Heading towards a 2" recession in the second half of the year? Germany: economic indicators monthly changes

While Germany is barely coming out of a recession recorded in Q4 2022 and Q1 2023, economic
surveys emphasise the risk that the country will fall back into recession in H2. The deterioration
identified by IFO’s business climate is clear (85.7 in August, returning to its low level of October
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2022), both in industry and services. In the ZEW survey, the current business conditions indicator IFO Business Climate Manufacturing

fell to -79.4 in September. In the past, such a level has always resulted in negative growth. IFO Business Climate Services -0.9

Household confidence, measured by the GFK index, has stabilised at a historically low level for five IFO Business Climate Trade = Ul

months. In September, it is approaching -25.5, the same level it was in May. Although it has IFO Business Climate Construction 03

recovered from its low of -42.8 (October 2022), driven by a fall in inflation, it remains very GFK Consumer Confidence

deteriorated compared to its average pre-Covid level (+6 between 2001 and 2019). In addition, the Industrial Production 02 00 -02 -04
proportion of households deeming a significant purchase in the immediate future appropriate Industrial Orders foreign 0,6 0,3-

continues to fall, reaching an all-time low in August 2023 at 5.8% (according to the European
Commission). This deterioration should weigh on household consumption, while it was already 2%
below its pre-Covid level in Q2.
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The latest data showed a stabilisation of inflation at a still high level (6.4% y/y in August 2023, UnemploymentRate 1,0 1,1 1,1 10 09 09 08 08 09 09 08 08
compared to 6.3% in May), highlighting the lack of momentum, at this stage, in the direction of
disinflation beyond energy and food prices. Inflation in services has therefore exceeded 5% since
June (5.1% in August), a first since the country’s reunification.

1 2 3
With 472,000 JObS created in Q2 2023 (a]‘ter two quarters at over 100,000 net JObS Created), the loss The Indicators are all transformed into "z-scores”, i.e. deviations from the long-term average value (expressed in standard deviation), the average of which is
; ; ; ; ; zero. Positive (negative) values indicate the number of standard deviations above (below) the mean value.
Of momentum is more pronounced on thle labour marKEt Slde than on the lnﬂatlon Sldel' The IFO Reading note: the red colour indicates dynamic activity, high inflation and low unemployment, the blue colour indicates slower activity, low inflation and high
survey's employment climate fell to 97 in August, a level that had not been reached since June unemployment.

2010 (excluding the Covid period), suggesting a further slowdown.

Given these negative factors, we expect a GDP contraction in Q3 and Q4 (-0.1% g/q each time). GDP UfﬂWth

After a recession at the turn of 2022-2023 and zero growth in Q2 2023, the economy is going el Carry-over Sorea Annual forecasts (y/y)
through a prolonged period of underperformance, with Germany being one of the few countries 032022 | 042022 | QL2023 | Q22023 | Q4 2022 | Q32023 | Q42023 | 2022 (observed)| 2023 | 2024
where GDP is below its level before the start of the war in Ukraine (-0.2% between Q1 2022 and Q2 04 04 01 00 o) 01 01 195 03 03
2023). ’ ' ' ' ' ' ' ' ) )

Source: Refinitiv, BNP Paribas

Stéphane Colliac (completed on 21 September 2023)
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