
Rapid decline of German inflation rates 

Armissan, October 31, 2023    │    Dieter Wermuth 

Monday was big data day in Germany. 

Third quarter real GDP came out a little better than expected, at -0.1% q/q s.a. and -0.4% 

y/y. It has now stagnated since the fourth quarter of 2019, just before the outbreak of Covid, 

or for three years and three quarters. If you define a recession as a significant and long-

lasting downside deviation of real GDP from trend, this has certainly been one. Two big 

shocks, the shutdowns of the Corona crisis and the huge increase of energy prices that 

followed Russia’s invasion of Ukraine in February 2022 were the main reasons for this 

weakness. Overall consumer price inflation had shot up from near-zero at the end of 2020 to 

no less than 11.6% y/y by October 2022. Real disposable income plunged in response, while 

the household saving rate rocketed from about 10½% before Corona, the previous normal, 

to no less than 20.9% in the second quarter 2020. Consumers were scared – between Q4 

2019 and Q2 2020 private consumption, the largest national accounts component of overall 

demand, declined at an unheard-of annualized rate of 24.3%. Household spending remains 

very weak to this day. 

The other news was inflation. Using the seasonally adjusted Bundesbank time series, the 

harmonized index of consumer prices (HICP) fell by 0.2% m/m in October and rose at a six-

month annualized rate of 2.1%, and by 2.8% y/y. German inflation rates are quickly 

approaching the 2% target of the ECB. Producer prices, which are usually a reliable leading 

indicator of consumer prices, were down by 14.7% y/y in September. I would guess that the 

situation is similar in the other countries of the euro area. 
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As it looks, third quarter GDP has probably been the lower cyclical turning point. Wages are 

finally rising much faster than consumer prices and will thus improve workers’ purchasing 

power. Employment growth has been robust all through the long recession – it has recently 

been in the order of 0.8% y/y. Household consumption will be the main driver of private 

consumption from now on. It will also be driven by the huge improvement of the terms of 

trade (+12.4% y/y in Q3). Another, surprisingly strong support comes from residential 

construction: in August the volume of new orders had increased by an astonishing 18.4% 

y/y, while the 6-month annualized rate had been even higher: +49.3%. There is a severe 

shortage of affordable housing, partly as a result of a new wave of immigration and the large 

decline of construction during the recession. This takes place despite an increase of long-

term fixed mortgage rates by about three percentage points since the first quarter of 2021. 

Two, perhaps three other stimulating effects can also be expected: the ECB has probably 

stopped raising policy rates (because of the weak economy und the fall of inflation rates); 

fiscal policies which had been tight in 2023, as governments tried to contain their large 

budget deficits run up during the recession, will be mildly expansionary in 2024; the 

depreciation of the euro will also help – it is vastly undervalued on a purchasing power basis 

which makes European goods and services rather competitive; in other words, foreign trade 

will be a growth engine once again. The balance on current account has increased to 6.7% of 

nominal GDP again. 

On balance the risk is that German and euro area growth will, for a change, surprise on the 

upside. It is about time. 
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