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The Cooling Down of the German economy (Timo Wollmershäuser): 
To give a brief summary, the German economy is not in a recession, but only in a cool down. 
However, that does not mean that German economy has no problems at all: since 2018, the 
German economy is not in a boom phase anymore. The overheating of the last couple of years 
has disappeared. 

 
The German economy is called ‟divided”, because we have at the same time a boom in the 
construction and services sectors, but a bust in the manufacturing sector. The gross value added 
in the manufacturing sector, for one and half year, is decreasing, but the gross value added in the 
construction and service sectors continues to rise. 

 
There are two main reasons to explain this industrial recession. The first one is the slowdown of 
world industrial cycle, which leads to a decrease of the global demand for German intermediate 
and capital goods. The other is the technological change in the German automotive industry.  

The first reason is well known by the economists: the slowdown in China and the rise of global 
uncertainty due in part to the Brexit and to the trade war have led to a decline in the investment 
and, in a limited way, in the households’ consumption.  
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This slowdown is common to the OECD countries, but is much more severe in Germany. This is 
linked to the fact that the production structure of the German economy is based on intermediate 
and capital goods, which are much more sensitive to industrial downturns. 

 
This production structure has to be coupled with the fact that the industrial sector represents itself 
a large part of the German economy over the long run. There are thus two concomitant factors: 
the size of the industrial sector, and the production structure in Germany. 
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The second reason is less frequently tackled. There is a clear decrease of the production of the 
automotive sector. The production other manufacturing sectors (machinery, electrical, chemical 
sectors…) is also shrinking, but much softer. This decline in the automotive industry has an impact 
of -0.75 pp in the German GDP in 2019, since it represents roughly 5% of the gross value added 
of the country.  

 
 

In fact, there is a significant decline in the car production in Germany, but not in the production of 
German cars.  

 
 

This dichotomy can be explained by large shifts in the production in the German plants: they 
change their output from combustion engine cars to electric engine cars. Then, the production of 
combustion engine cars is delocalized in other European countries. This is why the production of 
German cars increases in the rest of EU. Thus, since the demand for electric engine cars is not 
yet very developed but will rise in the future, we can assume that German producers expect that 
this decline in the German production is only transitory. However, it is very difficult to know if this 
will work in the future.  

 



The German economy: towards a recession? Compte-rendu Page 5 sur 9 

 

At the same time, there is a clear booming domestic economy, in particular in the construction 
and the services sectors. This boom is amplified by large fiscal impulses and favorable domestic 
conditions.  

 
 

Although there was a fear concerning the services sector employment in the middle of 2019, there 
is now a clear boom, which indicates that the industrial recession has not spread to the other 
sectors. There is nowadays a decline in the number of long-term unemployed, but obviously an 
increase in the number of cyclical unemployed.  

 
The fiscal surplus in Germany has risen since 2012, in particular thanks to the low interest rates 
but also to the tax revenues, and allows a decrease in the Debt-to-GDP ratio (~61% in 2019), but 
also large fiscal stimulus since 2015, and for the following years. The expected fiscal impulses 
are very large (especially concerning social benefits) and should have a strong impact on the 
GDP.  
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The business climate is expected to be good, so there will probably be again more employment 
in 2020 and 2021. 

 
Under optimistic assumption on the global economy (soft Brexit, no trade war escalation, no boom 
in the oil prices, good management of the shift in automotive industry), IFO expects a pretty good 
growth of the GDP in the following years. IFO expects that the gross value added in the 
manufacturing sector will rise as early as the middle of 2020, and then allows the German 
economy to follow up its strong growth path. In 2021, the strong fiscal stimulus (via tax reliefs) will 
probably contribute to high growth rates (around 0.4% in the first quarter of 2021).  
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Discussion (Julien Pouget): 

 
I will briefly focus one three questions: 

 

1- The cyclical position of employment and wages 

Since the great recession, the German economy is more sensitive in case of crisis, but also more 
dynamic in case of recovery or economic boom, comparing to other European economy (and 
especially France). This is because it is more exposed to world trade, and because France is 
more sustained by public expenditures.  

Labor shortages have increased in all European countries. In Germany, shortages appear to hit 
a tipping point. In France, there is a deconnexion between the two: the labor market seems to be 
less efficient than ten years ago.  

