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Uberblick

A Globale Perspektive
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Global activity has been decelerating

World Economic Activity
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Quarterly data, seasonally adjusted. Indicator is based on business expectations in 42 economies.
GDP: price adjusted, change over previous quarter.
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Pronounced weakness in emerging economies

Business expectations by groups of countries

e \\orld = Advanced Economies Developing and ermerging economies
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Monthly data, seasonally adjusted. Indicators are based on buisness expectations in 42 countries (34 advanced economies and 8 emerging economies).
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World trade in decline during 2015-H1 due to EE weakness

World Trade .
—— World trade total A Worldtrade growth slowedfurther
Advanced economies . . .
Developing and emerging Econormies actuallydecliningduring2015H1
150 A Annualgrowth poisedto slowto
o aroundl percentin 2015following
alreadyweakgrowth of around3
130 - percentin 2013and2014
120 - A Elasticityfell further to below 1
o | A Weaknes®f trade growth stems
mainlyfrom emergingeconomies
100 é’
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Monthly data; seasonally and price adjusted.
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Slowdown in China may be even worse than official GDP data suggest

China: GDP and "Keqgiang"-Index

 GDRgrowthcloseto 7%
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Another leg in the decline of oil prices

Commodity prices
HWWI-Index ex energy=—Brent oil (rhs)
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Monthly data; commodities prices without energy: HWWA-index based on US-Dollar; oil price: Spot price Brent.
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Oil market: Textbook-like demand pattern

A Lower prices triggered
.. World Oil Demand
addltlonal demand mb/d Growth vs Brent Price $/bbl

A Rate of demand growth was | ::E
diminishing in face of high oil , 100
prices in 20112014 1 80

A Demand growth picked up 60
with the decline in prices 5 40
despite continued modest 3 20

4 0

growth
2008 2010 2012 2014 2016

ssmss Demand (LHS)  =ss=Brent (RHS)

Source: IEA, Monthly Oil Market Report.
August 2015.
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Output response also as expected: US shale oil boom is over

A Collapse of drilling activity§0%)
A Lagged reaction of production

mb/d US Oil Output in Selected Regions Baker Hughes US Oil Rig Count
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Source: EIA Drilling and Productivity Report

Source: IEA, Monthly Oil Market Report. August 2015.
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But: Total oil production kept on increasing

A OPEC continued to ramp up  Slobalell market
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Source: IEA Monthly Oil Market Report
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Lower oil prices may stimulate GDP of oil importers ...

... but exporters suffer

Oil price and GDP in the 15 largest net oil exporters

CGDP e Qil price (rhs)
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Annual data; yoy-change; Oil price: Brent in US-Dollar; GDP: volumes weighted
according to nominal GDP in US-Dollar.

Oil exporters: Algeria, Angola, Canada, Kazakhstan, Iraq, Iran, Kuwait, Mexico, Nigeria,
Norway, Quatar, Russian Federation, Saudi Arabia, UAE, Venezuela.
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A Uncertainstimulusto oil
Importers

w A sjzeof effect dependson

Source othe shock

»

» Qilintensity of production,
» Duration ofthe shock

» Externalrepercussions

»

A Oilexportersimports could

declinesubstantially

A Modestimpacton global

output
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Steady growth in the advanced economies

GDP and Domestic Demand in the G-7
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Price adjusted; seasonally adjusted; yoy change. G7 consists of USA, Japan,
Canada, Germany, France, Italy and UK.

A G7 output growthin 2015H1
hasprovenrobust onthe
whole

A 2015Q2

»

»

»

»

Resurgencef USgrowth
Decliningoutput in Japan

Moderate but robusigrowthin
the euroarea

Continuedstrongexpansion
iIn EU ex EA
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Fading fiscal policy restriction in advanced economies

2011 2013 2015 2017

Annual data.; as a percentage of GDP.

2011 2013 2015 2017

Annual data.; as a percentage of GDP.
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Annual data.; as a percentage of GDP.
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,currency war“ as a result of a succession of expansive monetary
policy decisions

Nominal effective exchange rates
—United States United Kingdom === Japan --- Euro Area —— China
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Monthly data.

