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IMPACT OF THE EURO CRISIS ON THE GERMAN ECONOMY 

Opinion is fiercely divided over what impact the European debt crisis will have on Ger-
many. The manifold aspects surrounding the issue add to the confusion. Many argue 
that Germany's European partners are placing too much of a burden on the country's 
shoulders and that, in the end, German taxpayers will be left to foot the bill anyway. 
Then, there are those who believe that the German government is actually benefiting 
from the euro crisis. Another issue is the economy: a growing chorus of voices claims 
that the euro crisis is dragging German to the brink of a recession. 

Below, we aim to help bring the debate back to the facts by structuring the various differ-
ent aspects and assessing them individually. We do not want to speculate as to the pos-
sible impact of the disintegration of monetary union, but rather plan to discuss the im-
petus and effects that the debt crisis has already had on the German economy. 

The root of the crisis can be traced back to a correction of Greece's budget figures in late 
2009. Three years have passed since this correction was made. By early 2010, the interest 
rate structure within the EMU area had already changed considerably. The risk premi-
ums for a number of countries had started to soar, with investors flocking to other coun-
tries, like Germany, which were perceived to be safe havens. Up to the middle of 2011, 
upswing forces still had the upper hand in the euro area. Since then, however, the econ-
omy has started to falter, with signs of a recession intensifying of late.  

Undisputedly, the euro crisis has been pushing interest rates in Germany down since the 
end of 2009: 

• Contrary to what might have been expected, the ECB has pursued a much more 
expansionary course than previously, with the exception of a brief interim period. 

• The flight into German government bonds has forced yields down sharply across 
almost all maturities. At times we have even seen negative yields for shorter 
maturities, with even ten-year bonds offering returns that are lower than the rate of 
inflation. 

These exceptionally low interest rates are making it easier for the German government to 
borrow and creating more demand for personal loans, but they are also eating into sav-
ers' interest income. The advantages that Germany can draw from its "safe haven" status 
are offset by the risks associated with its loans and credit guarantees under the rescue 
funds, the government bonds purchased by the ECB and the Target 2 receivables. 

The euro crisis is impacting the German economy in several ways: budget consolidation 
moves in those EMU countries that have been hit by the crisis have resulted in a reces-
sion. This has put a real damper on trade flows within the eurozone. German incoming 
orders from EMU countries in Q2 2012 were down by almost 13% on Q2 2011 in volume 
terms. So Germany's export sector is certainly feeling the heat of the European debt cri-
sis. There are, however, other effects on Germany's export prospects that are worth con-
sidering. Since the outbreak of the crisis, the external value of the euro has slumped 
considerably. It is now almost 15% lower than in 2009. This makes German exporters 
much more competitive, in terms of price, on the international markets. Experience has, 
however, shown that depreciation tends not to have an immediate impact on export 
volume, but usually takes one to two years to make itself felt. This means that, if any-
thing, German exports will only have felt some of the impact of the lower external value 
of the euro to date.  Positive effects are on the cards for 2013. 
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What is more, the economic and political uncertainty triggered by the debt crisis is deny-
ing the corporate sector the security it needs to plan ahead. This means that companies 
are putting their investment plans on the back burner. Equipment investment in Ger-
many has declined by no less than 3½% over the past three quarters, despite the fact that 
the level seen in H2 2011 was still not even on a par with the pre-crisis level reached in 
2008/2009. 

Below, we want to try to quantify as far as possible the impact of the debt crisis 

• on the interest burden of the German state, 

• on the interest income of domestic private households, 

• on German exports, 

• on private consumption, 

• on investment and 

• on German GDP 

.  

Impact on the interest burden of the German state 

There are several possible approaches to calculating the effects of the European debt 
crisis on the interest burden in Germany's budget. One very easy method is to pin all of 
the blame for the drop in average interest rates on Germany's sovereign debt on the cri-
sis. In 2009, the average interest rate on Germany's sovereign debt stood at 3.87%. This 
year, the rate is estimated to come in at 3.1%, meaning that a substantial 0.77 percentage 
points have been shaved off the interest rate in the space of three years. Based on the 
debt level at the start of 2012, namely EUR 2088bn, this eases the debt burden on the 
German government by EUR 16.1bn.  

