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I Economic conditions in Germany

B Macroeconomic situation

The German economy is on a sound growth
path. According to the flash estimate of the
Federal Statistical Office, real gross domestic
product (GDP) in the third quarter of 2013 was
0.3% up on the previous three-month period
after seasonal and calendar adjustment. This
matches the average quarterly growth rate in
the first half of the year, although growth in
the first two quarters was marked by major
fluctuations owing to the weather. Thus, in
terms of the underlying cyclical trend, the Ger-
man economy has been expanding at about its
potential growth rate since overcoming the
temporary phase of weakness three quarters of
a year ago. The balanced nature of the overall
economic situation is also revealed by the fact
that production is in line with normal utilisation
of aggregate capacity.

Economic growth is being sustained by a
broadly based upward movement in domestic
economic activity, and is now also free of exter-
nal disturbances again. Nevertheless, the exter-
nal setting is still not generating any significant
stimuli. This has had a dampening impact on
corporate investment. By contrast, housing
construction generated powerful stimuli again
in the summer months and the upturn in pri-
vate consumption continued in a setting
marked by the favourable situation on the la-
bour market and notable growth in earnings.

Given the cautious economic recovery in the
euro area, still moderate growth in other major
industrial countries and the continuing sub-
dued expansion in the emerging market econ-
omies, German export business still lacked mo-
mentum in the third quarter. Exports of goods
were up ¥2% overall on the quarter in price and
seasonally adjusted terms. Exports to other
countries in the euro area showed a slight in-
crease in the period under review. By contrast,
demand from countries outside the euro area

in the summer months was down overall on
the preceding quarter. This was due mainly to a
clear decline in exports to the new industrial
countries in Asia, south and east Asian emer-
ging markets (excluding China) as well as to the
countries which are heavily dependent on ex-
ports of oil and gas. There was also a decline in
US business following an increase in the second
quarter. On the other hand, there was a steep
expansion in exports to China again after a de-
cline in the previous quarter, and the central
and east European EU countries also showed
an increase following a one-year lull. (Details of
the latest developments in German exports of
goods to China may be found on pages 47
to 49.) Moreover, the pull of demand from
Japan strengthened again distinctly compared
with the second quarter.

Overall output
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Motor vehicle
exports still on
the up

Underlying trends in foreign trade
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In the period under review, exports held up at
the same level as in the previous quarter after
seasonal adjustment, solely because of a fur-
ther substantial rise in motor vehicle exports.
This almost entirely offset the decline suffered
by German automotive manufacturers in the
fourth quarter of 2012 and the first quarter of
2013. Otherwise, negative figures predomin-
ated in other major branches of export industry
following increases in the second quarter. In
the chemicals and pharmaceutical industry, ex-
ports have been stagnating for roughly one
year.

Imports are unlikely to have expanded further
in the summer in seasonally adjusted terms,
following a marked increase in the second
quarter. In real terms, seasonally adjusted ex-
ports of goods were, in fact, down by %% in
the third quarter. This was due chiefly to fewer
purchases in the other transport equipment
sector, which often display sharp fluctuations.
By contrast, German enterprises imported dis-
tinctly more motor vehicles as well as Informa-
tion and Communications Technology (ICT)
products and electrical equipment. Imports of
machinery and intermediate goods showed
only a slight rise, however. Demand for foreign
consumer goods was just as strong as in the
previous quarter. There was a major increase in
energy imports. Somewhat more goods were
imported from non-euro-area countries than in
the second quarter, while imports from other
euro-area countries fell slightly from an ele-
vated level.

Industrial investment did not move to a clear
path of recovery in the third quarter. Although
the prospect of an improvement in business is
becoming increasingly widespread in the cor-
porate sector, firms have been rather cautious
so far in using this as a reason for stepping up
investment. After seasonal adjustment, the do-
mestic sales of capital goods producers showed
no more than a subdued rise in the third quar-
ter, and only slightly more machinery and
equipment was imported for production sites
in Germany at the end of the period under re-
view. Measured by the number of new registra-
tions, enterprises’ fleets of vehicles likewise
showed hardly any growth. On the other hand,
it is an encouraging sign that Ifo surveys show
industrial capacity utilisation almost matching
its longer-term average again. This means that
enterprises can be expected to increase their
capital investment again if the upward ten-
dency in demand continues to strengthen. Fur-
thermore, conditions for borrowing are still
very favourable, and many procurement items
can also be financed from self-generated re-
sources.