15 | Kooths: Weltwirtschaft, deutsche Konjunktur und wirtschaftspolitische Herausforderungen I-ﬂv ?BEF'E ;NHSET%;ED CcoNOMY



United States: Modest acceleration

RealGDP Growth
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A Soft patch at the start of the year provec
temporary

» Employment growth has slowed down
somewhat but is expected to accelerate aga

> Robust real wage growth although nominal
wages have been slowing recently

> Recovery in the housing market to continue
Corporate iInvestment to pick up

A Monetary policy is still expected to raise
Interest rates in winter
» MP remains expansive

» No severe impact on domestic demand
expected

» Surprise move would have modest and
temporary impact
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GDP and MP: Response to surprise interest rate move according to
model simulations (Macroeconometric Model Base MMB)

A 25bpincrease lowers GDP by 0.2 % in the short term, not
significantly in the longer term in a DSGE framework

A Similar results in a number of other (different) models
GDP growth forecast

Impulse response (GDP)
various models
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Japan: Moderate recovery

RealGDP Growth
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A GDP declined in Q2 due to weakness in
exports and a temporary drop in private
consumption

A Monetary expansion has continued
unabated, level of the yen has remained
low

A Exports should gradually strengthen
going forward

A Limited progress in structural reforms
moderate decrease of corporate taxes

A Slow progress with fiscal consolidation
A Second VAT increase scheduled for 201
A Moderate GDP growth expected
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China: Slowdown continues

Real GDP Growth

10 -

8 4

7.3
6.6
| I i 6.0

19 | Kooths: Weltwirtschaft, deutsche Konjunktur und wirtschaftspolitische Herausforderungen

Percent
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A Continued transition to a lower growth
trajectory

A Cyclical downturn expected to be
controlled with the help of monetary
and fiscal stimulus

A Growth in credit has been reigned but
debt remains high

A Property market shows signs of
stabilization but remains a risk

A No sustained acceleration of growth
expected
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The global picture

World
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Contribution to global growth

Contribution to global growth by region in percentage points

O Rest of the world B Latin America
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Annual data, volumes. Rate of increase of GDP weighted according to share in global output at Purchasing Power Parities.
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Global investment has been disappointing after 2009 and

decelerating lately

World GFCF (ex China)
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Quarterly data; price and seasonally adjusted; yoy-change.
Indicator is based on Gross Fixed Capital formation in 45
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L evelshift after the crisisin line
with historicalexperience

Recentslowdownmainly
drivenby emergingeconomies

Commoditysectoradjustment

Structuralcorrectionof
commoditypricesheralds
continuedweakinvestmentin
commoditysector

Change in Chineggowth
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Uberblick

A Euroraum
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Gross domestic product

Gross Domestic Product in the Euro Area and the

Euro Area without German A

== Euro Area =—EUro A?/reawithout Germany A qoq Change
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Quarterly data; seasonally and working-day adjusted,
gog-change.
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Early activity indicators and business climate

Industrial Production, New Orders and Retail Sales Economic Sentiment and Capacity Utilization
Industrial Production New Orders Retail Sales —— Economic Sentiment Indicator Capacity Utilization (rhs)
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Monthly data, volume, seasonally adjusted. Monthly data, seasonally adjusted.
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Economic Sentiment

Business

Euro Area
ceccoce Germany
=== Euro Area (ex. Germany)

Index
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Monthly data, seasonally adjusted.
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Outlook for the Euro Area (GDP)

GDP in the euro area
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Quarterly data, seasonal and working-day adjusted,
gog-change.

