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Inflation causes German consumer climate to
plunge still further

Findings of the GfK consumer climate study for July 2008

Nuremberg, July 28, 2008 — New record highs in energy prices,
stronger fears of recession and the renewed persistence of the crisis
in the financial markets have rocked consumer confidence. While the
index reflecting the propensity to buy was only slightly down, the
indicator of economic and income expectations dropped signifi-
cantly. The consumer climate for August is consequently forecasting
a value of 2.1 points for August after a revised 3.6 points in July. The
indicator has not been as low since June 2003.

Record price increases, triggered primarily by rocketing energy prices, are
leaving consumers increasingly fearful of their purchasing power. As a result,
income expectations were markedly down in July and in the wake of this,
economic expectations also fell significantly, in particular, in the light of grow-
ing fears of a recession and the fact that the crisis in the financial markets
seems far from over. Fear of shrinking purchasing power has led to a renewed
reduction in the propensity to buy, although the drop is markedly more mod-
erate than the fall in the indicator for income expectations.

Economic expectations: no recovery in sight

Once again, economic expectations were down again in July by 15.5 points in
to stand at their current level of -8 points. Not since November 2005 has the
indicator reached a similar low.

Along with fears of high inflation, many Germans are concerned that there
will be a more marked cooling of the economy than previously anticipated.
News from the USA of the continuing gloom in the financial markets support
these assumptions and not least, the continuing high value of the euro repre-
sents a hazard to exports.
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Income expectations: any increase in purchasing power is melting
away

The sustained high rate of inflation in Germany is putting the squeeze on
German income expectations. The indicator for income expectations dropped
12.8 points in July to stand at the present level of -20 points. The last time a
similarly low value was reached was just under four years ago in August
2004.

It appears that the rate of inflation is initially stagnating around the three
percent mark. This means that consumers are watching any pleasing in-
crease in their purchasing power generated by the significant wage and sal-
ary increases in some industries being steadily demolished by inflation. Even
the positive effects on income of a buoyant job market are negated by price
increases and so relegated to the background for the moment.

The dramatic rise in German concerns relating to purchasing power is con-
firmed by the recent “Challenges of Europe” survey carried out by GfK. Ac-
cording to this, the number of Germans worried about price rises has more
than doubled within the space of one year.

Propensity to buy: increasingly high prices are depressing the con-
sumer mood

Fear of further erosion in purchasing power as a result of inflation is also
being reflected in consumer sentiment. The propensity to buy dropped in
July by a relatively moderate 2.5 points to stand at the current level of -26.2
points. However, compared with the same period the previous year, the indi-
cator is a good 35 points down.

So, while they are waiting for their next energy bills, such as the account for
supplementary costs or the bill for heating oil, consumers will no doubt be
putting the brakes on their purchasing in the belief that in future, a large
proportion of their household budget will be going towards energy costs.
Consumer sentiment is accordingly reticent in terms of the propensity to buy
and in many cases, larger purchases will have to wait or will even be aban-
doned for now.

Consumer climate: beneficial wage and salary agreements are not
enough to offset inflation

The noticeably gloomier consumer mood is making its mark on the consumer
climate. The overall indicator is forecasting a value of 2.1 points for August,
which is down from the revised 3.6 points for July.

The recent explosion in energy prices had ensured that household budgets
will be increasingly allocated to paying energy bills and with correspondingly
less to spend on other purchases, consumers are decidedly reticent to buy at
the moment. The positive momentum generated by the job market and the
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beneficial wage and salary increases compared with last year are conse-

quently being demolished by inflation.

The chart below shows the development of the consumer climate indicator in

recent years:

GfK consumer climate indicator for Germany
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The consumer climate index gives an indication of the development of pri-
vate consumption. For example, an indicator factor of 5 points signals that
from the consumer perspective, private consumption in real terms has risen
around 0.5 percent compared with the previous year. However, the factor
has to be divided by ten in order to derive the anticipated growth rate for
private consumption from a consumer perspective from the indicator value.

The table below provides an overview of the trend for the individual indica-

tors:

July 2008 June 2008 July 2007
Economic
expectations -8.0 7.5 64.8
Income ex-
pectations -20.0 -7.2 27.9
Consumption
and buying -26.2 -23.7 9.0
propensity
Consumer
climate 3.6 4.5 8.4
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The survey

These findings are extracts from the “GfK consumer climate MAXX survey”,
which is based on around 2,000 consumer interviews conducted each month
on behalf of the EU Commission. The report contains charts, forecasts and a
detailed commentary regarding the indicators. In addition, the report in-
cludes information on proposed consumer spending in 20 different areas of
the consumer goods and services markets. The GfK consumer climate survey
has been conducted since 1980.

The next publication date will be August 26, 2008.

Further information: Rolf Burkl, GfK Marktforschung,
tel. +49 911 395-3056, rolf.buerkl@gfk.com

The table below provides an overview of the individual indicators:

Economic This index is based on the following question to consumers: “How do

outlook you think the general economic situation will develop in the next 12
months?” (improve — stagnate — deteriorate)

Income ex- This index is based on the following question to consumers: “How do

pectations you think the financial situation of your household will develop in the

next 12 months?” (improve — stagnate — deteriorate)

Consumption  This index is based on the following question to consumers: “Do you

and buying think it is advisable to make major purchases at the moment?” (good
propensity time — neither good nor bad time — bad time)

Consumer This index is used to describe private consumption. Key factors are
climate income expectations, buying propensity and savings trends. The

economic outlook has a more indirect effect on the consumer climate,
generally as a result of income expectations.

The GfK Group

The GfK Group is the No. 4 market research organization worldwide. Its ac-
tivities cover the three business sectors of Custom Research, Retail and Tech-
nology and Media. The Group has 115 companies covering over 100 coun-
tries. Of a total of 9,297 employees (as of March 31, 2008), 81.1% are based
outside Germany. For further information, visit our website: www.gfk.com
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