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Germany avoids a double-dip recession,
but only just
The German economy got away with a black eye, avoiding a double-
dip in the final quarter of 2020. However, given the current lockdown
and vaccination situation, it is hard to see how it can perform the
same magic again in the current quarter

A Covid-19 vaccination
centre in Berlin

Now it’s official. The German economy avoided a double-dip and grew by 0.1% quarter-on-quarter
in the final quarter of 2020, from +8.5% QoQ in 3Q. On the year, the economy was down by 2.9%.
For the whole of  2020, the German economy shrank by 5.0%, or 5.3% when adjusted for calendar
effects. It's the worst performance since the financial crisis in 2009 but still much better than some
had feared at the start of the Covid19-crisis. The GDP components will only be released at the end
of February but according to available monthly data, the construction sector and exports should
have been the main growth drivers. With the start of the stricter lockdown in mid-December, there
could still be some downward revisions in February.

Second lockdown with much milder impact on economy
In a very bad year, the German economy still performed better than most of its European peers.
Relatively light and shorter lockdowns than in the spring, staycations in the summer, strong fiscal
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stimulus (though only a fraction of the announced stimulus has been used so far) as well as the
economy’s strong manufacturing basis have been the main drivers. After significant inventory
reductions in the second and third quarter, strong industrial production is mainly behind the
fourth-quarter performance. Contrary to spring's lockdown, factories have not (voluntarily) closed
during the current wave, supporting the economy, and the economic impact of the current
restrictions is more concentrated on retail, leisure, and hospitality. 

Another stabilising factor for the German economy has been short-time work. These government
support schemes have played an important role in keeping consumption relatively stable. Latest
labour market data shows that unemployment increased in January by 193,400, bringing the total
number of unemployed to 2.9 million people, the highest level since August. The January increase
was broadly in line with previous increases in the same month. The seasonally-adjusted
unemployment rate remained unchanged at 6%. Application for short-time work schemes
continued to increase in January. According to the federal labour agency, some 2.2 million
employees were in short-time work in November.

Outlook strongly driven by vaccinomics
Looking ahead, extended and stricter lockdowns do not bode well for the economy. Given that
one-off positives like inventory build-ups and construction might no longer help as they did in the
fourth quarter, and demand from China could also weaken on the back of lockdowns and the
Chinese New Year, the first-quarter performance of the German economy will be weak. The fact
that the vaccination campaign had a poor start doesn't help.

While the number of new infection cases has come down in recent days, fears of new virus
variants and the slow vaccination pace are likely to keep the economy in lockdown grip for a while.
In this regard, it is interesting that politicians are calling for a change in the vaccination strategy,
shifting the focus to younger age groups, as the Astra-Zeneca vaccine will not be given to the 65+
age group in Germany. Whatever the outcome of these discussions we still expect a gradual
easing of the lockdown measures going into the second quarter and consequently a strong
rebound of economic activity.  

The German economy got away with a black eye, avoiding a double-dip in the final quarter of
2020. However, given the current lockdown and vaccination situation, it is hard to see how it can
perform the same magic again in the first quarter.  
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