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SUMMARY

e The German economy has broadly stagnated since 2020, lagging its euro area
peers and raising many questions about its economic model.

o A succession of supply shocks over the last four years has worsened Germany’s
already declining competitiveness. Energy costs, dependency on the car industry,
the shift in trade dynamics with China, rising protectionism, the lack of public
investment and poor demographics are among the many challenges that the
German economy is facing.

o Restoring German competitiveness as a business location will require stepping up
public and private investments. For that, a change in mindset will be needed.

e Mario Draghi’s call for more investment to boost European competitiveness has
been greeted with scepticism by politicians in Germany, who have preferred to
focus Draghi’s call for more joint EU-issued debt rather than on the real
challenges that Draghi says need to be tackled. The debt brake, written into the
German constitution, is limiting government fiscal space. Divergent priorities
among the three coalition parties continue to block the way to any compromise
on this issue.

AN UNRECOGNISABLE ECONOMY

In the space of four years, the German economy has become a shadow of its former
self. The growth engine of Europe’s monetary union in the 2010s, expanding at an
average annual rate of 2% between 2010 and 2019, has virtually stalled since 2020. In
fact, the German economy in 2024 is the same size as it was in 2019. Over the same
period, the other euro area economies grew by a median of 6%, and some by more
than 15%. Only two of the 20 economies in the currency union will perform worse
than Germany this year: Estonia and Finland.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart1: Real GDP in Germany and the other euro area economies
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Source: Pictet Wealth Management, Eurostat, as of 24.09.2024

Since the pandemic and, especially, the energy crisis provoked by Russia’s 2022 inva-
sion of Ukraine, private demand in Germany seems to have simply evaporated.
Household consumption has stagnated since 2022, with purchasing power still be-
low its 2019 level. Investment has shrunk, first in construction and more recently in
machinery and equipment. The same goes for external demand, with the continued
sluggishness of Chinese domestic demand a significant drag on German exports. All
in all, only public spending has prevented Germany from falling into recession.

On the supply side, the energy and construction sectors have paid a heavy price for
the disruption to Russian gas supplies and the sharp rise in interest rates since 2022.
Manufacturing, once the engine of German growth, has fallen back since the post-
pandemic rebound through a combination of cyclical and structural reasons (see be-
low). Only services have seen a consistent increase in business volumes.

With economic stagnation, job creation has slowed down and is now concentrated
in just three sectors (administration, information & communication, and real estate
services). In manufacturing, employment has been falling since 2020, with a new
wave of net job losses recently. In total, almost 4% of manufacturing jobs have dis-
appeared in four years, with further declines to come. Against this background, Ger-
many is one of the few EU countries where the unemployment rate is rising (albeit
slowly).

The main question is whether this stagnation is temporary or structural. Our con-
clusion is that the succession of supply shocks over the last four years has wors-
ened an already deteriorating situation for Germany in terms of competitive-
ness, and that in the absence of a strong economic policy response, stagnation
will continue.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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UNDERLYING CHALLENGES

Chart 2: Germany - industrial production

High energy costs. Germany’s competitiveness has been increasingly threatened by
rising energy costs, particularly in the wake of the energy crisis that was exacerbated
by the war in Ukraine and the subsequent shift away from dependence on Russian
gas. Rising energy costs have put German industrial companies at a disadvantage to
competitors, especially those in countries with more stable or subsidised energy
markets. The transition to renewable energy (the so-called Energiewende) and the
phasing out of nuclear and coal power have further increased costs for businesses.
Consequently, energy-intensive industries (chemicals and chemicals products, basic
metals, coke and refined petroleum products and paper and paper products, which
together account for 16% of industrial production) are struggling and many compa-
nies have already shifted parts of their value chain out of Germany.

