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1. THE GLOBAL ECONOMIC SITUATION AND PROSPECTS 
The global economy is set to face a combination of extraordinary difficulties in fall 2008. 
The worsening of the crisis on the financial markets, the escalating real estate crisis 
and the aftermath of the energy price shock leave no room for a positive economic 
outlook. Consequently, the expectations of both the corporate sector and private 
households are becoming increasingly dismal across the globe. The hard economic 
indicators are also pointing towards a slowdown: demand for industrial goods is 
on the wane both in terms of exports and from the domestic economy. The global 
economy has fallen into a slump, a development that has affected the industrialized 
nations and emerging markets alike. Surely the question in everyone’s mind is now 
whether this is a slight dip or a long-term crisis. There is no experience from the past 
to draw on.  Never before has there been an increase in the price of oil to the tune 
of USD 80 a barrel in less than twelve months, only to be immediately followed by 
a slide of more than USD 40 a barrel in just over two months. How will the costs 
be passed on? On top of this, the financial crisis became far more critical in early 
September, and fears are mounting that banks will pull in the reins considerably on 
lending to the corporate sector and private households.

In such a complex and difficult environment, any economic forecast is tainted by 
substantial uncertainty. The outlook largely depends on a framework that is moving 
ever further away from conventional economic models. This includes, for example, 
government decisions on the timing and scope of support for those major financial 
players that have come under pressure. Only plausible assumptions can be made 
with respect to the economic outlook. These fundamental forecast assumptions for 
economic policy and monetary figures must be presented in a transparent manner.

We have assumed the following global conditions for our economic forecast:

The financial market crisis will continue to spook the markets for a while yet. While 
the discouraging headlines will not disappear overnight, the main “corrections” 
have already been made. Some individual segments of the financial market (e.g. 
hedge funds and regional institutions) are likely to remain in trouble. Waves of 
speculation may also be aimed at individual institutions outside of the US too. The 
US government and the Fed will have to make substantial financial guarantees 
and funds available to an extent in line with the size of the US economy. Key 
sections of the US financial system will be subject to state control for some time.

Monetary policy will succeed in stabilizing major segments of the financial market 
by providing more than ample liquidity. The Fed will keep its key rate at 2 % for 
as long as it considers the stability of the US financial system to be at risk. Any 
turnaround in interest rate policy is unlikely to come before the second half of 
2009. The ECB will cut its key rates by 50 basis points as early as the closing quarter 
of 2008. It will go on to cut the key rate again to 3.5 % in the first three months of 
2009, and will then keep rates at this level until the end of the year.

Commodity price corrections will continue until early 2009. The prices of industrial 
commodities and crude oil will continue to fall for the time being. By the end 
of 2008, the price of crude oil will be down on the prior year, at around USD 80 a 
barrel. Commodities prices will, however, stabilize again in the course of 2009.
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The US dollar has climbed back out of the doldrums over the past few months, and 
will continue to stabilize against the euro at the end of 2008 and in 2009. By the 
end of 2009, one euro is expected to be worth just USD 1.35.

We expect the following developments for the key economies and regions outside of 
Europe:

The US economy as a whole will once again be faced with stagnation in the second 
half of this year, on the back of what was surprisingly healthy economic growth in 
the second quarter. Private consumption is unlikely to make any contribution to 
growth, due, among other things, to the deterioration on the labor market. Difficult 
financing conditions will put a damper on corporate investment. In the course 
of 2009, however, the US economy will gradually start to pick up again. Lower 
energy prices and advanced corrections in the residential construction segment 
will provide some scope again for increased domestic demand. External trade 
will continue to contribute to growth. The high price competitiveness of the US 
economy will see exports increase to a far greater extent than imports. All in all, 
however, the US can expect only to achieve average growth of a good 1 % in 2009. 

In Japan, the economic outlook will remain somewhat gloomy in the first instance 
following the growth slump in the second quarter of this year. The slowdown has 
affected all domestic demand components, as well as export demand. For the 
time being, the export segment is the only area that can be expected to offer a 
rosier outlook. Growth will remain subdued on the whole, at around 1 % in 2009 as 
against 0.8 % this year.