We have, however, selected a second way of calculating the interest relief, because, leav-
ing the "safe haven effects" out of the equation, interest rates could also have fallen for 
purely fundamental reasons. This method is based on our econometric interest rate 
explanation model, which uses conventional interest rate determinants such as infla-
tion, economic growth, key rates and international interest rate relationships. 
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Model: Traditional determinants*) point to higher yield level 

Sources: EcoWin, own calculations.
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As the chart shows, actual yields on ten-year German government bonds have been con-
sistently lower than the yield level that would be fundamentally appropriate based on 
the model since 2009. In 2010, the average difference came in at around 0.6 percentage 
points, a gap that crept up to around 0.7 percentage points in 2011 and is estimated to 
have widened to 1.3 percentage points this year. We believe that this difference between 
actual yields and those estimated by the model is due to the flight to German govern-
ment bonds triggered by the debt crisis, and have used it to estimate the interest rate 
relief that the German government is benefiting from.  

Obviously, the German government does not only borrow in the form of ten-year bonds, 
but also uses federal debt obligations (Bundesobligationen - 5 years), federal treasury 
obligations (Bundesschatzanweisungen - 2 years) and treasury discount paper (6, 9, 12 
months). So we also have to think about how short-term interest rates have been effected 
by the euro crisis. These rates are largely determined by the European Central Bank. One 
plausible assumption is that, had the European debt crisis never reared its head, the ECB 
would have already started raising key rates, which had been lowered to 1% in 2009, in 
the course of 2010, and lifting them to 2.5% in late 2011, i.e. a shade higher than the tar-
geted inflation rate. Compared with actual key rates, this produces an average difference 
of 0.25 percentage points in 2010, 0.9 percentage points in 2011 and an estimated 1.6 
percentage points in 2012. This means that the estimated interest rate differential at the 
short end of the market certainly bears a resemblance to the long end. We will now cal-
culate the mean value of the estimated differences in long-term interest rates and key 
rates to try to approximately calculate Germany's interest rate advantage over the entire 
maturity structure. 

Estimated interest rate advantage of German state thanks to debt crisis

in percentage points

Long-term rates Short-term rates Average

2010       0.55 0.25 0.4

2011       0.71 0.88 0.8

2012       1.35 1.63 1.45  



 

5 

Economic Research & Corporate Development Working Paper / No. 154 / September 252012 
 

This allows us to calculate by how many billions the German government's interest ex-
penditure is lower than it would have been if the crisis had never materialized. 

The German government issues between EUR 250bn and EUR 300bn a year on the money 
and capital market. This year, the German Finance Agency has put the issue volume at 
EUR 255bn. The total volume of the funds borrowed by the German government on the 
credit markets came in at EUR 1128bn in mid-2012, which is around 53% of Germany's 
sovereign debt. We will now also assume that the estimated interest rate advantage has 
affected not only the German government's issues, but also its other government debt –  
i.e. around 47% of its total debt. Another aspect that is significant for the calculation is 
that the interest rate advantage that emerged for short-dated bonds in 2010 and 2011 has 
already disappeared and that only a part of the issue volume can still be found in the 
government's books. 

Taking all of the above into account, Germany's budget is currently reaping the benefits 
of annual interest savings to the tune of around EUR 10.2bn thanks to the euro crisis – 
comprising interest rate advantages from borrowing in 2010 (EUR 1.0bn), in 2011 (EUR 
2.7bn) and 2012 (EUR 6.5bn). The fact that the interest rate advantage of around EUR 
10bn arrived at based on the above is less than the EUR 16bn calculated on the basis of 
the first method is plausible, because the interest rate level for the period from 2010 to 
2012 that we deem to be appropriate based on the fundamental data was lower than the 
average interest rate in the budget in 2009, which is why the average interest rate in the 
budget would have fallen slightly even in the absence of a crisis. Nevertheless: the EUR 
10bn that has been shaved off interest expenditure in Germany's budget takes a consid-
erable weight off the country's shoulders. 

The interest rate advantages for the budget that emerged between 2010 and 2012 as a 
result of the euro crisis will continue to have an effect for years to come in line with the 
debt maturity. If we add up the interest rate advantages gained in the period from 2010 to 
2012 and those that Germany will benefit from in the years to come, we arrive at cumula-
tive interest relief for Germany's budget of an estimated EUR 67bn – enough to slash 
around 3 percentage points off Germany's government debt ratio.    

