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German economy still stuck in recession
Now it's official, the German economy shrank by 0.3% quarter-on-
quarter at the end of 2023. An imminent improvement is not in sight
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And it’s a wrap. The just released official GDP results show that the German economy shrank by
0.3% quarter-on-quarter in the fourth quarter of 2023. The year 2023 was the first full year since
2020 in which the German economy contracted (by -0.3% year-on-year). The GDP numbers
from previous quarters were revised. As a result, the German economy has just avoided a technical
recession (ie two consecutive quarters of contraction). But with an average quarterly growth rate
of 0% QoQ since the second quarter of 2022, the German economy is anything but fast-growing.
The best way to describe the state of the German economy is probably that it is in a shallow
recession. In fact, the economy remains stuck in the twilight zone between recession and
stagnation.

Closing 2023 but 2024 hardly looks any better
The year 2023 was another turbulent one, with the economy in permanent crisis mode. In fact,
since 2020, there has been a long list of crises and challenges facing the German economy: supply
chain frictions resulting from the pandemic lockdowns and war in Ukraine, an energy crisis, surging
inflation, tightening of monetary policy, China’s changing role from being a flourishing export
destination to being a rival that needs fewer German products, and several structural
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shortcomings. A combination of geopolitical risk events, cyclical headwinds but also homemade
deficiencies. In light of so many challenges, some take comfort in the fact that the economy is
“only” stuck in stagnation and has avoided a more severe recession.

Looking ahead, at least in the first months of 2024, many of the recent drags on growth will still be
around and will, in some cases, have an even stronger impact than in 2023. Just think of the still-
unfolding impact of the European Central Bank's monetary policy tightening, the potential slowing
of the US economy or new uncertainty stemming from recent fiscal woes. A recent illustration of
the longer-term impact of energy prices, higher interest rates and changing economic structures is
the gradual increase in insolvencies since mid-2022. But the ongoing sharp drop in new orders in
the construction sector doesn’t bode well either. To make things worse, the new year brought new
problems for the German economy: strikes by train drivers, and supply chain disruptions as a result
of the military conflict in the Red Sea have made another contraction in the German economy in
the first quarter of the year even more likely.

It does not look as if the German economy will leave the twilight zone between recession and
stagnation any time soon.
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