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Germany: Early Bird
plummets again

Our leading indicator for the German economy fell significantly again in April. At -0.28

points – after -0.05 in March – it now indicates a clearly subdued environment for the

German economy. This argues against the widely expected economic recovery in the

second quarter. Instead, the risk of a recession is increasing.

After stabilizing in recent months, the Early Bird fell again significantly in April from

-0.05 to -0.28 points. All subcomponents have deteriorated noticeably (Chart 1). The

short-term real interest rate has risen further, the global economic environment has

deteriorated again, and the real external value of a notional deutschmark was, according

to our estimate, more than 2% higher in April than a year ago.

With this new significant decline, the Early Bird clearly argues against a sustained

economic recovery in the further course of the year, as is currently expected in many

forecasts. It should be noted that the development of energy prices is not included in

our leading indicator, so that it does not take into account that the burden from this

side will decrease noticeably in the course of this year. However, the government has

taken over a large part of this burden, so the positive effect on the economy this year is

also likely to be smaller than the German import bill for energy would suggest (see our

calculations). It is therefore questionable whether this effect will be sufficient to offset or

even overcompensate for the deterioration in other framework conditions.

A look at the sub-components of the Early Bird shows that the risks for the second

half of the year do not come primarily from the domestic economy, but from abroad.

The global economic environment – measured by the purchasing managers' indices

for manufacturing in the US, China and the euro area excluding Germany – is clearly

below average, and there is currently a noticeable headwind from the foreign exchange

market, after the economy had benefited from a weaker euro for much of 2022. On the

other hand, the short-term real interest rate has recently risen significantly, but is still

much lower than the long-term average due to high (core) inflation. Therefore, the sub-

component of the Early Bird continues to have a positive value for monetary policy, even

if it has recently fallen noticeably. So it is more the change in the interest rate than its

level that is the problem here. Taken all together, a recession is becoming more and more

likely. We expect this to happen in the second half of the year, although we assume that

it will be rather mild.
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Chart 1 - Early Bird: Red flag for exports

Early Bird and the contribution of its sub-components
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Commerzbank leading indicator for the German economy (Early Bird)

Apr 23 Mrz 23 Feb 23 Jan 23 Dez 22 Nov 22 Okt 22

Early Bird -0.28 -0.05 0.01 -0.01 -0.02 -0.02 0.20

Next publication: 9 June

Source: Commerzbank Research
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