The stabilization successes clocked up over the past decade mean that the 
emerging markets are no longer the burden they were in previous global 
slowdowns, but are actually propping up the global economy. This development 
is being helped along by the increasing economic integration within the emerging 
markets. What is more, the numerous commodities exporters will continue to 
benefit from what are still high commodity prices in a long-term comparison. 
Many governments are also likely to try to cushion the economic blow of weaker 
exports to the industrialized nations by way of state investment programs, e.g. 
in infrastructure. By and large, the financial systems of the emerging markets 

•

•

•

•

TABLE 1: GROWTH RATES IN MAIN ECONOMIC REGIONS
- GDP, real % change over previous year -

2004 2005 2006 2007 20081) 20091)

Industrialized countries 3.0 2.2 2.8 2.4 1.4 1.0
European Union 2.6 1.7 3.1 2.9 1.4 0.9
Euro area 1.9 1.4 2.8 2.6 1.2 0.7
Germany 1.1 0.8 3.0 2.5 1.8 0.7
USA 3.6 2.9 2.8 2.0 1.6 1.1
Japan 2.7 1.9 2.4 2.0 0.8 1.0
Emerging markets 7.0 6.4 7.2 7.3 6.3 5.5
Asia 7.8 7.9 8.8 9.0 7.6 6.5
Latin America 6.0 4.2 5.2 5.4 4.4 4.2
Central an Eastern Europe 6.5 5.3 6.4 6.7 6.1 5.1
World 3.9 3.2 3.9 3.6 2.6 2.2

1)  forecast.
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have been served less of a blow by the international financial crisis, with only 
those countries requiring considerable financing from abroad and/or with poorly 
developed domestic capital markets expected to feel the shortage of capital in 
the form of weaker growth. On the whole, GDP growth in the emerging markets is 
expected to total 5.5 % in 2009. While this figure is down by at least one percentage 
point on the average for the past five years, it cannot be compared to the low 
growth rates seen in previous slowdowns.

All in all, the global economy is expected to grow by 2.6 % in 2008 (country-
weighted on the basis of current exchange rates). Next year, growth is forecast 
to be 2.2 % – far lower than in previous years, but certainly not the hallmark of a 
global recession. Furthermore, the global economy is expected to regain some 
momentum in the course of 2009. In this environment, global trade will grow by 
around 5 % in 2008 and by a tad above 4 % in 2009. These rates are more or less on a 
par with the average growth rates witnessed since the 1980s.

Inflationary fears, a dominant force across the globe in the first half of 2008, will 
continue to subside over the next few months. Furthermore, it has become clear 
that the feared second-round effects following the oil price hike, for example as a 
result of a considerable acceleration in wage increases, have only materialized to 
a very limited extent. In the US and the euro area, consumer prices are expected to 
rise by only 2.3 % in 2009, as against 4.5 % and 3.5 % respectively this year. 

2. THE ECONOMY AND THE POLICY ENVIRONMENT IN THE 

EURO AREA

Falling commodity prices and a sliding euro – on the one hand, the environment 
for the European economy has improved considerably of late. On the other hand, 
however, there is the crisis on the financial market, which is claiming an ever larger 
number of victims. The consolidation taking place on the real estate markets in 
some European countries also remains a burden. So, in view of these circumstances, 
will the euro area economy manage to get off lightly?

In the first three months of 2008, growth drivers remained the dominant force in 
the EMU. Dynamic investment demand and buoyant export activity countered 
stagnating private consumption.  But things started to go downhill in the euro area in 
the second quarter. The economy slid into the red not only in Germany, but also in 
France and Italy. Across the EMU, this poor performance was sparked primarily by a 
countermovement to what had previously been strong investment activity. Private 
consumption suffered at the hands of a considerable increase in inflation. 

•

•
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The economy is likely to go through a dry spell in the second half of the year. Not only 
the hard data, but also the “softer” indicators such as the purchasing managers’ 
index (PMI) for the manufacturing industry have plummeted. The service sector’s 
assessment has clouded over substantially as well. In the large EMU countries, the 
PMI composite has slid below the 50-point expansionary threshold. Taking into 
account all of these indicators, we expect private consumption to chart what will, at 
best, be slight expansion in the remainder of the year, due to the more unfavorable 
outlook on the labor market and the high inflation rate. Inflation, which rose again 
in the third quarter, is now more or less on the same level as the nominal growth 
in disposable income.  So far, private households have barely reduced their savings 
ratio despite the loss of purchasing power. We expect them to remain cautious, due, 
among other things, to the uncertainty on the financial markets. This environment, 
coupled with weak consumption, is having a negative impact on domestic companies’ 
sales prospects and investment incentives. The fall in capacity utilization in the 
manufacturing sector also points towards a slowdown in investment momentum, 
despite the fact that earnings, as at the non-financial corporations, offer a solid basis 
for investment. All in all, we expect real gross domestic product to increase by 1.2 % 
in 2008 as a whole.

 EMU  DE  FR  IT  ES

Chart 1: Purchasing managers‘ index industry
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In the course of 2009, we predict that the EMU economy will recover again thanks 
to lower commodity prices and the depreciation of the euro. For example, the 
nominal effective exchange rate of the euro dropped by almost 3 % in the course of 
the third quarter. The value of the euro is expected to fall further, boosting the price 
competitiveness of the euro area.  What is more, economic development will start to 
pick up again slightly at global level. At an estimated 0.7 %, however, the average GDP 
growth rate for next year is expected to be far lower than in 2008 due to the low level at 
which it will start 2009.  The rise in harmonized consumer prices is expected to slow 
considerably from the fourth quarter of this year onwards due to falling commodity 
prices. A rate of 2 % will be within reach in as early as next spring.

