
7% rise in the price of new apartments in 2011,
after marked price inflation at 4% in 2010. The
increase in resale prices was only marginally
lower.

The brighter outlook for the German economy in
terms of structural growth tends to justify the
fact that optimism has increasingly returned to
the German housing market, too. Nevertheless,
it should be borne in mind that, from a longer-
term perspective, demand for housing will es-
sentially be determined by the relatively un-
favourable demographic benchmark figures,
which themselves can be influenced only to a
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limited extent by the emerging increase in mi-
gration. This also places a limit on the potential
of macroeconomic growth. There is thus no
guarantee that the prospective available scope
for expenditure for housing purposes can be
broadened to the extent that rising purchase
prices can always be covered by rental income.
The potential for a setback in prices is still man-
ageable, however. This risk should be faced,
however, especially in the case of investment in
residential property with the aim of safeguarding
real value.

4 In larger towns and cities (around 500,000 inhabit-
ants or more), prices for semi-detached houses and
owner-occupied apartments rose by 7% in 2011, com-
pared with 3%9% in 2010.
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Import, export, producer and
consumer prices
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accelerated. Even so, the overall year-on-year
rate of increase in import prices fell to 5.5%,
since the sharp rise in crude oil prices one year
earlier is no longer taken into consideration.

In the fourth quarter, German industry was
able to push through price increases in domes-
tic and export sales on a scale similar to those
in the third quarter, namely by 2% on average.
The annual rate for producer prices fell to 4.8%
and for export prices to 2.7%. The weaker valu-
ation of the euro in the forex markets was ac-
companied by a deterioration in the terms of
trade.

Construction prices continued to accelerate in
the wake of robust construction activity. The
year-on-year figure remained largely un-
changed at nearly 3.1%. According to the cal-
culations of the Association of German Pfand-
brief Banks (Verband deutscher Pfandbriefban-
ken), purchase prices for owner-occupied
housing were 0.2% up on the third quarter and
2.3% higher than in the same period of 2010
(see pages 50-51 for details of house prices in
2011).

Consumer inflation was marked by the sharp
rise in energy prices as a result of the depreci-
ation of the euro. If energy is excluded, the rate
of price increase fell on the quarter, however,
with the abolition of student tuition fees in
North Rhine-Westphalia in October being a
factor. Added to this were accelerated price re-
ductions in the case of clothing and shoes,
probably on account of the mild weather con-
ditions. If these special effects are subtracted, a
gradual acceleration of inflation is evident in
the underlying trend. Including energy, con-
sumer prices rose, at a seasonally adjusted
0.5%, somewhat more sharply on a quarterly
average than in the preceding period. The an-
nual CPI figure was unchanged at 2.4% and
HICP inflation was 2.7%. Over the quarter,
however, the annual CPI rate of inflation fell
from 2.6% in September to 2.1% in December
and the HICP figure went down from 2.9%
to 2.3%.

... and in indus-
trial sales prices

Rising construc-
tion and real
estate prices

Gradual easing
of consumer
inflation



Brighter outlook
for growth

More industrial
orders again
from non-euro-
area countries

Consumer prices rose sharply at the beginning
of 2012 at a seasonally adjusted 0.3%. Petro-
leum products became clearly more expensive
again owing to higher crude oil prices, the im-
pact of which was reinforced by the depreci-
ation of the euro. Furthermore, the prices of
shoes and clothing were now reduced less
sharply than usual. Services became markedly
more expensive. Rents, too, were trending up-
wards. The annual CPI and HICP figures re-
mained unchanged at 2.1% and 2.3% respec-
tively. The year-on-year rate is likely to go up
again in February before possibly easing again
in the following months as the energy and
food price shocks of early 2011 gradually drop
out of the calculations.