Chart 3: Energy-intensive sectors as a % of total
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Relations with China and overdependence on car sector. Over the past decade, Germany
and China have developed a close economic relationship. Both economies were
complementary. German industry delivered automobiles, machinery, chemicals,
pharmaceuticals, electrical products and engineering know-how, while Germany
imported mainly intermediate products (such as batteries and electronic compo-
nents), capital goods (computer and telecommunications equipment) and consumer
goods (e.g. consumer electronics and electrical household appliances). Surging de-
mand from China, particularly for cars, helped Germany to become Europe’s growth
locomotive. But while this trade arrangement was a win-win situation for both
countries, ties between them started to change a few years ago. China became in-
creasingly able to produce goods it previously imported from Germany and in some
areas, such as cars, it started to become a serious rival. Furthermore, many German
firms started to produce locally in China rather than in Europe. Last but not least,
the rise of Chinese electric vehicle (EV) makers has shifted trade dynamics.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Protectionism and the aftermath of the covid pandemic have also challenged Ger-
many’s export-led economic model. Europe, and in particular Germany, have be-
come focused on de-risking rather than decoupling from China. Consequently,
many firms in Germany have been rethinking their supply chains, with the aim to
reduce imports from China in the future and to shift to other European and non-
European countries in order to increase diversification, reduce freight costs and
minimise disruption in transportation.

Chart 4: Germany and China - car exports

7 5

Car exports by volume —Germany —China
(12m sum, million)
6 -
5
4
3
2 4
14
0 T T T T T T T T T T T T T T T T T
07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

Source: Pictet Wealth Management, VDA, China Customs, as of 24.09.2024

Lack of public investment. Low public investment in Germany has been a persistent
issue, particularly in areas such as digitalisation, infrastructure and education. Ger-
many’s public investment has been among the lowest of any European country over
the past decade as a percentage of GDP. Indeed, public investment has steadily de-
clined since the boom that followed unification in 1990.

Net public investment (gross public investment minus depreciation) has dropped
from nearly 1% of GDP in the early 1990s to around 0% in recent years. This under-
investment has resulted in ageing infrastructure and slowed the transition to renew-
able energy. Successive German governments have been reluctant to increase spend-
ing and more anxious to adhere to the constitutionally enshrined ‘debt brake’,
which limits the annual structural federal budget deficit to 0.35% of GDP. The brake
was lifted to deal with the covid crisis but was reinstated in 2024, reducing the scope
for investment in the green transition, digital infrastructure and defence.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 5: Germany - net public investment
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Source: Pictet Wealth Management, Destatis, as of 24.09.2024

Demographics. A final challenge facing the German economy, and one that is likely
to intensify in the coming years, is demographics. According to the World Bank, the
working-age population (aged between 15 and 64) is expected to fall by almost 6%
between 2024 and 2030. Together with Italy, this would be the biggest decline
among the four major euro area economies. It represents a decline of around 3.5
million workers in the space of six years, compared with a fall of 'only' 2.5 million
between 2000 and 2023.

Chart 6: Germany versus France: working age population, including projections.
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For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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SOME COMPETITIVENESS ALREADY LOST BEFORE 2020

This sequence of challenges takes place against the background of a structural dete-
rioration in German price competitiveness that was evident even before 2020. In-
deed, starting in 2015, one sees a steady shift in relative price dynamics in favour of
the rest of the euro area economy and to the detriment of Germany. From 2009-10,
domestic price dynamics in the rest of the monetary union weakened following in-
ternal devaluations in economies hit by the sovereign debt crisis of those years and,
in France, by the supply-side support policies instigated by the French government
starting in 2013.

While domestic price dynamics moderated elsewhere in the euro area, they firmed
in Germany. A return to wage growth since 2015 after a decade of moderation has
pushed up unit labour costs and fed through to domestic prices. These two parallel
movements meant that by 2019 the price gap between Germany and the rest of the
EU was back to where it was at the beginning of the 2000s, undoing the impact of
the Hartz reforms, which had helped to lessen Germany’s disadvantage in terms of
labour costs.

Chart 7: level in GDP deflator Chart 7: change in GDP deflator
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The loss of price competitiveness was not a major problem in 2019: Germany’s
prowess in heavy industry and the automotive sector meant that cost increases
could be passed on to final buyers. But with the shocks of the 2020s, not only has
price competitiveness deteriorated again, but product competitiveness in the key
automotive industry is also under pressure, posing a significant threat to Germany’s
economic e model.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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CONCLUSION

Germany’s economy is facing several structural challenges. While many of these
emerged before the pandemic, they have seen become more acute. Since the coun-
try’s previously successful export-led model has ceased to bear fruits, restoring Ger-
man competitiveness will require stepping up public and private investments.