Economic developments in the major member states continue to vary.  While 
the French economy has been returning far slower growth than Germany since 
2006, the two countries are expected to be pretty much neck and neck next 
year.  Italy, which has been trailing the euro area field for years due to its lack of 
competitiveness, is still expected to return below-average development, despite 
the particularly attractive benefits that the country is likely to reap from the drop in 
commodity prices. The slump on the Spanish housing market means that Spain’s 
macroeconomic performance is likely on the decline at present. The fact that the 
development in disposable income remains fairly acceptable, coupled with the 
support measures being implemented by the government, means that we do not 
expect the country to slide into a deep recession.  After 14 years of strong growth, 
Spanish GDP growth will be roughly on a par with the rest of the EMU in 2008, with 
growth of only ½ % in 2009.     

As things stand at present, it would appear that the EMU economy will get off lightly. It is 
not expected to enter a period of severe recession. Nonetheless, the wounds inflicted by 
the consolidation of the real estate markets and, in particular, by the financial market crisis, 
will remain very painful for some time yet. Fears that a euro area credit crunch could 
worsen the slump or hamper economic recovery are now no longer unfounded. The 
latest results of the bank lending survey show a further tightening of standards for 
corporate and residential construction loans for the second quarter, with the surveyed 
financial institutions expecting even stricter conditions for the third quarter. It is 
true that survey participants are also reporting a considerable slide in the demand 
for loans, meaning that the slowdown in private sector lending witnessed to date 
seems “normal” in view of the developments in the economy and the real estate market. 
Nevertheless, there is no doubt that the risk of a credit crunch in terms of a supply-
side shortage has intensified. 

TABLE 2: EURO AREA | Economic indicators and forecasts*
2007 2008 2009

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4   2007 2008f 2009f

GDP real 0.7    0.5    0.6    0.4    0.7    -0.2    0.1    0.0    0.2    0.4    0.4    0.5    2.6    1.2    0.7    
Private consumption 0.0    0.7    0.4    0.2    0.0    -0.2    0.2    0.2    0.3    0.3    0.5    0.5    1.6    0.5    1.2    
Government spending 1.1    0.2    0.5    0.3    0.3    0.5    0.5    0.5    0.4    0.4    0.4    0.3    2.4    1.6    1.8    
Investment 1.0    0.1    0.9    1.1    1.5    -1.2    0.4    0.2    0.0    0.4    0.6    0.8    4.3    2.2    0.9    
Exports 0.6    1.3    1.8    0.4    1.8    -0.4    0.8    0.5    0.4    0.7    0.5    0.6    6.1    3.6    2.1    
Imports 1.3    0.8    2.2    -0.4    1.9    -0.4    1.2    0.9    0.6    0.8    0.8    0.7    5.5    3.5    2.9    

Unemployment rate % 7.6    7.5    7.4    7.3    7.2    7.3    7.4    7.5    7.6    7.7    7.8    7.8    7.4    7.4    7.7    
Consumer prices y-o-y 1.9    1.9    1.9    2.9    3.4    3.6    3.8    3.1    2.8    2.1    2.1    2.1    2.1    3.5    2.3    

* quarterly values: percentage change over previous period, seasonally adjusted, except where noted; annual GDP not adjusted; foreign trade incl. intra-trade.  
f = forecast.
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The European Central Bank is caught in a dilemma between the increasing slowdown on 
the one hand, and the risk of second-round effects on the other. It is still weighting the 
medium-term upside risks for inflation higher than the risk of a recession. The economic 
outlook, however, has been marred by the increasing turbulence on the financial market. 
Together with the expected fall in inflation over the next few months, this is likely to result 
in a shift in the ECB’s assessment. The more pronounced economic slowdown is likely to 
leave both the companies, and labor and management, with less scope for price and wage 
increases, which should prompt the ECB to view a rate cut as compatible with its medium-
term objective of inflation of just under 2 %. We expect key rates, which currently stand 
at 4.25 %, to have been cut by half a percentage point by the end of the year, and to be 
eased by a further 25 basis points in the first three months of 2009. The prospect of 
lower money market rates, coupled with fears of a recession, has pushed the 10-year 
EMU benchmark yield from its peak of 4.7 % to just over 4 % of late. Considerable 
fluctuations on the bond market should still be expected due to the persisting 
financial crisis.