On Germany's financial risk as a whole 

The direct costs associated with Greek default and the country's departure from the 
single currency at this point in time are estimated to total around EUR 80bn. These 
comprise the bilateral loans granted by Germany as part of the first rescue package, 
Germany's share (29.07%) of the funds already paid out to Greece from the rescue 
fund and the proportion, based on the ECB's capital key (27.07%) of the Greek gov-
ernment bonds held by the ECB (no precise information is available in this respect, it 
is presumed that the ECB originally bought securities worth EUR 50bn, Greece re-
cently paid back around EUR 3bn in due government bonds) and of the Target 2 li-
abilities of the Greek central bank (end-August 2012: EUR 107.88bn). 
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First rescue program 15.2

EFSF aid second rescue program 21.5

ECB bond purchases 13.5

Target 2 29.2

Total 79.4

Potential cost to Germany in EUR bn

 
 
Joint and several liability assumed by Germany under the rescue funds 
• EFSF: Germany's share of the credit guarantee framework totals EUR 211bn. The 

EFSF has a remaining aid capacity of EUR 248bn due to payment obligations from 
rescue packages totaling EUR192bn (without Spain). 

• ESM: The permanent ESM rescue fund is likely to come into force in October 2012 
and replace the fixed-term EFSF in mid-2013.1 The ESM will boast subscribed capi-
tal of EUR 700bn. The capital comprises the following: 

 - EUR 620bn in callable capital (credit guarantees) 
 - EUR 80bn in cash capital 
 - Germany's share of joint and several liability for the ESM totals EUR 190bn:  
  EUR 22bn in cash capital and EUR 168bn in callable capital 

Even if the maximum loan capacity for the ESM alone has been put at EUR 500bn, the 
combined joint lending capacity of the EFSF and ESM is to total EUR 700bn during the 
interim period. This is because the EFSF rescue programs that are already running 
(and are worth just shy of EUR 200bn) will be added to the ESM volume. This means 
that – at least during the interim period in which both rescue funds co-exist – Ger-
many's upper liability threshold could increase to beyond the current maximum 
guarantee of EUR 211bn, namely to EUR 285.3bn based on estimates supplied by the 
German Finance Ministry. The Finance Ministry has also thrown aid under the EU 
budget (EFSM) totaling EUR 9.8bn and Germany's share of the first rescue package for 
Greece that has already been paid out, totaling EUR 15.2bn, into the equation, push-
ing the upper liability threshold up to EUR 310.3bn in total. 

If monetary union were to disintegrate, we would also have to include the ECB's gov-
ernment bonds under the Securities Market Program (SMP), which amounted to EUR 
209bn at the end of August – weighed based on Germany's ECB capital share, this 
would give us a figure of EUR 56.6bn. Then, there is the Bundesbank's Target 2 bal-
ance totaling EUR 751bn (as at August). 

Impact on the interest income of domestic private households 

But just as the extremely low interest rates come as welcome relief for the government's 
interest burden, the negative impact on savers' interest income is on the same scale. The 
financial assets of private households totaling EUR 4714bn (2011) include interest-
bearing forms of investments such as term deposits, savings deposits, savings bonds, 
money market securities and fixed-income securities worth EUR 1221bn. Sight deposits 
are also likely to provide a source of interest income, albeit on a small scale. In 2011, 

                                            
1 The ESM will come into force as soon as at least 90% of the capital stock has been reached, i.e. as soon as 
enough countries, but at least 12 EMU countries, have ratified the intergovernmental treaty. With a capital 
stake of around 27% (EUR 190bn), it is therefore absolutely crucial for Germany, along with France, to ratify 
the treaty in order to put the permanent rescue mechanism in place. 
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households saw interest income worth EUR 40.1bn come their way. Only two years earlier 
in 2009 – just before the debt crisis erupted – households were on the receiving end of 
EUR 54.9bn in interest income based on a similar investment volume of EUR 1208bn. As 
far as 2012 is concerned, we expect the interest income of private households to dwindle 
further to EUR 36bn, despite the fact that the investment volume is virtually unchanged 
compared with 2011. If average interest rates in households' portfolios in 2012 were on a 
par with 2009, they could look forward to interest income of EUR 55.5bn – i.e. almost EUR 
20bn more than the amount they will actually receive. 

Interest on private household financial assets in Germany

Sources: Statistisches Bundesamt, Deutsche Bundesbank, 2012 own estimate.
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This loss of interest income is, however, unlikely to be attributable to the debt crisis 
alone. As already explained above when we looked at the interest rate advantages en-
joyed by the state, we can assume that interest rates in the period from 2010 to 2012 
would have been lower than the average interest rate on an asset/debt position in 2009 
even if we had been spared the crisis. If, as with the calculation of the government's in-
terest burden, we attribute a good 60% of the loss of interest income to the effects of the 
debt crisis, we arrive at a scenario in which private households have now been losing a 
good EUR 12bn in interest income a year as a result of the debt crisis. 

