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The ratings of Germany at ‘AAA’ remain underpinned by encouraging
economic conditions, persistent twin surpluses, resilience to external
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shocks and a strong banking system.
Government debt load continued its downward path during 2016,
reaching EUR 2,1 tn by the end of the year. This, combined with an
increase in GDP and budget revenues, drove a decline in debt metrics for
the fourth year in a row.
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Twin surpluses remain supported by the country’s strong external
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position and the government’s successful efforts towards fiscal
consolidation on the back of its reduced need for financing.
Even though political risks dissipated following the strong support of
Merkel as the next German Chancellor, it is still unclear how the new
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Solid external position. Germany keeps showing strong positive results
in terms of foreign trade. However, as predicted in our previous research
Sep 2016
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report1, the trade balance shrank by almost 1p.p. to 7,8% of GDP in 2016
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mainly driven by higher energy prices. In spite of these risks, the Agency
considers that the external position of Germany will prevail in 2017 as a

Main Economic Indicators of Germany

result of the country’s highly competitive export sector.
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Declining debt metrics. The German gross government debt declined
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slightly by around EUR 38 bn to EUR 2,1 tn in 2016. This, combined with
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an increase in nominal GDP and fiscal revenues by 3,2% and 4,1%
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The decline in government debt was mainly due to consistent primary
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surpluses at a general government level. Such surpluses resulted from
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robust economic growth and low interest rates, which raised tax revenues
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respectively, drove the overall decline of the debt metrics (see graph 1).

and also reduced interest expenses respectively.
Short-term debt (including debt due in less than a year) at around 15% of
GDP and 33% of budget revenues present no significant risk for the
economy. Furthermore, the reduced long-term risks are evidenced by the

Source: RAEX (Europe) calculations based on data from IMF, WB, UN,
Eurostat, Destatis, ECB
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Research report on Germany from 17 March 2017 (https://raexpert.eu/reports/Research_report_Germany_17.03.2017.pdf).
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low and declining yield on the 10Y government bond at around 0,4% as of

Graph 1: Government debt metrics, %
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Strong macro stance. In 2016, Germany kept benefiting from an
outstanding

macroeconomic

position

as

evidenced

by

a

low

ECB’s target through August 2017, the ECB decided in September to keep
rates low and its monetary policy unchanged until the Governing Council
sees a sustained adjustment in the path of price dynamics consistent with
its inflation aim in the entire Eurozone.
Ongoing fiscal consolidation. Compared to its international peers,

Graph 2: Inflation rate in Germany, %

Germany has an outstanding fiscal position as the country’s surplus stood
at 0,4% of GDP in 2016 (see graph 3). This was the result of a long-term
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Going forward, the fiscal stance looks set to remain comfortable, at least
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strong pace. However, the long-term trend of the fiscal metrics will
depend on the political decisions arising from the newly formed
parliament after the September Federal elections.
Even though political risks have been mitigated recently in Germany, the
country is still facing fiscal risks as elections planned for 2017 at a Federal
and State levels are likely to change the country’s political landscape.
Currently, polls results are showing that the two main parties (CDU and
SPD) have the strongest support from the population. SPD leaders have

Graph 3: Fiscal balance, % GDP

already unveiled that the party’s policies will be aimed at increasing
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Even though polls are showing that the support for the Eurosceptic party
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a coalition.
Resilient banking sector with downside risks. The German banking
sector remains strong with assets at 251% of GDP as of December 2016.
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The overall increase in private credit, which in part was the combined
result of low interest rates and loose bank lending standards, has
accelerated the housing price growth rate. However, private credit to GDP
remained almost flat since 2015 around 134% driven by the sustained and
Graph 4: Drivers of population dynamics, th
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strong increase of real GDP.
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While still low, non-performing loans to total loans ratio increased by
0,5p.p. to 2,5% in 2016. Even though this figure does not introduce risks
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sustained economic growth in Germany will mitigate such a risk.
Population trends likely to rebound. German population showed a
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negative trend until 2011, but has rebounded since then thanks to a net
increase in the number of immigrants (see graph 4). In 2015, there was a
record increase of population driven by a substantial inflow of refugees
which temporarily mitigated the shortage of workers in the labor market.
If the positive immigration trend continues and government initiatives to
increase female participation in the labor market succeed, Germany would
largely mitigate long-term risks in the pension and health care systems.
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