3. ECONOMIC SITUATION AND OUTLOOK IN GERMANY

3.1 Having shuddered to a halt, economy set to stagnate

The economic situation in Germany has deteriorated rapidly over the course of this 
year. The first quarter was initially witness to a continued recovery, unperturbed by 
all of the economic risks. The economy reported very robust growth of 1.3 % (after 
seasonal adjustments) as against the previous quarter. Once again investment was 
the economic driver, with machinery and equipment investment rising by 1.6 %. This 
meant a delay, for the time being, in the expected countermovement to anticipatory 
effects in connection with changes to tax conditions for investment that came into 
force at the end of 2007. Construction showed particularly robust growth with a 5.7 % 
increase. It benefited in particular from the favorable weather conditions, which 
enabled work on construction sites to largely continue through the winter months. 

Following the strong start to 2008 the economy shuddered to a halt in the second 
quarter, contracting by 0.5 %. Several factors were involved in this negative impact: 
private consumption was sent reeling by the loss of purchasing power due to the 
major increase in energy prices in the second quarter, and recorded its third 
consecutive decline despite the positive labor market development. Investment 
was also weak, although this should largely be regarded as a technical reaction to 
the strong investment activity in the first quarter. In contrast, foreign trade made a 
positive contribution to growth. Nevertheless, this could only be achieved because 
imports charted a far more considerable decline than exports due to weak domestic 
demand.
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So how will the German economy develop in the remainder of 2008? The economic 
indicators available at present paint anything but a rosy picture. The mood in the 
German economy took another turn for the worse in September after the major 
slide in the previous months. The Ifo Business Climate Index dropped from 94.8 
points to 92.9. There was, at least, a slight stabilization in the surveyed companies’ 
business expectations for the next six months. This indicator “only” dropped from 
87 to 86.5 points. The German corporate sector has not been this pessimistic about 
the future since 1993 – the period following the reunification boom. The purchasing 
managers’ index (PMI) for the manufacturing industry also recorded a further decline 
in September (on the basis of the preliminary estimate). At 48.1 points, it is below 
the 50-point expansionary threshold for what is already the second time running. 
The sentiment indicators are not the only signs for subdued development in the 
second half of the year – “hard” data such as new orders in the manufacturing 
sector and industrial production paints a similar picture. New orders in July, for 
example, declined for what is now the eighth consecutive month, a development 
that is unprecedented in the history of reunified Germany. All in all, we expect the 
German economy to stagnate in the third and fourth quarters. We have reduced our 
growth estimate for 2008 as a whole from 2.0 % to 1.8 % as a result. The fact that the 
average economic growth for the year will remain this substantial despite the weak 
development from the second quarter onwards is owed solely to good baseline 
conditions and the very good start to the first quarter.
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Chart 3: Lethargic private consumption
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The situation on the labor market continued to improve up until the fall. Given the 
considerable economic slowdown, however, unemployment is unlikely to fall 
much further by the end of the year. The unemployment rate is likely to stagnate at 
the current level of 7.6 % until the end of the year, meaning that an average of 3.27 
million people were out of work this year. The figure for 2007 was 500,000 higher.     

3.2 Outlook for 2009: gradual recovery

To date, economic development in 2008 has been dragged down primarily by a 
whole cocktail of negative factors: the rally in oil prices and the euro up until the 
summer, the real estate crisis in the US and some European countries, and, last but 
not least, the global crisis on the financial markets. Since the middle of the year, the 
situation has become far less critical with respect to some of these pressure factors: 
the price of Brent oil is currently more than 30 % lower than the summer’s all-time 
high of around USD 145 a barrel. We expect the price of oil to stand at around USD 80 
at the end of the year, as much as 15 % lower than at the beginning of the year. The 
euro, too, has lost ground against the US dollar over the past few months. In mid-
July, one euro cost almost USD 1.60, compared with around USD 1.44 at present. This 
corresponds to 11 % depreciation within a good two months. The exchange rate is 
likely to be around EUR/USD 1.40 at the end of the year.

By contrast, the financial market crisis, which has once again intensified 
considerably of late, will certainly remain with us as we move into next year. The real 
estate crisis, too, is far from over, particularly in European countries such as Spain, 
the UK and Ireland. This year, the dramatic rise in energy prices and the strength of 
the euro were the main forces responsible for slamming the brakes on the German 
economy. We believe that the euro will continue to lose some ground against the US 
dollar in the course of next year, and expect to see an exchange rate of EUR/USD 1.35 
by the end of 2009. At the same time, we expect the price of oil to have increased only 
very moderately to around USD 90-100 a barrel by the end of next year in view of the 
subdued global economic development. This would put it more than USD 20 below 
this year’s level on average. In this sort of environment, both oil price and exchange rate 
development would offer significant relief. In this respect, we believe – assuming that 
the financial market crisis will progressively subside in the course of 2009 – that 

Chart 4: Industrial activity facing strong headwind
volumes, 2000 = 100, seasonally adjusted
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there is a good chance of at least a gradual economic recovery next year. The German 
economy is likely to break out of its current stagnation in the second quarter of 2009 at 
the latest. 