In addition to the loss in interest income, private households are facing lower income 
from other forms of investment as well. This applies, in particular, to the income from 
claims vis-à-vis insurance companies, Pensionskasse pension schemes and pension 
funds, even if the drop in the income from investments is likely to be cushioned, and 
delayed somewhat, by the long-term investment policies pursued by these institutions. 
In 2011, private households had claims vis-à-vis insurance companies, Pensionskasse 
pension schemes and pension funds totaling EUR 1682bn. Without wanting to be overly 
skeptical, we can expect, based on the high volume of these claims, to see the resulting 
income from investments fall by at least EUR 10bn a year in the medium term as a result 
of the debt crisis. 

Impact on German exports 

The weak economy in those EMU countries hit by the debt crisis has put a considerable 
damper on German exports to the euro area. This economic weakness started to set in in 
the spring of 2011 and has since become much more pronounced. 
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In 2011 and in this year to date, the growth in German exports to the eurozone has lagged 
well behind the growth in exports to regions outside of the eurozone. However, the trend 
towards above-average growth in exports to non-EMU countries is one that has already 
been evident for the past decade or so. In the period from 2000 to 2009, these exports 
grew at a rate that was 1.5 percentage points a year faster than exports to the eurozone, 
due in particular to the increasing role played by the emerging markets as trading part-
ners for Germany. 

% change on year earlier

2011       8.3 13.5

Januar - July 2012 -0.6 9.5

Annual average 2000-2009 3.8 5.3

German merchandise exports, nominal

EMU Non-EMU

 

Since 2010 (increase from January - July 2012 extrapolated to produce an annual value 
for 2012), German exports to non-EMU countries have increased at an estimated rate of 
24.3%. Assuming – which should be plausible – that the trend towards above-average 
growth (namely to the tune of 1.5 percentage points) compared with exports to EMU 
countries continues on more or less the same trajectory this decade, too, German ex-
ports to the euro area should have risen by 20.6% since 2010. In actual fact, however, the 
increase came in at only 7.7%. We have attributed the difference of 12.9 percentage points 
to the European debt crisis. 

German exports, nominal

Source: Deutsche Bundesbank.
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With eurozone exports accounting for around 40% of total exports, the weaker demand 
from the euro area has shaved a good 5% off Germany's goods exports. The figure for 
services exports is likely to be similar. Since exports in Germany now account for around 
50% of GDP, export losses of 5% would slice 2½% off GDP in the first instance. Exported 
goods, however, contain a significant proportion of intermediate goods imported from 
abroad. Exports are now estimated to contain 50% imported goods. Consequently, a 5% 
drop in exports would mean that foreign trade would make a negative growth contribu-
tion corresponding to around half of the pure export effect. The loss of GDP growth 
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sparked by the lower demand from the eurozone is therefore expected to total around 1¼ 
percentage points. 

However, the depreciation of the euro in the course of the debt crisis has provided posi-
tive impetus for Germany's exports. Despite its recent rebound, the trade-weighted ex-
ternal value of the euro is currently around10% lower than it was in 2009, before the debt 
crisis hit. This has made German exporters much more competitive in terms of price. 
The indicator of the price competitiveness of the German economy – which takes into 
account not only the real external value of the euro but also price/cost competitiveness 
compared with EMU countries – has improved by around 7% since 2009. According to 
another of our own estimates, the elasticity of Germany exports with respect to the indi-
cator of price competitiveness based on unit labor costs is around 0.7, although the proc-
ess of adjustment takes more than a year. This means that the depreciation of the euro 
will give the German economy an estimated 5% more exports, boosting GDP growth by 
around 1¼ percentage points in the process. 

However, given the time lag with which exports react to improved competitiveness, only 
around half of this effect is likely to have filtered through to date. Consequently, the de-
preciation of the euro per se is only responsible for 2½% of the additional exports. This 
has lifted GDP growth by 0.6 percentage points. In 2013, we expect the depreciation to 
provide a further appreciable boost to exports and GDP growth alike. 

In summary: while the European demand slump has reduced German exports, the de-
preciation of the euro has given them a boost. If we look at the aggregate impact of the 
two effects, our estimates show a 2½% reduction in German exports at present, pushing 
GDP growth down by 0.6 percentage points. Once exports have fully adjusted to the lower 
external value, however, the two effects will more or less cancel each other out. 