Imports of
goods virtually
unchanged

Scarcely any
revival in
corporate
investment
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Reasons for the recent slump in German goods exports

to China

Foreign trade with China has become con-
siderably more important for the German
economy over the past few years. In terms
of value, China accounted for 6% of Ger-
many’s total goods exports in 2012; this fig-
ure was even as high as 10%% for motor
vehicles and 834% for capital goods (ex-
cluding motor vehicles). After a period of
rapid growth between 2009 and 2011, in
which the value of German goods exports
to China rose from €37% billion to €643
billion, growth almost came to a halt in
2012. The available data are even showing
signs of a slight decline for the current year.
Growth between January and August was
down 334% on the year, even though the
general tendency has been pointing up-
wards again somewhat in the last few
months. Breaking down exports by cat-
egory of goods shows that the recent slump
in German exports to China was due pri-
marily to developments in the categories of
goods “motor vehicles” and “other capital
goods”. The demand determinants of these
two categories will be analysed in greater
detail below.

Motor vehicle exports to China grew ex-
tremely strongly between 2009 and 2011.
In terms of value, they went up from €634
billion to €1734 billion and thus made up
around two-fifths of the growth in total ex-
ports to China. This was due chiefly to sub-
stantial growth in passenger car exports,
which increased from 123,000 units in
2009 to 309,000 in 2011. A number of fac-
tors were behind this steep rise. First, this
period saw a sharp expansion in the market
for new cars in China, and German auto-
motive groups were largely able to boost
their share of the Chinese market. A further
significant factor was that German manu-
facturers did not expand their local produc-
tion in China on the scale needed to meet
the rapid growth in demand, which meant
that a larger percentage of their sales had
to be covered through imports.

Since the second quarter of 2012, however,
German motor vehicle exports have been

showing a clear downward trend on a
monthly basis, despite the fact that the Chi-
nese passenger car market has continued
to grow — albeit at a less dynamic pace than
before — and German manufacturers have
gained additional shares of the market. The
slump in German motor vehicle exports was
due solely to a decline in exports of motor
vehicles and motor vehicle engines, whereas
exports of motor vehicle parts and acces-
sories continued to grow at a steady pace.
One of the main reasons for this is likely to
have been that, owing to capacity exten-
sions, German manufacturers stepped up
their output of passenger cars in China to a
disproportionately large extent in relation to
demand (by around 20% in 2012 to 2.9 mil-
lion units)." This trend seems to have con-
tinued in the current year.

There are many different motives behind
the increased build-up of production sites in
China of late. These include, for one thing,
cheaper staffing costs at the new sites. An
even more important factor would seem to
be the advantage of being able to serve the
market directly. In particular, close customer
proximity brings down transport and logis-
tics costs. High customs duties and non-
tariff trade barriers, such as local content
requirements, may also have been a motiv-
ation for German enterprises to generate at
least a part of value added in China, while
so far tending to leave value-added stages
needing highly qualified professional skills,
such as research and development, in Ger-
many. Even though the relocation of pas-
senger car production sites has had a
dampening impact on German exports, it
should not be forgotten that German enter-
prises are increasingly benefiting from their

1 According to the raw data of the VDA, passenger car
output of German manufacturers in China rose by as
much as 36% in 2012. It should be borne in mind,
however, that some models were still being classified
as “Made in Germany” up to 2011 and were thus in-
cluded in the VDA export statistics; the share of local
value added generated in China has increased, which
means that they are now classified as overseas produc-
tion for statistical purposes.
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direct investment in China and that this is
being reflected in rising earnings from dir-
ect investment — in the form of dividends
and reinvested profits — in their investment
income. In 2012, this item accounted for €5
billion of Germany’s current account with
China, compared with €134 billion in 2008.