During these previous years, wages have grown at a pretty strong pace in Germany and inflation 
remains low. You have not mentioned your forecast about inflation. What do you expect of its 
evolution in the coming years? 

T. Wollmershäuser: I think that this wage increase without inflation is very puzzling. This is 
probably due to the globalization, but this is only a part of the story.  

 

2- Causes of the German downturn  

As you, we expect that the German GDP is unlikely to slow down in the coming years and could 
even accelerate in 2020. There is a general fiscal impulse in European countries that could help.  

Brexit and its uncertainty explain a lot in the quarterly variations in trade. Anticipations of the Brexit 
in March 2019 have encouraged British firms to expend their inventories, which has led to an 
increase of German exports in the first quarter. However, the economic backlash was strong in 
Q2, and then the German exports have fallen. Brexit can thus be seen as an idiosyncratic shock 
that affect strongly the trade of Germany. Germany has also suffered from the Chinese slowdown, 
and this is maybe more structural.  
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In all European economies, we see a dichotomy between manufacturing and services sectors. 
This difference is particularly marked in Germany. It is possible that the slowdown in 
manufacturing could spread to the other sectors of the economy. 

 

3- The spread to households and consumers  

In Germany, there is a strong correlation between household and business confidence. We thus 
could fear about a negative impact of the manufacturing downturn of household consumption. 
The social spending and fiscal stimulus have impacted positively the saving rate, i.e. the 
households have a “wait and see” attitude, even so the interest rates are very low. So, it is an 
important question to known if the private consumption will follow the fiscal stimulus in 2020 and 
2021.  
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T. Wollmershäuser: The transmission should occur via the labor market. If the business 
confidence goes down, there is a danger that people lose their jobs, that wages are more 
uncertain. The fiscal stimulus could actually be a contracyclical factor to hamper the spread.   

 

 

Asks/Answers: 
 

Erwan Kerrand (DG Tresor): Do you expect a fall in the employment in Germany after the shift in 
production in the automotive industry, according to the fact that the production of electric cars is 
less labor intensive? 

T. Wollmershäuser: There is a study published in January which conclude that 400 000 jobs are 
threatened in case of production shift. This is of course a very large number (one-half of the 
employees of the automotive industry). This number is easy to calculate because we know the 
labor input to produce electric cars, but it is harder to predict the efficiency of this structural 
change, and the demand which will be addressed to this production.  

Raymond Van Der Putten (BNP Paribas): Do you think that the large part of the manufacturing 
sector in the German economy is partly due to the less prominent efficiency of Germany of 
providing services? Do you have included the carbon tax in your tax receipts forecasts?  

T. Wollmershäuser: I think I cannot give you a good answer. I think it is probably right to say that 
we are not very good in providing services, but do not know any study that prove a causal link. I 
mean that I could give you the exact opposite history: we do not have lot of services because we 
are very good in the manufacturing sector. The climate pact is already included. 

Guy Ferré, M&I Consulting: Could you explain in more details the methodology to calculate the 
fiscal stimulus for each year? Does it represents the evolution year by year or is this referring to 
a year 0?  

T. Wollmershäuser: It always represents the evolution according to the previous year.  

Sebastien Jean, CEPII: I would like to push you further in the automotive. What do you think about 
the level of investment, presented most of the time as a weakness of the German economy? Is it 
up to the challenge? Is there a good involvement of the public sector?  

T. Wollmershäuser: Even during the 2017 boom, the investment in the manufacturing sector was 
actually pretty low, in particular comparing to the 90’s boom. I cannot say if this is the good level 
of investment. But one reason for this low investment is the structural change, we do not produce 
in the same way. The investment is much higher in the service sector, and less in the industrial 
sector. We also have to think about demographics. The population growth rates are now very low. 
Thus, it makes sense for an economist to say that in a country with low growth rates, capital 
accumulation should slow down. From my point of view, a greater public investment is needed, 
in particular in the administration, where nothing is digitalized.  

Sebastien Jean, CEPII: To what extent you see the booming property prices as sustainable and 
healthy in Germany? We know that the German property prices cycle is very desynchronized, 
how do you see this evolution: as a rebalancing?  

T. Wollmershäuser: You basically gave the answer. From my point of view, the housing boom is 
a rebalancing period. At the moment, the price level in Berlin or Frankfurt is still below the one in 
big European countries like Paris or London. 