A 2014: 0.9 percent
A 2015: 1.5 percent
A 2016: 1.7 percent
A 2017: 2.0 percent
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Outlook for the Euro Area ex Germany (GDP)

GDP in the Euro Area ex Germany

C3Growth rate = evel
120 - 2000=100
118 - _

116 -

114 -

112 -

110

Percent

Forecast

|hdnﬁql|nhdn||hﬂnﬁql|ﬂnﬁql|ﬂnﬁql|ﬂuﬁv

2012 | 2013 | 2014 | 2015 | 2016

2017

1,0

- 0,8

- 0,6

HHHHHH_DHH gl

0,4
0,2

0,0

- 0,2
- -0,4
- -0,6

- -0,8

-1,0

Quarterly data, seasonal and working-day adjusted:;
gog-change.

A 2014 0.6percent
A 2015 1.4percent
A 2016 1.5percent
A 2017 1,8 percent
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Labor market: Unemployment

Unemployment rate

S A 2014: 11.6 percent
A 2015: 11.0 percent

14 | A 2016: 10.5 percent
A 2017: 9.9 percent

2008 2009 2010 2011 2012 2013 2014 2015

Monthly data, seasonally adjusted.
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Labor market:
Employment and migration in distressed countries (2012-2014)

A Greece A Portugal
» Active population:-100 T » Active population:-87 T
» Net Migration:  -117T » Net Migration:  -72T
» Employment: -62T » Employment: +81T
» Unemployment. -37T » Unemployment: -81T
A Ireland A Spain
» Active population:-0 T » Active population:-314 T
» Net Migration: -61T » Net Migration:  -362 T
» Employment: +81T » Employment: +249 T
» Unemployment: -81T » Unemployment: -564 T

FOR THE WORLD ECONOMY
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Wages

percentage change over previous year

2014 20150 20160 2017b
Germany 2.6 3.0 2.2 3.1
France 1.4 1.3 1.2 1.2
Italy 0.7 1.4 0.7 1.0
Spain -0.3 0.4 0.6 0.8
Netherlands 2.0 1.9 2.0 2.2
Belgium 1.0 0.6 1.5 2.0
Austria 1.7 1.9 21 2.3
Finland 1.4 1.0 0.8 1.0
Greece -1.6 -0.8 0.0 0.5
Portugal -1.4 1.6 1.5 2.0
Ireland 1.8 1.1 1.5 2.0
Slovakia 3.4 3.0 4.0 4.5
Luxembourg 1.9 1.0 2.0 2.5
Slovenia 1.1 0.8 1.0 1.1
Lithuania 4.8 4.4 5.0 5.2
Latvia 8.2 5.4 5.5 6.0
Estonia 1.7 6.2 7.0 7.5
Cyprus 4.7 -2.7 -1.0 0.0
Malta 0.1 0.8 1.5 2.0
Euro area 1.5 1.8 1.5 1.9

Euro area excl.
Germany 1.0 1.2 1.2 1.4

8Compensation per employee. — BForecast.
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Wages, productivity, unit labor costs

percentage change over previous year

2014 20152 20162 20172

Compensation per employee

Euro area 1.5 1.8 1.5 1.9

Euro area excl. Germany 1.0 1.2 1.2 1.4
Productivity

Euro area 0.3 0.8 1.1 1.1

Euro area excl. Germany 0.1 0.9 1.1 1.0
Unit labor costs

Euro area 1.2 0.9 0.4 0.8

Euro area excl. Germany 0.9 0.3 0.1 0.4

aForecast.
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Inflation

Consumer prices

Core rate — Qverall A Data ed ge

Percent » CPI inflation about to dip again
due to sharp drop of ojprices

A Expected increase of
2 Inflation by the end o2015
» 2014 0.4 percent

g » 2015 0.0percent

» 2016 0.9percent
° » 2017 1.8percent
-1

2010 2011 2012 2013 2014 2015

A Coreinfat onrateat 1%

Monthly data, not seasonally adjusted,;
change over previous year.
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Inflation: Expectations

Bond interest rates

T e A Yieldsof governmentbonds
o Netrerogs = = Poruea onrecorclow levelsat the

o start of QEprogram

A RisingyieldssinceApril
(increasan inflation
expectation3

10year government bonds; monthly data; right hand scale: Greece.
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Outlook: Upswing increasingly driven by domestic demand