The recent similarly sluggish growth in other
German capital goods exports to China has
another set of reasons, however. These ex-
ports recorded exceptionally strong growth
in 2010 and 2011; 2012 saw a slight de-
cline, however. This weaker growth primar-
ily affected exports of machinery, which ac-
count for most of German capital goods
exports (excluding motor vehicles) to
China.2 The dynamics of German capital
goods exports to China is determined
mainly by the pace of investment activity in
that country. In the first few years after the
global financial and economic crisis, pro-
duction capacities in Chinese industry
underwent a sharp expansion, which bene-
fited German exporters of capital goods in
particular. Subsequently, however, growth
in business investment in China appears to
have weakened considerably as a result of
the prevailing cyclical factors.? Against this
backdrop, total Chinese imports of capital
goods recorded only relatively weak growth
overall in 2012.4 Given that the correspond-
ing Chinese imports from Germany have ac-
tually declined, the German market share of
all Chinese capital goods imports, which
had risen to 7Y% by 2011, fell again dis-
tinctly in 2012 to 6%:%. Project range and
competition effects may have a negative
impact in this context.

Over the next few years, German goods ex-
ports to China are likely to pick up again on

2 By contrast, positive contributions to growth were
generated by the manufacture of aircraft and space-
craft as well as information and communications tech-
nology (ICT) products.

3 The Chinese statistics authority does not publish any
comparable national accounts data. This assessment is
therefore based on all the indicators that are currently
available.

4 Based on the Chinese import statistics, China’s total
capital goods imports (as defined in the Broad Eco-
nomics Categories) grew by 2%4% in 2012 on a US dol-
lar basis.
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the whole. It does, however, seem unlikely
that they will be able to match the rapid
pace of growth in the past. One important
factor in this context is the fact that the
pace of growth of German capital goods
exports is likely to be much weaker in future
owing to the structural limitations of the
current, decidedly investment-driven Chi-
nese growth model.> If the Chinese govern-
ment succeeds in restructuring the growth
model as it intends, Chinese import de-
mand is likely to shift more strongly towards
consumer goods. Given that these products
have, to date, accounted for only a small
percentage of German exports to China,
the contributions to growth generated as a
result are unlikely to be enough to offset
the slower growth in capital goods exports,
however. The underlying trend in the
growth of German motor vehicle exports to
China is also likely to be more moderate in
future than was the case prior to the recent
consolidation. Given its persistent low de-
gree of market saturation and in view of its
expected more strongly consumer-driven

There was a further substantial expansion in
housing construction in the period under re-
view. The orders situation improved further in
the first half of 2013 and, given the high level
of capacity utilisation in the second quarter, it
was not possible to catch up on all the produc-
tion backlog that had built up during the long
winter. Such effects may have also been a fac-
tor in public sector construction after the surge
in orders at the beginning of the year, espe-
cially as public infrastructure construction pro-
jects extend over longer periods anyway.

Against a backdrop of optimistic income ex-
pectations and households’ high propensity to
purchase, the upward trend in private con-
sumption continued in the third quarter of
2013, albeit with less momentum than in the
preceding three months. This is indicated by re-
tail sales, which, in the summer, did not quite
match their second-quarter level in seasonally
adjusted terms. Furthermore, new private pas-
senger car registrations were slightly down

Deutsche Bundesbank

growth profile, the Chinese passenger car
market still has a lot of upward potential.
Nevertheless, the extensive plans of Ger-
man automotive manufacturers to expand
their capacities in China indicate that the
anticipated rise in demand in the Chinese
passenger car market is to be serviced pri-
marily by increased local production. A
number of German car models, including
those in the luxury segment, as well as cer-
tain car parts and accessories are likely to
continue to be manufactured in Germany
and thus benefit from the general growth
of the market in China.

