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German GDP: Technical recession likely followed by strong recovery
■

German GDP shrank 0.7% qoq in 4Q21 (UniCredit: -0.7%; consensus: -0.3%). It was the first decline in economic activity
since 1Q21. On a yoy basis, economic activity (adjusted for working days) still rose 1.4%. Compared to the pre-crisis level,
real GDP was 1.5% lower than in 4Q19. Given some changes of historical readings, the figure for 2021 as a whole was
revised upward a tad to 2.8% yoy from 2.7%.

■

The major reason for the decline in real GDP at year-end 2021 has become a well-known pattern in the times of COVID-19.
Since infection rates in the form of the Delta and Omicron variants surged again, restrictions have been tightened anew by
the government and weighed on the services sector in the form of lower demand. Furthermore, private households became
more cautious by themselves and refrained from going to restaurants, visiting theaters, etc. It is little wonder that private
consumer expenditures were pretty weak in 4Q21 as also highlighted by the Federal Statistical Office (FSO) this morning.
Given the persistent supply shortages, activity in the manufacturing and construction sector could not compensate for it,
although companies have been sitting on a huge pile of backlog orders. The FSO said that investment activity in the
construction sector even outright declined, while higher public consumption softened the blow to overall GDP.

■

In our view, a renewed shrinking in economic activity in the first quarter is likely for the very same reasons: COVID-19 and
supply shortages. In other words, Germany might not skirt a technical recession at the turn of the year. However, when
looking at the latest business sentiment indicators, there seems to be light at the end of the tunnel. Given the usual lead-lag
pattern between forward-looking expectations of companies and hard data, a strong increase in real GDP in the second
quarter may be in the pipeline. This week’s release of the Ifo survey for January showed that business expectations
rebounded strongly after six consecutive declines. Interestingly, in all four major manufacturing sectors (auto, machinery,
chemical and electrical engineering), there seems to be a turnaround in the making. Lo and behold, even the battered
services sector has recently become more optimistic, probably in anticipation of declining infection rates in spring and the
unloading of consumers’ pent-up demand.

■

Looking beyond the second quarter, we think that a strong and sustainable recovery in Germany inevitably requires a
significant easing of supply shortages. Otherwise, companies in the manufacturing and construction sector cannot work off
their backlog orders and restock their record-low inventories to a more normal level. Encouragingly, the latest survey data
suggest a tentative easing of supply-side pressures. While it is still early days and risks certainly remain, this has recently
been flagged by the suppliers’ delivery times subcomponent of the manufacturing PMI.

In greater detail:
While real GDP shrank 0.7% qoq in 4Q21, the figures for the first half of 2021 were somewhat revised upward (1Q21: -1.7%
from -1.9%; 2Q21: +2.2% from 2.0%;).
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CHART 1: DIP AT YEAR-END 2021
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Compared to the pre-crisis level, German real GDP was still 1.5% lower than in 4Q19, while the French economy already
exceeded it slightly (Spain: -4%).
CHART 2: GERMANY LAGGING BEHIND FRANCE
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Business expectations of companies in the manufacturing and services sector improved in January 2022 but remained well
below the levels in spring and early summer of last year.

UniCredit Research

page 2

See last pages for disclaimer.

<date>

28 January 2022

Macro Research

Data Comment

CHART 3: COMPANIES GETTING MORE OPTIMISTIC FOR FUTURE BUSINESS
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Dr. Andreas Rees, Chief German Economist (UniCredit Bank, Frankfurt)
+49 69 2717-2074
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