Mario Draghi’s recommendations for boosting European competitiveness, con-
tained in a report he delivered this month, included a call for more investments (of
the order of EUR800 bn per year). The report has been received with scepticism by
much of the political class in Germany, especially Draghi’s call to step up joint EU
debt issuance. A change in mindset will be needed if Germany is to meet the huge
challenges it faces. Otherwise, the German economy is likely to continue to under-
perform its peers for some time.

The debt brake is currently limiting government fiscal space. Divergent priorities
among the three parties that form the coalition government have prevented a com-
promise so far on this issue. While criticism of the debt brake has been rising, sub-
stantial reform will require a two-thirds majority in parliament, which seems un-
likely before the next general election, scheduled for autumn 2025.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Glossary of risks: Available on this link or QR Code:  pic-

tet.com/macroeconomic-risks

Glossary of terms: Available on this link or QR Code:
pictet.com/glossary-of-terms

Index and data provider disclaimers: Any index data referenced
herein remains the property of the Data providers. Data providers

Disclaimers are available on this link or QR Code:  pic-
tet.com/3rd-party-data-providers

Legal disclaimer:

This marketing communication (hereinafter the “Document”) may only be read and/or
used by its addressee. It is not intended for and must neither be provided to nor used
by persons that are citizens of, domiciled or resident in, or entities registered in a
country or a jurisdiction in which its distribution, publication, provision or use would
violate current laws and regulations. It does not constitute advice, an offer, an invita-
tion to offer or solicitation to buy, sell or subscribe to any securities, commodities,
derivatives, or other financial instruments (collectively referred to as “Investment(s)”)
or to enter into any legal relations or agreement, nor does it constitute an advice or
recommendation with respect to any Investment(s). The Instrument(s) mentioned in
this Document might not be registered with or approved by the relevant regulatory
authority. Public distribution may therefore not be permitted, and private placements
may be restricted to specific types of investors. Detailed selling restrictions of the rel-
evant Investment(s) may apply and need to be considered. This Document does not
set forth a personal recommendation tailored to the needs, knowledge and experience,
sustainability preferences, if any, objectives, and financial situation of any individual
or company. This Document and/or the Investment(s) mentioned herein might not be
suitable for the addressee and should not be considered as a suitability report as the
bank has not received all the necessary information on the addressee to complete its
suitability assessment that covers the addressee’s knowledge and experience, toler-
ance to risk, sustainability preferences, if any, investment needs and the addressee’s
ability to absorb financial risk. The bank may have issued or distributed other reports
or documents that are inconsistent with and reach different conclusion from, and may
act inconsistently with, the information and/or opinions presented in this Document,
and the bank may have material interests that conflict with the interests of the ad-
dressee of this Document. Investor should seek independent financial advice regard-
ing the appropriateness of investing in any Investment(s) or adopting any strategies
discussed in this Document. Should the investor decide to proceed with any transac-
tion in relation to an Investment(s) referred to herein, this will be their sole responsi-
bility, and the suitability /appropriateness of the transaction and other specific finan-
cial risks as well as any legal, regulatory, credit, tax and accounting consequences
should be assessed by an expert. Furthermore, the bank makes no representations
and gives no advice concerning the appropriate accounting treatment or possible tax
consequences of any Investment(s). The information, tools and material presented in
this Document are provided for information purposes only and were obtained in good
faith from sources believed to be reliable. Such information may change without no-
tice. The bank cannot be held liable for any fluctuation of the price of the securities.
Prices, values, or returns of any Investment(s) mentioned in this Document are based
on the bank’s customary sources of financial data. The bank is under no obligation to
update the information contained in this Document and no representation or warranty,
express or implied, is made as to its accuracy or completeness. Accordingly, the bank
accepts no liability for loss arising from the use of or reliance on this Document pre-
sented for information purposes only. The market value of Investment(s) may fall or
rise without notice, on the basis of economic, financial or political changes, the re-
maining term to maturity, market conditions, the volatility and solvency of the issuer
or the benchmark issuer. Some Investment(s) may not be readily realisable as the rel-
evant market may be illiquid. Moreover, exchange rates may have a positive or nega-
tive effect on the value, the price or the return of the respective Investment(s) men-
tioned in this Document. The political and economic situation in emerging countries is
significantly less stable than in industrialised countries and related Investment(s) are
exposed to higher risks and volatility. Forecasts and past performance are not reliable
indicators or guarantees of future results. No representation or warranty expressed or
implied in this Document is made by the bank regarding future performances.
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Accordingly, the investor must be willing and able to assume all risks and may re-
ceive back less than originally invested. Any performance shown does not take into
account commissions and costs (which negatively impact the performance). The in-
vestor must only make investment decisions when they fully understand the relevant
Investment(s) and the involved risks. In particular, the relevant Investment(s) doc-
umentation (such as the issuance program, final terms, prospectus, simplified pro-
spectus, private placement memorandum and key (investor) information document)
must be read. Structured products are complex financial products and involve a high
degree of risk. The value of structured products depends not only on the performance
of the underlying asset(s), but also on the credit rating of the issuer. Furthermore,
the investor is exposed to the risk of default of the issuer/guarantor. If this Document
contains a link to Investment(s) documentation including a Swiss Key Information
Document or a Key Information Document of a Package Retail and Insurance-based
Investment Products (“KIDs"), please note that the respective Investment(s) docu-
mentation may change without notice. In order to access the most recent version of the
respective KID/other Investment(s) document, the investor must click on the link im-
mediately before confirming to the bank their decision to invest. If the investor has not
been provided with a link to access the relevant document, or if they are in any doubt
as to what the latest version of the respective KID/other Investment(s) document is, or
where it can be found, they can ask their usual bank contact. If the bank is not the
manufacturer of the Investment(s), the KID/other documents is/are provided by a third
party (the “Third Party Document”). The Third-Party Document is obtained from
sources believed to be reliable. The bank does not make any guaranty or warranty as
to the correctness and accuracy of the data contained in the Third-Party Document.
The bank may not be held liable for an investment decision or other transaction made
based on reliance on, or use of, the data contained in the Third-Party Document.
Should the investor subscribe to the Investment(s) marketed herein, they acknowl-
edges that they have (i) received, in good time, read and understood any relevant doc-
umentation linked to the Investment(s), including, as the case may be, the respective
KID/other documents; (ii) taken note of the Investment(s) restrictions; and (i) met
the applicable subjective and objective eligibility conditions to invest in the Invest-
ment(s). The bank may, if necessary, rely on these acknowledgements and receive the
investor's orders, to transmit them to another professional, to execute them and sign,
on the investor’s behalf, any documents or certificates needed to subscribe to the In-
vestment(s), according to the relevant clauses of the investor's mandate as well as the
General Conditions or Terms and Conditions of the bank. Further, by subscribing to the
Investment(s), the investor agrees to indemnify and hold harmless the bank for any
and all claims, losses and damages they may incur in connection with their Invest-
ment(s). Any form of reproduction, copying, disclosure, modification and/or publica-
tion of this Document in any form or by any means whatsoever is not permitted without
the prior written consent of the bank and no liability whatsoever will be incurred by
the bank. The addressee of this Document agrees to comply with the applicable laws
and regulations in the jurisdictions where they use the information provided in this
Document.
All right reserved. Copyright 2024