5 Furthermore, exports could also suffer if German
manufacturers of machinery were to shift more of their
production to China. It is, however, unlikely that this
will occur on a scale similar to that of passenger cars.
The fact that the German mechanical engineering sec-
tor largely consists of medium-sized enterprises is also
a factor in this context.

from their strongly heightened level in the pre-
ceding quarter.

B Sectoral trends

Seasonally adjusted industrial output expanded
only moderately by %% in the third quarter of
2013 compared with the spring. Manufacturers
of capital goods increased their output by 1%.
This was due chiefly to the automotive sector:
despite the holiday period, buoyant demand
led to a steep (4%) expansion in its output in
the third quarter. Excluding the automotive in-
dustry, capital goods production did not quite
match the previous quarter’s figure. There was
a marked cutback in the manufacture of ma-
chinery as well as of computers, electronic and
optical products and electrical equipment. Sea-
sonally adjusted output of intermediate and
consumer goods remained virtually unchanged
in quarter-on-quarter terms.
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Overall increase
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in construction
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Ifo surveys show that, in the wake of expand-
ing production, the degree of utilisation in in-
dustry increased in seasonally adjusted terms
to 83%2% of full operational capacity in Octo-
ber compared with its July level. This means
that, in the period under review, industrial cap-
acity utilisation nearly matched its long-term
average, which can be interpreted as a normal
degree of utilisation. The individual sectors dis-
play marked differences. In the intermediate
goods sector, there was a considerable increase
in the utilisation of tangible fixed assets, which
meant that it was 1 percentage point above its
multi-year sectoral average. This contrasted
with a fall in capacity utilisation in the case of
capital goods producers, which resulted in a
slight increase in the shortfall vis-a-vis the sec-
oral average. The temporary major expansion
in output in the automotive industry during the
third quarter may have played a part in this.

Seasonally adjusted output in the main con-
struction sector expanded again in the third

quarter (+1%2%) starting from a level in the pre-
ceding quarter that was considerably height-
ened due to weather-related catch-up effects.
The increase in activity in civil engineering
(+2%%) was greater than that in building con-
struction (+1%%). There was a somewhat
larger increase in output in the finishing trades
(+234%). This was probably due to the strong
upturn in the main construction sector in the
spring months. Nevertheless, the figures for the
finishing trades are still provisional owing to
the fact that the data are liable to revision.
There was a seasonally adjusted 1%2% increase
in energy production in the summer.

The upward movement in the services sector is
likely to have continued in the reporting period.
One indication of this is that Ifo surveys show a
clear improvement in the business situation in
the most important sectors. Industry-related
services benefited from the expansion in con-
struction and parts of industry. The slight in-
crease in the mileage of domestic heavy goods
vehicles subject to tolls on motorways suggests
that this is also likely to include the transport
sector. Furthermore, there was a marked in-
crease in wholesale turnover after an extended
lull. The motor vehicle trade suffered a slight
fall overall, but this was due to declining sales
to households after a heightened level in the
preceding quarter. This contrasted with an ex-
pansion in sales to business customers. In line
with the positive consumer climate, consump-
tion-related services also performed well. Retail
sales were only marginally down from their
high level in the previous quarter. Hotels and
restaurants recorded a marked rise in turnover.

Employment and labour
market

The situation on the labour market continues
to be characterised by a moderate increase in
both employment and unemployment. This un-
typical parallel development can chiefly be ex-
plained by strong labour-market-oriented im-
migration. However, a part is also played by the

Construction
activity and
energy produc-
tion significantly
higher

Continued
upward trend in
services sector
activity

Calm labour
market
development
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fact that labour force participation is tending to
increase. On an average of the summer months,
the seasonally adjusted employment figure in
Germany was 70,000 higher than in the second
quarter. This corresponds to an increase of
0.2%. Most of this growth was in employment
subject to social security contributions, while
self-employment was stagnating and fewer
persons were taking part in labour market pol-
icy measures, especially in terms of (re)integra-
tion into the job market, training and work op-
portunities. The number of persons solely in
forms of marginal employment has not been
following any clear trend for some time.