B Orders received and outlook

There was a perceptible improvement in the
outlook for the German economy towards the
end of the reporting period. In the first quarter
of 2012, external retarding factors will weigh
on production again. From spring onwards, the
cyclical drivers of growth could gain the upper
hand, however. A fairly rapid resumption of
growth, which was the assumption underlying
the December projection, now looks more
likely. In a setting of somewhat calmer financial
markets, enterprises are gaining new confi-
dence, while domestic demand remains on a
sound expansionary course. According to the
Ifo surveys, business expectations in trade and
industry have made a clear recovery from their
interim low in the autumn months.4

In industry, assessments of the business situ-
ation were likewise tending to point upwards
slightly towards the end of the period under

4 The latest DIHK survey from the beginning of 2012
shows that business expectations have deteriorated slightly
since the preceding survey that took place between the
end of August and the end of September 2011. This does
not contradict the finding of the monthly Ifo business sur-
vey, however. First, the more pessimistic assessments in the
former case date essentially to the period following the last
DIHK survey. Second, new economic signals tend to show
up in the DIHK survey with a certain time lag compared
with the Ifo business survey.
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Demand for industrial goods and
construction work

Volume, 2005 = 100, seasonally adjusted, quarterly
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Orders of inputs
still on the
decline, but
growth in capi-
tal goods orders

review. Seasonally adjusted incoming orders,
however, were easing off again in the fourth
quarter. The quarter-on-quarter decline, at
1%2%, was only half as strong as in the third
quarter, although it should be borne in mind
that the sharp fall in the third quarter was due
to the volume of large orders returning to nor-
mal after the decidedly large volume in spring.
Leaving aside the manufacture of other trans-
port equipment, orders of which were very
heavily influenced by this, the reduction in
goods orders during the reporting period, at a
seasonally adjusted 2%, was, in fact, larger
than in the preceding quarter (-¥%49%). The flow
of orders from non-euro-area countries turned
positive. Orders from this region between Oc-
tober and December were 4% up on the quar-
ter in seasonally adjusted terms. By contrast,
there was a further (3%) fall in domestic orders
and orders from non-euro-area countries
slumped by as much as 5%2%.

The sharp fall in demand for inputs in the
fourth quarter suggests that the first few
months of 2012 will also be marked by the dip
in growth. Orders of intermediate goods were
pointing upwards again in seasonally adjusted
terms, however, even if weak demand from the
euro area meant that the increase was no more
than subdued. Machinery and vehicles made in
Germany were nevertheless in heavy demand
again from non-euro-area countries. Consumer
goods demand in autumn 2011 was slightly
down on the quarter overall, with domestic
business being the decisive factor. The no more
than moderate %2 percentage point decline in
manufacturing capacity utilisation between Oc-
tober and January suggests, in line with output
expectations, that industrial production will de-
cline less sharply in the first quarter of 2012
than it did towards the end of 2011.

Buoyant construction demand will give strong
stimuli to the economy for the foreseeable fu-

ture. This also applies to the winter months,
unless weather conditions result in production
being interrupted for prolonged periods. In
that case, significant catching-up effects could
be expected in spring, however. While civil en-
gineering will probably tend to weaken owing
to declining public sector demand, a period of
high utilisation lies ahead for building construc-
tion. The orders situation in this segment is de-
cidedly favourable at present, not least because
it is being underpinned equally by housing con-
struction and commercial construction. Meas-
ured by the estimated construction costs, the
past three years have seen an underlying trend
increase in building permits for housing con-
struction. In October and November 2011, the
volume was a seasonally adjusted 134% up on
the average of the preceding quarter. There
was a surge in commercial construction during
the same period. Despite generally high volatil-
ity and the comparatively significant impact of
major projects, it is notable that October and
November saw commercial office buildings be-
ing approved on a scale that exceeded the av-
erage volume of the first nine months of 2011
by more than one-quarter. The expansion in
demand for commercial construction has been
broadly based for some time now. It has been
especially strong in factory buildings, however,
while growth in newly approved office and ad-
ministrative buildings has been more subdued.

Private consumption will continue to buoy eco-
nomic activity. The ongoing positive sentiment
among consumers is the key factor in this re-
spect. As they see it, income risks exist only on
a limited scale at present. As a result, savings
motive are receding in importance, particularly
as deposit rates are currently extremely low.
Not only do households feel that the time has
come to purchase large durable goods, they
are also probably spending more on recreation,
leisure and entertainment.

Construction de-
mand strongly
expansionary

Upward trend
in private
consumption