Distributor: Banque Pictet & Cie SA, route des Acacias 60, 1211 Geneva 73, Switzer-
land, is established in Switzerland and licensed under Swiss law and therefore subject
to the supervision of the Swiss Financial Market Supervisory Authority (FINMA),
Laupenstrasse 27, 3003 Berne, Switzerland. The information contained in this Docu-
ment is not the result of independent financial analysis and does therefore not qualify
as financial research within the meaning of the Swiss Bankers Association’s Directives
on the Independence of Financial Research. The investor must read the brochure "Risk
Involved in Trading Financial Instruments” of the Swiss Bankers Association. Struc-
tured products do not qualify as collective investment schemes within the meaning of
the Swiss Federal Act on Collective Investment Schemes (CISA) and are therefore not
subject to the regulations of the CISA or the supervision of the FINMA.
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Bank Pictet & Cie (Europe) AG, succursale italiana, is authorised and regulated by the
BaFin and is subject to limited regulation by the Consob (Commissione Nazionale per
le Societa e la Borsa);

Bank Pictet & Cie (Europe) AG, sucursal en Espaiia, is authorised and regulated by the
BaFin and is subject to limited regulation by the Bank of Spain and CNMV (Comisidn
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Bank Pictet & Cie (Europe) AG, succursale de Monaco, is authorised and regulated by
the BaFin and is subject to limited regulation by the Commission for the CCAF (Control
of Financial Activities). This Document sets forth neither an investment advice under
MiFID, nor the results of investment research within the meaning of MiFID. The investor
must only take investment(s) decisions when they fully understand the relevant In-
vestment(s) and the involved risks. Therefore, the investor must read the brochure
"General description of risks pertaining to financial instruments”.