After seasonal adjustment, roughly 72,000
additional jobs subject to social security contri-
butions were filled in July and August together;
this corresponds to an increase of %% com-
pared with the second quarter. There was es-
sentially a continuation of the sectoral trends
of the spring months. The main increases in
employment were in the business-related ser-
vices (excluding temporary agency employ-
ment: +34%), health and education (+¥2%), and
the logistics sector (+¥2%). The construction
sector was displaying a slight upward tendency
again. In manufacturing, the level of employ-
ment remained unchanged. In temporary
agency employment, which underwent a con-
siderable downward adjustment over the past
few quarters and whose labour is often de-
ployed in industry, there was a stabilisation.

There continues to be a high level of labour
force immigration to Germany. In the first five
months of the current year, around 158,000 per-
sons, on balance, moved to Germany. That is
14,000 more than in the same period of last
year. Immigration has been increasing steeply
for about three years now with roughly 75%
originating from within the EU. The main coun-
tries of origin are, first, the 2004 central and
east European EU8 accession countries as well
the south-east European countries Romania
and Bulgaria which joined the EU in 2007 (EU2)
and, second, the four south European periph-
ery countries.’

Deutsche Bundesbank

Immigration from the EU8 countries appears to
have peaked. So far this year, there have been
fewer immigrants from this region than in
2012, with their share falling to 30%. On bal-
ance, there were also slightly fewer immigrants
to Germany than one year ago from Romania
and Bulgaria, which account for one-fifth of
net immigration. They are currently still subject
to restrictions of the freedom of movement for
workers in Germany. The new members of the
labour force who have immigrated from central
and south-east European countries are most
often employed in agriculture, hotels and res-
taurants, in construction and in other business-
related services (including temporary agency
employment). Immigration from the countries
of southern Europe has increased rapidly in
connection with the difficult economic situ-
ation and has now reached a share of one-
fifth. Even so, the increase has slowed down of
late. The current immigration is chiefly a com-
pensatory reaction to varying income and
employment opportunities within the EU. The
Federal Employment Agency data show that, in
parallel with immigration, there has been a very
substantial rise in the number of wage and sal-
ary earners among persons from the countries
of the EU, while unemployment and drawing
of social transfers has shown only a marginal to
moderate increase.2 One new development is
the higher level of immigration from Russia.
This is also likely to be largely motivated by the
aim of taking up work in Germany.

Over the summer months, the number of per-
sons registered as unemployed was, on aver-
age, only marginally up on its level in the
second quarter. However, there was a relatively
significant rise in seasonally adjusted official
unemployment to 2.97 million in September
after a comparatively positive development

1 The EU8 countries are Poland, Czech Republic, Slovakia,
Hungary, Slovenia, Lithuania, Latvia and Estonia. The four
south European countries with sizeable migration move-
ments to Germany are ltaly, Spain, Portugal and Greece.

2 See Bundesagentur fur Arbeit (2013), Auswirkungen der
Arbeitnehmerfreiziigigkeit und der EU-Schuldenkrise auf
den deutschen Arbeitsmarkt, Berichtsmonat Februar 2013,
Hintergrundinformationen, Nuremberg, April 2013.
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Labour market
Seasonally adjusted, quarterly

Million
420 Employed

41.5
Total
41.0
40.5
40.0 Thou-
sand
Year-on-year change' +1,000
| I I I I I -
"II l "IIII o
- nm
Million - 500
295 Jobs subject to social security
contributions
29.0 Jul-
Aug
28.5
Occupied positions
28.0
27.5
27.0 Thou-
sand
Unsubsidised vacancies? 500
(scale enlarged)
400
Oct
300
Million 200
40 Unemployed
Officially unemployed?
3.5
Oct
3.0
2.5 Thou-
Year-on-year change' sand
+ 500
Oct
il 1 o
- f—
[
- 500
—1,000

2008 2009 2010 2011 2012 2013

Source of unadjusted figures: Federal Statistical Office and Fed-
eral Employment Agency. 1 Not seasonally adjusted. 2 Exclud-
ing seasonal jobs and jobs located abroad. 3 From May 2009,
unemployed excluding persons newly registered on the books
of private employment agencies.

