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Looming
test of
economic
strengths

As twilight gathers
over Germany’s
“grand coalition”
government of

Angela Merkel, the surpris-
ingly robust recovery that
the country has enjoyed also
looks to be coming to an
end.

Europe’s largest economy
has not been at the centre of
the hurricanes that have hit
the world’s financial mar-
kets and industrialised econ-
omies. But its rebound has
been blown off course by the
battering taken around the
world – the US in particular,
but also rapidly-developing
emerging economies, Euro-
pean neighbours and most
recently Russia, one of Ger-
many’s fastest-growing
export markets.

At the same time, the
surge in oil prices up until
the middle of this year has
sapped consumer confidence
– never Germany’s strong
point – helping to push the
economy to the brink of
recession. After expanding

rapidly in the first quarter of
the year, German gross
domestic product fell by 0.5
per cent in the second quar-
ter, and is believed to have
remained weak.

German companies have
had to react to fast-changing
circumstances. In the bank-
ing sector, long-awaited con-
solidation has started to take
place. In quick succession,
Commerzbank secured a
deal to takeover rival Dresd-
ner, and Deutsche Bank
became the largest share-
holder in Postbank, which
operates Germany’s biggest
pool of retail savings.

Industrial companies,
which powered the recovery
since the first half of this
decade, are having to adjust
to slowing order books.
Years of restructuring and
cost-cutting have boosted
competitiveness, but that is
no substitute for weakening
demand, including that from
main European trading part-
ners such as the UK and
France.

An emerging trend over
the past year has been the
rise of companies with a
strong “anchor” shareholder.
Over the summer months,
Schaeffler, the privately-
owned southern German
engineering group, launched
an audacious – but success-

ful – bid for control of its
larger rival Continental. Por-
sche, the sports carmaker,
has meanwhile been tighten-
ing its grip over Volkswa-
gen, Europe’s largest auto
group.

One view is that such
moves mark a return to a
defensive Deutschland AG –
using cross-shareholdings to
ward off hostile foreign pred-
ators. A more benign expla-
nation is that it marks a
reaffirmation of German
industry’s traditional roots
that are grown from long-
term thinking and dedicated
family ownership.

The country’s fundamen-
tal strengths should help in

2009 and prevent the slow-
down turning into a deep or
protracted slump. Unlike the
US and UK, which face
direct economic fall-out from
financial sector distress, Ger-
many does not harbour the
same flaw in its economic
model. So far, the global
credit crunch has not dra-
matically curbed lending to
German business.

At the same time, falling
energy prices and an
expected drop in inflation
could foster a recovery from
as early as the end of this
year – assuming, of course,
there is no collapse in global
demand for German exports.

“Germany is not detached

from global developments –
and I think all major econo-
mies will be affected,” says
Eckhard Cordes, chief execu-
tive at Metro, the large Ger-
man retailer. “My assess-
ment is that Germany is still
in relatively good shape due
to the fact that German
industry did its homework
in the past. So, yes, there
will be some clouds on the
horizon . . . but Germany has
prepared itself well to sur-
vive the crisis.”

He cites as Germany’s
strengths the efforts its
entrepreneurs have made to
boost the competitiveness of
industry. “The weak
point . . . is the internal

demand. Private consumer
spending in this country has
been weak for many years in
a row – that is something
which doesn’t have anything
to do with the global finan-
cial crisis we are facing.”

The approaching federal
election, due in September
2009, also means next year is
shaping up to be a very dif-
ferent time politically from
2008. The bruising business
of party politics, partly
eclipsed during four years of
the forced cohabitation
between Ms Merkel’s Chris-
tian Democratic Union and
its rival Social Democratic

A sharp slowdown
could reshuffle the
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Wheels of fortune: Schaeffler, the engineering group, scooped up its compatriot Continental last summer. Such moves could be seen as a return to a defensive Deutschland AG Bloomberg
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