Following the renewed – and surprising – disappointment as regards private 
consumption this year, despite positive overall conditions such as encouraging 
developments on the labor market and more substantial wage increases, we expect 
it to make a significant contribution to economic growth next year. Although the 
nominal disposable income of private households will chart less of an increase 
than was the case this year, we believe that the increase will no longer be cancelled 
out by high inflation rates as a result of oil prices, meaning there is a good chance 
of a gradual recovery in consumption. Exports are also expected to pick up speed 
again next year, thanks not least to the weaker euro. Nevertheless, developments 
are expected to vary considerably between export regions. Exports to countries such 
as the US, Spain and the UK are expected to chart fairly subdued development. As a 
result, Germany will at least be indirectly affected by the real estate and financial market 
crisis. Demand from the emerging markets, on the other hand, is likely to remain 
strong. All in all, we expect real GDP growth of 0.7 % next year. The number of people 
out of work is expected to increase slightly in the period leading up to the middle of 
2009, after which the expected economic recovery will push unemployment figures 
back down in the second half of the year. We expect an average of 3.25 million people 
to be unemployed in 2009, putting the unemployment rate at an estimated 7.8 %, and 
thus on a par with this year.   

TABLE 3: GERMANY | Economic indicators and forecasts*
2007 2008 2009

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4  2007 2008f 2009f

GDP real 0.4    0.4    0.6    0.3    1.3    -0.5    0.0    -0.0    0.2    0.5    0.4    0.5    2.5    1.8    0.7    
Private consumption -2.1    0.7    0.3    -0.2    -0.4    -0.7    0.3    0.2    0.2    0.5    0.2    0.5    -0.4    -0.2    0.9    
Government spending 1.5    0.0    0.4    0.1    1.1    0.3    0.7    0.2    0.7    0.5    1.0    0.0    2.2    2.0    2.2    
Investment in machinery/equipment 1.2    1.6    1.5    3.8    1.6    -0.5    0.0    0.2    0.0    0.3    1.0    1.5    6.9    6.1    1.1    
Construction -0.2    -3.5    0.6    0.4    5.7    -3.5    0.7    0.7    -1.0    1.3    0.7    0.5    1.8    3.8    0.4    
Domestic demand 1.4    -0.6    0.9    -0.4    1.6    -1.0    0.2    0.1    0.0    0.5    0.4    0.4    1.1    1.3    0.7    
Exports -1.3    1.4    1.7    1.3    2.1    -0.2    -0.5    0.3    0.5    1.0    0.8    1.0    7.5    4.9    1.9    
Imports 0.8    -0.5    2.7    -0.3    3.2    -1.3    0.0    0.7    0.3    1.2    1.0    1.0    5.0    4.0    2.2    
   
Industrial production (excl. construction) 1.7    0.9    2.1    0.7    1.2    -1.3    -0.6    0.5    0.5    0.5    1.0    0.7    5.8    2.2    1.3    
Unemployment rate (EU def.) % 8.7    8.5    8.3    8.0    7.6    7.4    7.2    7.2    7.3    7.4    7.3    7.2    8.4    7.3    7.3    
Unemployment rate (nat. def.) % 9.5    9.2    8.8    8.5    8.1    7.9    7.6    7.6    7.8    7.9    7.8    7.7    9.0    7.8    7.8    
Employed persons (nat. def.) y-o-y 1.9    1.7    1.6    1.7    1.6    1.4    1.3    1.0    0.2    -0.1    -0.1    0.1    1.7    1.3    0.0    
Consumper prices y-o-y 1.8    2.0    2.3    3.0    2.9    2.9    3.1    2.4    2.3    2.0    1.7    1.8    2.3    2.8    2.0    
Consumer prices (HICP) y-o-y 1.9    2.0    2.2    3.1    3.1    3.0    3.3    2.5    2.4    2.1    1.8    1.9    2.3    3.0    2.1    
Producer prices y-o-y 2.8    1.7    1.2    2.2    3.8    6.0    7.7    4.8    3.5    1.2    0.3    2.7    2.0    5.6    1.9    
   
Current account balance EUR bn 43.0    46.2    46.9    49.8    45.2    45.2    42.0    40.0    45.0    44.0    43.0    43.0    185.9    172.4    175.0    

% of GDP 7.7    6.8    6.8    
Budget balance EUR bn 3.5    2.0    -12.0    
(Maastricht-definition) % of GDP 0.1    0.1    -0.5    
   