Deutsche Bundesbank

during the holiday months; the unemployment
rate stood at 6.9%. Unemployment remained
at this heightened level in October. In contrast
to the preceding quarters, the increase in the
third quarter no longer came from unemployed
persons claiming insurance benefits. With de-
mand expected to pick up, recruitment could
have been stepped up from among the ranks
of the short-term unemployed. Instead, for the
past six months, the number of unemployed
persons receiving the basic welfare allowance
has been on the rise again. This is probably due
to a higher number of persons moving out of
the unemployment insurance system who be-
came unemployed one year ago in the wake of
the economic slowdown.

Under the given conditions, there is unlikely to
be very much change in the overall positive
situation on the labour market in the next few
months. The Ifo employment barometer, which
provides information on the employment plans
of trade and industry and business-related ser-
vices over the coming three months, points to
a continued subdued increase in employment.
The Federal Employment Agency’s BA-X job
index likewise stabilised in the third quarter,
mainly because of an improvement again in the
intake of vacancies. A continuing high number
of vacancies is revealed by the Job Vacancy Sur-
vey of the Institute for Employment Research
(IAB).

To supplement the existing leading labour mar-
ket indicators, which are geared mainly to em-
ployment trends, at the end of October the I1AB
published for the first time an indicator de-
signed to provide information on labour mar-
ket developments in Germany over the coming
three months. The IAB labour market barom-
eter analyses monthly surveys of the managers
of all the regional employment agencies. The
qualitative results are condensed into an index
value that can fluctuate on a scale between 90
and 110, with a value of 100 indicating a neu-
tral development and higher values announ-
cing a decline in unemployment. The current
figure of 99.6 therefore signals a largely un-

Labour market
situation still
favourable
under the given
conditions

IAB labour mar-
ket barometer
published for
the first time
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changed level of unemployment for the rest of
the year.

B Wages and prices

Growth in negotiated rates of pay accelerated
again in the third quarter of 2013, after slowing
temporarily in the second quarter, not least
owing to agreements on staggered pay in-
creases in major industries governed by collect-
ive wage agreements. In the period under re-
view, basic negotiated rates of pay went up by
2.4% on the year, compared with an increase
of 2.1% in the second quarter. Also including all
one-off payments and ancillary agreements,
the increase of 2.3% in negotiated pay was
higher than that in the preceding quarter
(+2.1%). During the reporting period, actual
earnings may have risen at the same pace as
negotiated rates of pay.

In September, the social partners concluded a
new pay agreement in temporary agency em-
ployment. This provides for annual pay in-
creases averaging 3%2% in western Germany
and just under 4%2% in eastern Germany run-
ning for a total period of three years; these
rates of increase are distinctly higher than those
agreed recently in the other sectors. Along
with the provisions on granting sectoral wage
add-ons, this agreement is an additional factor
making the use of temporary employment sig-
nificantly more expensive. Moreover, for agen-
cies the risks associated with the hiring of tem-
porary labour are increasing. For a sector that is
especially susceptible to cyclical fluctuations,
agreeing a binding timetable for wage in-
creases up to the end of 2016 means a consid-
erable restriction of flexibility. In the lowest
wage category, temporary employees earning
in line with the west German pay scale will re-
ceive hourly remuneration of €8.50 from the
start of next year. In eastern Germany, this rate
will be reached in June 2016.

The introduction of a general statutory min-
imum wage is under consideration in the nego-

Deutsche Bundesbank

tiations on forming a new federal government
in Germany. A key argument of its advocates is
that the pay of employees currently working
predominantly in areas not covered by collect-
ive pay agreements for low wages should be
raised to a level at which there is no need to
draw supplementary social benefits. This line of
reasoning introduces socio-political objectives
into pay negotiations, which have hitherto
been determined by the social partners primar-
ily on the basis of skills and industry-specific
considerations. Setting a statutory minimum
wage would represent a significant encroach-
ment on longstanding pay negotiation struc-
tures, which may harbour considerable em-
ployment risks.