Bank Pictet & Cie (Europe) AG, London Branch (“Pictet London Branch”)
Pictet London Branch is a branch of Bank Pictet & Cie (Europe) AG. Bank Pictet & Cie
(Europe) AG is a credit institution incorporated in Germany and registered with the
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authorised and regulated by the BaFin. Pictet London Branch is registered as a UK
establishment with Companies House (establishment no. BR016925) and its UK reg-
istered office address is Stratton House, 6th Floor, 5 Stratton Street, London W1 8LA.
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vice as defined in the Financial Conduct Authority’s Handbook of rules and guidance
(the “FCA Handbook")), nor the results of investment research within the meaning of
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Distributor: Pictet Bank & Trust Limited is licensed and regulated by the Central Bank
of The Bahamas and the Securities Commission of The Bahamas. Its registered office
is at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New
Providence, The Bahamas. The investor must only take investment decisions when
they fully understand the relevant Investment(s) and the involved risks.

Distributor: Banque Pictet & Cie SA Singapore Branch (“BPSA SG Branch”) in Singa-
pore: Banque Pictet & Cie SA is a limited liability company incorporated in Switzer-
land. Banque Pictet & Cie SA Singapore Branch is registered in Singapore with UEN:
T24FC0020C. This Document is not directed to, or intended for distribution, publica-
tion to or use by, persons that are not accredited investors, expert investors or insti-
tutional investors as defined in section 4A of the Securities and Futures Act 2001 of
Singapore (“SFA”) or any person or entity that is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or would subject BPSA SG
Branch and any of its affiliates or related corporations to any prospectus or registra-
tion requirements. BPSA SG Branch is a wholesale bank branch regulated by the Mon-
etary Authority of Singapore (“MAS") under the Banking Act 1970 of Singapore, an ex-
empt financial adviser under the Financial Advisers Act 2001 of Singapore and an ex-
empt capital markets licence holder under the SFA. Please contact BPSA SG Branch in
Singapore in respect of any matters arising from, or in connection with this Document.

Distributor: Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong
Kong: This Document is not directed to, or intended for distribution, publication to or
use by, persons that are not “professional investors” within the meaning of the Secu-
rities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules
made thereunder (the “SF0”). If the addressee does not want Pictet HK Branch to use
their personal information for marketing purposes, they can request Pictet HK Branch
to stop doing so without incurring any charge to the addressee. To make this request,
please contact the Data Protection Officer by email at asia-data-protection@pic-
tet.com or by post to the address of Pictet HK Branch provided below. In distributing
an Investment(s) as an agent for a third-party service provider, Pictet HK Branch dis-
tributes the Investment(s) for the third-party service provider and the Investment(s)
is an Investment(s) of the third-party service provider but not Pictet HK Branch. In
respect of an eligible dispute (as defined in the Terms of Reference for the Financial
Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) aris-
ing between Pictet HK Branch and the addressee out of the selling process or
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processing of the related transaction, Pictet HK Branch is required to enter into a Fi-
nancial Dispute Resolution Scheme process with the addressee; however, any dispute
over the contractual terms of the Investment(s) should be resolved directly between
the third-party service provider and the addressee. Pictet HK Branch is a branch of
Banque Pictet & Cie SA, a limited liability company incorporated in Switzerland. It is
an authorised institution within the meaning of the Banking Ordinance and a regis-
tered institution (CE no.: BMG891) under the SFO carrying on Type 1 (dealing in secu-
rities), Type 4 (advising on securities) and Type 9 (asset management) regulated ac-
tivities. The registered address of Pictet HK Branch is 9/F., Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The content of this Document has not been reviewed by any regulatory au-
thority in Hong Kong. Investors are advised to exercise caution in relation to the In-
vestment(s). If the investor is in any doubt about any of the contents of this Document,
they should obtain independent professional advice.

For information about personal data protection, please refer to the Pictet Group’s Pri-
vacy Notice available at https//www.pictet.com/privacynotice.
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