3-month money  market rate**              % 3.9    4.2    4.8    4.7    4.7    4.9    5.1    4.6    4.3    4.2    4.1    4.0    4.3    4.8    4.2    
10-year gov.bond yield** % 4.1    4.6    4.3    4.3    3.9    4.6    4.1    4.1    4.0    4.2    4.4    4.6    4.2    4.1    4.3    
   
Exchange rate** USD per EUR 1,33    1,35    1,42    1,47    1,58    1,58    1,45    1,40    1,39    1,38    1,38    1,35    1,37    1,50    1,38    

* quarterly figures: percentage change over previous period, seasonally and working day adjusted, except where noted. Yearly figures: percentage change, not working day adjusted.  
** end of quarter, yearly average. f = forecast.
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3.3 Private consumption may still exist after all 

The recovery in consumer spending has been predicted in recent years with a 
repetitiveness almost tantamount to obstinacy, but so far it has unfortunately failed 
to materialize. Time and time again exceptional factors have dashed all hopes of a 
rebound in private consumption. In 2007 the increase in value added tax at the 
beginning of the year caused real consumption to shrink, and this year it is above 
all the massive surge in oil prices up to the middle of the year that has creamed off 
immense household purchasing power. Although we do expect consumer spending 
to stage a modest increase in the third and fourth quarter of 2008, this will hardly be 
enough to compensate for the extremely poor performance of the first six months. 
For 2008 as a whole we see real private consumer spending falling by 0.2 %, following 
a 0.4 % drop in 2007.

Yet the stage is actually set for a consumer rebound. The number of people in work 
this year will probably climb by 1.3 %. On average for 2008, 40.287 million people will 
have jobs, a good 520,000 more than only a year ago and almost 1.2 million more 
than in 2006. At the same time, actual earnings should register marked growth 
of around 2.5 %, lifting the increase in gross wages and salaries to almost 4 %. On 
the other hand, net wages and salaries will probably expand by about ½ % less, 
due mainly to what is termed “progressive stealth taxation”. The transfer incomes 
received by private households will drop yet again, mainly because the improvement 
in the jobs situation means fewer people are drawing stage I and II unemployment 
benefits. All told, we expect households’ nominal disposable income to grow by 2.5 % 
in 2008, faster than for the past seven years. Admittedly this is still a rather modest 
level by international standards. In spite of the generally positive development, real 
consumer spending will see a further decline. Apart from the significant acceleration 
in inflation fuelled by oil prices, this is also due to the development in the savings 
rate. Having already picked up considerably last year from 10.5 % to 10.8 % of 
disposable household income, it looks set to gather further momentum this year. 
On average for 2008 we are predicting a savings rate of 11.2 %, the highest level 

Chart 5: Pickup on labor market prevailed so far
seasonally adjusted
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since 1994. This greater propensity to save arguably comes in response to general 
nervousness about the future economic situation and the need for higher private 
pension provision.

In all probability this widespread uncertainty will continue to make itself felt 
in the opening months of next year. Combined with the likelihood of a rise in 
unemployment in Germany – albeit moderate – during the first half of 2009, this will 
initially pile further pressure on consumer spending and check its growth dynamic. 
Then, moving into the second half-year, we finally expect a moderate pick-up. 
Although the number of people in work will not increase on average for 2009 as a 
whole, with employment taking time to react to the current economic stagnation, 
the pace of growth in actual earnings should accelerate slightly to 3 %. Gross wages and 
salaries are in line for a similar 3 % climb. The cut in the unemployment insurance 
contribution rate looking likely for next year will be more than wiped out by the 
hike in statutory health insurance contributions. And since we also assume that 
the government will do nothing to alter the problem of progressive stealth taxation 
before next year’s general election, in our estimation net wages and salaries will 
again expand much more slowly in 2009 than the gross payroll. We are looking for 
an increase in the region of 2.5 %. For the first time in years, transfer incomes do not 
appear to be heading for a further decline, as the jobless tally will effectively remain 
flat on average for the year. What is more, other transfer incomes such as child 
allowances are set to rise. On balance we expect nominal disposable incomes to tick 
up by a good 2 %. In real terms that would leave around 0.8 % more in the household 
kitty. Finally, we are assuming that the savings rate will at least retreat slightly from 
this year’s very steep ascent, dipping from 11.2 % of disposable income to 11.1 %. 
Consequently consumer spending will edge up by 0.9 %, making a positive contribution 
to economic growth again for the first time since 2006. So it looks as though there is still 
such a thing as private consumption after all. But robust it is definitely not. 
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3.4 Investment boom is over 