One sixth of employees currently receive an
hourly wage of less than €8.50.3 A general in-
crease of such low wages would give rise to
considerable wage cost pressure, some of
which would be reflected in higher consumer
prices. Jobs would be directly affected if firms
were unable to pass on or absorb the add-
itional strain. Employment prospects would
also be reduced by a fall in demand resulting
from any price increases. Furthermore, wages
set at a high level at the lower end of the pay
scale would make (re)integration into the la-
bour market more difficult precisely for low-
skilled members of the workforce, who repre-
sent the problem group in the labour market. It
should also be noted that a general minimum
wage set at a fairly high level would probably
have implications for the entire negotiated pay
structure and may trigger further pay rises.

At the upstream stages of the economy, the
third quarter saw a continuation of the under-
lying downward trend in prices due to the eu-
ro’s appreciation and still subdued global in-
dustrial activity. This was obscured, however,
by rising crude oil prices, which meant that im-
port prices remained unchanged overall in sea-

3 See K Brenke and K-U Muller, Gesetzlicher Mindestlohn —
Keinverteilungspolitisches Allheilmittel, DIW-Wochenbericht
39/2013, pp 3-17.
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1 Excluding additional benefits and lump-sum payments.
Deutsche Bundesbank

sonally adjusted terms in the third quarter after
a marked decline in the second quarter. By con-
trast, domestic producer prices and export
prices, which are affected only to a small de-
gree by crude oil prices, both showed a sea-
sonally adjusted 0.2% fall on the quarter. Prices
of intermediate goods fell very sharply, while
declining or stagnating prices for imported
capital and consumer goods contrasted with
price rises at the domestic producer level. This
applies in particular to the prices for food, bev-
erages and tobacco. In year-on-year terms,
there was a sharp fall of 2.9% in import prices,
while domestic producer prices went down by
no more than 0.4% and export prices declined
by 0.9%. In line with this, there was a percep-
tible improvement in the terms of trade, al-
though they were still below their medium-
term average.

Housing construction prices showed a moder-
ate rise again in the third quarter. Structural
work was only 1.5% more expensive year on
year, while there was a somewhat sharper rise
of 2.3% in the finishing trades. There was a fur-
ther sharp increase in sales prices for owner-
occupied housing. According to data of the
Association of German Pfandbrief Banks (Ver-
band deutscher Pfandbriefbanken, vdp), the
annual rate accelerated to 3.8%, with the rate
of price increase slowing to 4.8% for freehold

apartments and accelerating to 3.4% for sin-
gle-family houses.

Consumer price inflation in Germany acceler-
ated somewhat in the third quarter. The sea-
sonally adjusted quarterly rate went up from
0.4% to 0.5% at the end of the period under
review. In euro terms, oil prices were a little
higher than in the previous quarter. This led to
a further rise in energy prices, especially for re-
fined petroleum products, which was thus the
main reason for the acceleration in consumer
price inflation in the third quarter. Food prices
also showed a further marked increase. It was
only as the quarter progressed that the prices
of fruit and vegetables eased after a steep rise
due to the weather. The prices of other goods
continued to go up moderately, with the rise
being due almost exclusively to the lagged im-
pact of the increase in tobacco tax at the be-
ginning of the year. The prices of services con-
tinued their subdued upward trend. The rise in
rents accelerated slightly. The annual rate of
increase in the national consumer price index
(CPI) was 1.6%. The corresponding figure for
the Harmonised Index of Consumer Prices
(HICP) was +1.7%.

In October, seasonally adjusted consumer
prices went down by 0.1% owing, in particular,
to energy prices easing again. The subindex for
services also showed a decline due, not least,
to the abolition of student tuition fees in Bav-
aria. Annual CPI and HICP inflation fell to 1.2%.