Impact on private consumption 

The debt crisis is impacting private consumption via a number of channels: 
• the depreciation of the euro 
• the extremely low interest rates 
• the uncertainty surrounding the economic outlook 

The depreciation of the euro is pushing inflation on the domestic market up because 
imports are becoming more expensive. Based on the elasticities in our estimate, the 10% 
depreciation of the euro translates into a 0.6% increase in the price index for private con-
sumption in Germany. This is likely to prompt a corresponding drop in real private con-
sumption and lop an estimated 0.3 percentage points off the GDP growth rate. 

The extremely low interest rates are good news for private consumption, as they trans-
late into more favorable conditions for consumer loans and more disposal income due to 
the lower interest burden for residential construction loans. On the other hand, however, 
the low interest rates mean that savers are facing investment income losses reaching 
into the double-digit billions in total. All in all, the low interest rates triggered by the 
crisis are likely to have a minimal positive effect on real private consumption. 

What is more, the euro debt crisis has made consumers far more pessimistic in their 
economic outlook. This is likely to deter consumers from buying longer-term durable 
goods in particular. 

All in all, this means that the debt crisis is likely to have put a damper on real private 
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consumption on a scale of 0.7 percentage points due to the depreciation of the euro, in 
particular. This is estimated to have shaved 0.3 percentage points off the GDP growth 
rate. 

Impact on investment 

It is equally difficult to estimate the impact that the debt crisis has had on investment 
activity, because a number of factors are at play here. To assess the impact, we have 
made a distinction between equipment investment and commercial construction in-
vestment on the one hand, and residential construction investment on the other. 

Residential construction activity will be encouraged by the very low interest rates caused 
by the crisis, increased immigration to Germany from countries in southern Europe and 
possibly also by a growing trend towards investing in property. On the flip side, house-
holds have adopted a much gloomier economic outlook and the depreciation of the euro 
means lower real income levels. All in all, the euro crisis is expected to have no more 
than a slightly positive effect, if any, on residential construction in Germany. 

Although the low interest rates will also spur commercial investment, the latter is more 
likely to be impacted by the drop in the capacity utilization rate in the industrial sector 
on the back of weak demand from Europe and by the fact that companies feel unable to 
plan ahead in light of the risks hanging over the euro. 

Equipment investment has declined by 3½% in real terms since the fall of last year, mark-
ing the end of a two-year recovery phase. We put this down primarily to the conse-
quences of the debt crisis. While this is certainly cause for concern as far as Germany's 
medium-term growth prospects are concerned, the most recent investment slump is 
only likely to bring current economic growth down by an estimated 0.2 percentage 
points. 

Impact on GDP 

If we combine the effects of the European debt crisis on German exports, consumption 
and investment, the situation is as follows: according to our estimates, German gross 
domestic product has slid by 1.1% to date. Nevertheless, the process in which exports 
adjust to the depreciation has not yet been concluded, meaning that the loss of eco-
nomic output is likely to come in at only 0.5% in the long term. This will only, however, 
apply provided that the economic downturn in the EMU crisis countries is not exacer-
bated further, causing the demand from abroad to plummet even further. 

Impact of debt crisis on GDP (in %)

Exports Private 
consumption Investment GDP

to date -0.6 -0.3 -0.2 -1.1

after adjustment 
process 0.0 -0.3 -0.2 -0.5

 

The impact of the debt crisis on the German economy paints a very mixed picture. A 
blanket assessment leads nowhere. Although the German government is saving a hefty 
EUR 10bn in interest expenditure every year – indeed an estimated whopping EUR 67bn 
on a cumulative basis over the years – it is also assuming considerable risks. Although 
private households can also borrow at very favorable rates, savers are missing out on 
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interest income of well in excess of EUR 10bn a year, a figure that does not even include 
losses affecting other types of income from investment. Although German exports will be 
hit hard by the drop in demand from the European crisis-countries, they will be stimu-
lated considerably by the marked drop in the external value of the euro. Once the ad-
justment processes have run their course, both effects could more or less cancel each 
other out. The debt crisis will probably have a limited negative effect on private con-
sumption and investment activity in Germany. All in all, the cumulated losses in eco-
nomic growth are currently likely to total a good one percentage point.  

These assessments are, as always, subject to the disclaimer provided below. 
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