In the first half of 2008 machinery and equipment investment registered further 
marked growth of 3.3 % on the preceding six months. One of the main reasons for 
this was undoubtedly the very high level of orders in hand for capital goods producers 
at the end of 2007 that had built up ahead of expiry of the declining balance 
depreciation method applying to capital goods and had evidently not been worked 
off by the end of the year. Then, in the second quarter, investment activity stalled 
slightly. At present there is little to suggest that it will bounce back significantly by 
the end of 2008. New domestic orders for capital goods have been backtracking for 
months now. In July they were more than 12 % down on the beginning of the year. At 
the same time capacity utilization in industry is falling. The time series on industrial 
capacity utilization calculated by the Bundesbank points to a third-quarter decline 
from 87.6 % to just over 86 %, which would at least still be well above the long-term 
average of 84.5 %. And finally, companies have become seriously less upbeat about 
their business outlook for the coming months. All in all, machinery and equipment 
expenditure is therefore broadly on track for stagnation in the second half-year. 
For 2008 as a whole a 6.1 % advance is on the cards, due mainly to the good baseline 
conditions for this year and the positive start in the first quarter.

In the course of next year the overall scenario for machinery and equipment investment 
is likely to brighten only gradually. Capacity utilization in industry is still quite high, 
so if the economic rebound we are expecting does materialize companies will be 
obliged to expand their capacities accordingly. This will be reflected in increasing 
capital expenditure – a scenario likely to gain a firmer hold as from the third quarter 
of 2009. Turning to costs, the softening in energy prices will bring some relief, 
although this will be partly cancelled out by a stronger increase in labor costs. For 
2009 as a whole we see machinery and equipment investment up 1.1 %. 

So far this year construction spending has once again been influenced by last winter’s 
mild weather, which meant that many orders could be worked off in the first quarter. 
As a result construction spending jumped sharply in the first three months of 
2008, up 5.7 % on the previous quarter. As expected, the second quarter brought a 
technical correction, with investment contracting by 3.5 %. However, in a six-month 
analysis, which is less susceptible to fluctuation, we can clearly trace a positive trend, 
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with first-half construction spending 4 % higher than the preceding six months. All 
in all, we are penciling in a 3.8 % increase for 2008, although the dynamics will differ 
very considerably in the various construction sectors.

In the first half of 2008 residential construction investment clawed its way back from a 
slack period triggered by the expiry of homeowner subsidies and exacerbated by the 
value added tax hike at the beginning of 2007, climbing 3.2 % against the second half 
of 2007. But judging by the still-sluggish development in new housing construction 
orders, there can be no question of a sustained revival, although a painful slump like 
the one in some other European countries is definitely not on the cards since surplus 
capacities have not been built up in Germany over the past few years. The outlook 
for work on existing properties remains far more favorable than that for newbuilds, 
due partly to more stringent environmental regulations and the rapid escalation of 
energy prices. On average for this year residential construction investment should 
grow by almost 3 %. For 2009 it will remain broadly flat.

Commercial and public sector construction remained very dynamic in the first half 
of 2008, with public building work up 7.2 % on the previous half-year. Whereas the 
cooling in machinery and equipment investment looks set to spark a slowdown in 
commercial construction, we expect the momentum in public sector construction 
to remain quite high, given the sustained improvement in local government 
finances. It is also likely that much of the extra revenue from the projected increase 
in Germany’s road toll on heavy goods vehicles will be ploughed back into work on 
the infrastructure. All told, we are scheduling a slight uptick of 0.4 % in construction 
spending next year.

3.5 Modest contribution to growth from foreign trade

Germany’s foreign trade cannot decouple itself from the global economic 
environment. The first quarter of 2008 still saw exports and imports turning in 

Chart 8: Little impetus from residential construction
seasonally adjusted
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strong growth, but by the second three months not much was left of this momentum 
and shipments abroad shrank in real terms. The reasons for this poor export 
performance are evident. For one, the strong euro is squeezing German export 
industry’s competitiveness. The indicator of price competitiveness published by the 
Bundesbank shows that Germany’s price competitiveness has deteriorated by 4.4 % 
vis-à-vis competitors from non-euro area countries since the fourth quarter of 2007. 
In comparison to the fourth quarter of 2006 the decline is a full 10.7 %. A glance at the 
order intake for the manufacturing industry suggests that no recovery of note is to 
be expected in the second half of 2008 either. Orders from abroad in July were almost 
10 % down on the beginning of the year. The subdued export trend is naturally also 
due partly to stalling world trade in general, as the global economic environment 
clouds over. Quite simply, there is no longer as much cake to go round. For this year 
as a whole we see real exports growing by not quite 5 %. This still comparatively high 
performance is essentially down to the good baseline conditions for this year and 
the strong first-quarter start. Imports in the second half of 2008 are hardly likely to 
increase at all amid sluggish domestic demand. Here, we are penciling in an increase 
of 4 % for the whole of the year. The reasons for this still solid growth are the same as 
on the export side.