B Orders received and outlook

There is a good chance that the economic up-
turn in Germany will strengthen further over
the coming months. First, there are no indica-
tions whatsoever that the main pillars of do-
mestic demand might become less stable.
Second, more tailwind for industry may be ex-
pected again from the external sector. In this
setting, there is likely to be a growing expect-
ation that demand will again obviously outstrip
normal capacity utilisation, which would give

Moderate rise in
consumer prices

Good prospects
of a further
strengthening
of economic
activity



Further marked
rise in new
orders

Mainly more
domestic orders

Broad-based
improvement
in business

expectations

the necessary boost to corporate investment.
However, an investment-friendly climate also
depends crucially on the new German federal
government having a forward-looking eco-
nomic policy agenda.

In the third quarter of 2013, seasonally ad-
justed industrial orders were 1%2% up on the
previous three-month period, which had al-
ready shown a similar increase. The upturn in
industrial orders began slowly more than one
year earlier and has thus gradually strength-
ened. Measured by the order capacity index,
demand was matching the production capacity
of order-based industry for the first time since
the turn of 2011-12. In the period under review,
the strongest growth was in orders of capital
goods (+2%4%), with a particularly large in-
crease in the case of machinery and equip-
ment. Orders of intermediate goods showed
only moderate growth (+34%), and consumer
goods failed to match their heightened level in
the summer (-172%).

The largest contribution to the growth in orders
came this time from domestic orders, which
showed a seasonally adjusted increase of 2%2%
on the quarter, with a very sharp rise in domes-
tic demand for motor vehicles and motor ve-
hicle parts, as well as for new machinery. In the
intermediate goods sector, the expansion was
chiefly in the demand for chemical products.
Above and beyond that, there was an increase
again in orders for industrial goods from non-
euro-area countries (1%2%), while the level of
orders from the euro area was no higher than
in the preceding quarter. In this connection, it
is nevertheless gratifying that euro-area cus-
tomers ordered significantly more items of ma-
chinery again, as they did in the second quar-
ter. Furthermore, there was also an increase in
motor vehicle orders from this group of coun-
tries.

In large swathes of industry, the business out-
look showed a further improvement in the
third quarter. In manufacturing, this was linked
to significantly better expectations for exports.

Deutsche Bundesbank

Import, export, producer, construction
and consumer prices
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Demand for industrial goods and
construction work

Volume, 2010 =100, seasonally adjusted, quarterly

log scale

120 Main industrial orders

110

100

90

80
75

Lin scale
Year-on-year

change ‘ ‘
| _ | | |

Log scale

120

110 of which

Foreign
100

90

80

70

Domestic

Jul-
120" Main construction orders Aug

110

100

90

Lin scale
Year-on-year change' Jul-
Aug

2008 2009 2010 2011 2012 2013

Source of unadjusted figures: Federal Statistical Office. 1
calendar-adjusted.

Deutsche Bundesbank

%
+30

+20

+10

-20
-30

—40

110

100

90

80

%
+20

+10

-20

Only

According to the current DIHK survey, this opti-
mism has also led to somewhat more enter-
prises pursuing expansionary investment plans
and assuming increases in staffing levels. The
close link between growing export demand
and the need to increase production capacity
can be clearly seen from the current indicators.
Optimism has also increased in the wholesale
and retail trade, as well as in the case of
business-related service providers.

In the summer months, as was already the case
in the preceding quarters, there was a sharp
increase in the number of building permits for
apartments in three-family and multiple-family
houses. Added to this is the fact that more
orders for single-family and two-family housing
were also approved again following stagnation
in the previous year. Furthermore, there was a
sharp surge in orders from the public sector. In
this context, major public civil engineering pro-
jects are likely to have played the key role.
Firms’ construction demand eased noticeably
in August after three months in which a very
large number of orders for commercial office
buildings were placed.

Private consumption will go on showing itself
to be a factor stimulating domestic economic
activity in the immediate future. According to
the survey results of the consumer research in-
stitution, Gesellschaft fur Konsumforschung
(GfK), consumer sentiment is holding up at a
high level. Since the late summer, households’
expectations about the economy have also be-
come much more optimistic. Even though the
outlook for incomes has become a little gloom-
ier of late, consumers still feel extremely posi-
tive about their scope for expenditure by his-
torical standards.

New surge in
construction
demand

Private
consumption
still on the up