We see quite a good chance of demand from abroad bouncing back in the course of next 
year. Economic momentum should pick up again, especially in the industrialized 
countries, benefiting the German export industry very considerably: meanwhile, the 
euro has receded significantly from its previous highs and will presumably continue 
to soften against the US dollar up to the end of 2009. This will make German suppliers 
more competitive versus non-euro area members in particular. Although demand 
from important trade partners like Spain and the UK will be very muted in view of 
the domestic economic problems they are currently facing, demand for German 
products in the emerging markets should remain brisk. This group of countries has 
become considerably more important for German exporters in recent years, placing 
Germany’s shipments on a broader regional basis. By way of comparison, in 2000 
a scant 3.8 % of German deliveries abroad headed for the “BRIC countries” Brazil, 

Chart 9: Waning boost to growth from foreign trade 
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Russia, India and China, against 8 % in the first six months of this year. The UK share 
currently stands at only 6.9 %, down from 8.3 % in 2000, while the US has registered 
a slide from 10.3 % in 2000 to 7.2 %. For the whole of next year we expect real exports 
to grow by just under 2 %, with imports rising on a similar scale. The revival in private 
consumption should be key to more dynamic import demand. As from the third 
quarter added impetus will come from stronger investment activity, egged on by the 
improved growth outlook. From a purely arithmetic standpoint we expect foreign 
trade to make an almost negligible contribution to growth, having generally acted as 
one of the main economic growth drivers in previous years – indeed often enough as 
the mainspring of German industry. 

3.6 Marked easing in inflationary pressure 

Sky-high increases in the prices of energy products were the chief culprits behind 
soaring consumer prices up to the summer of this year. Further pressure, albeit on 
a considerably smaller scale, came from the development in food prices. In both 
June and July annual inflation hit 3.3 %, its highest mark since December 1993. In 
July electricity was nearly 7 % and light fuel oil almost 60 % dearer than only a year 
previously. Food cost 8 % more. However, the sharp correction in oil prices in recent 
weeks should considerably ease inflationary pressure by year’s end, but always bearing 
in mind that gas prices react to a change in oil prices with a roughly six-month time 
lag. This means that the cost of gas will continue to put strains on the inflationary 
trend for some months to come, canceling out at least part of the relief from oil 
prices. In December we see inflation settling at “only” just over 2 %. On average for 
2008 we are penciling it in at 2.8 %, against 2.3 % last year. 

Consumer prices should develop much less turbulently next year than this. Given 
the rather muted global economic outlook, price increases for mineral oil and 
agricultural raw materials in particular should prove moderate on a sequential 
comparison. For 2009 as a whole we expect inflation to average 2.0 %. 

Chart 10: Energy and food driving prices 
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3.7 Budget in the red again in election year

In the first half of 2008 the German budget posted a surplus of EUR 6.7bn, EUR 2.5bn 
more than in the first six months of the previous year. Receipts were 3 % higher than 
a year earlier and spending up 2.5 %. Tax receipts clearly reflected the positive 
development in employment and wages, with taxes on income and capital 
up 6.7 % on the previous year. Despite the reduction in the unemployment 
insurance contribution rate, social security contributions also rose significantly 
by 1.6 %. All categories on the expenditure side registered increases, some of them 
quite considerable, with the exception of subsidies. Social benefits-in-kind, for 
example, climbed 4.3 %.

With the current weak state of the economy, tax receipts are not likely to flow as 
abundantly for the rest of the year as they have done so far. For 2008 as a whole we 
are looking for a modest budget surplus of EUR 2bn, equivalent to 0.1 % of GDP. That 
would make the second fiscal year in a row to close with a budget surplus. On the 
back of this, the public-sector debt ratio would shrink from 65.1 % of GDP to around 
63 %. Next year, an election year, we see the budget slipping into the red again. We are 
reckoning on a deficit of EUR 12bn or 0.5 % of GDP. Most importantly, the expected 
drop in company tax receipts will allow for only moderate growth on the revenue 
side, while expenditure is likely to be boosted considerably more. Our ballpark figure 
is just under 3 %. The amendment to the Medical Fee Schedule and the increase in 
doctors’ fees will cause health spending to soar sharply. Pay increases for public-
sector workers are expected to be on a similar scale to those for 2008. A marked 
increase in pensions is on the cards for July 2009, due partly to higher pay rises 
this year. And above all, ahead of the upcoming elections to the Bundestag it must 
be assumed that the ruling parties will be increasingly inclined to make all kinds 
of concessions in revenues and/or spending. The ongoing discussion on the tax-
deductibility of household services, the debate on ways to improve support and 
encouragement for families and envisaged tweaks to the plans for overhauling 
inheritance tax are just some examples.