A Supporting factors for economicactivity

» Low olil prices, low interest rates, low external value of the euro
A Labor market conditions improve further, thus stimulating consumption
A Private investment benefits from decrease in overall uncertainty
A

Budget: Fiscal consolidation eases. Only slight improvement of budgets
due to favorable financial conditions and recovery

» 2014:-2,5 percent
» 2015:-1,9 percent
» 2016:-1,9 percent
» 2017:-1,7 percent
A External trade will accelerate
» EXxports (low euro) and imports (domestic forces) both increase
» Contribution of net exports to growth will be rather small

KIEL INSTITUTE
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Budget Balances in the Euro Area

2014 20150 2016b 20170
Germany 0.3 1.0 0.5 0.7
France -4.0 -3.8 -3.8 -3.5
Italy -3.0 -2.5 -2.0 2.2
Spain -5.8 -4.5 -3.7 -3.3
Metherlands -2.3 -1.5 -1.3 =1.1
Belgium -3.2 -2.5 -2.3 -2.1
Austria -2.4 -1.9 -1.9 -1.7
Finland -3.2 -3.8 -3.4 -3.1
Greece -3.5 -2.2 -3.0 -2.9
Portugal -4.1 2.4 -2.4 2.5
Ireland -4.5 -3.1 -3.0 -2.8
Slovakia -2.9 -2.7 -2.6 2.5
Luxembourg 0.6 0.5 0.1 0.1
Slovenia -4.9 2.7 -2.4 -2.4
Lithuania -0.7 -1.9 -0.8 -0.5
Latvia -1.4 -1.2 -1.5 -1.5
Estonia 0.6 -0.4 -0.2 0.1
Cyprus -8.8 -0.3 0.3 0.5
Malta 2.1 -2.0 -1.7 -1.5
Euro area 2.5 1.9 1.9 1.7
Euro area excl. Germany 3.7 -3.0 2.8 2.7

3Percent of GDP. — PForecast.
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Outlook for the Euro Area

Euro Area 20141 2017

2014 2015 2016 2017
Gross domestic product 0,9 15 1,7 2,0
Domestic demand 0,8 14 1,5 2,1
Private consumption 0,9 1,7 1,6 1,9
Public consumption 0,8 1,3 1,4 1,8
Fixed capital formation 1,3 1,8 2,1 3,3
Change in stocks -0,1 -0,2 -0,2 -0,1
Net exports 0,1 0,2 0,2 0,0
Exports 3,9 4.9 5,0 55
Imports 41 5,0 4.9 6,2
Consumer prices 0,4 0,0 0,9 1,8
Unemployment rate 11,6 11,0 10,5 9,9
Current Account 2,0 2,4 2,7 2,7
Budget Balance -2,5 -1,9 -1,9 -1,7

Gross Domestic product: volume; change over previous year. 8 Change in stocks, net export: contribution to
GDP growth. 8 Consumer Prices: Harmonized Index of Consumer Prices (HICP). 8 Unemployment rate: ILO.
d Budget Balance: in relation to GDP.

Source: Eurostat, National Accounts; own calculation; gray: forecast of IfW.
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Outlook for the Euro area

Real GDP, Consumer Prices and Unemployment Rates in the Euro Area 20151 2017

Weight GDP Consumer Prices Unemployment rate
2015 2016 2017 2015 2016 2017 2015 2016 2017
Germany 28,3 1,5 2,1 2,3 0,2 1,0 2,1 4,7 4,5 3.9
France 21,3 11 1,2 1,6 0,1 0,9 1,8 10,4 10,3 9,8
Italy 16,2 0,8 15 1,6 0,0 0,7 15 12,2 11,8 11,2
Spain 10,6 3,3 3,2 2,5 -0,5 0,7 1,7 22,3 21,1 20,0
Nettherlands 6,5 2,0 15 1,6 0,0 0,9 1,8 7,0 6,5 6,2
Belgium 4,0 1,3 1,6 1,6 0,2 1,1 2,0 8,5 8,2 7,8
Austria 3,2 1,0 1,8 1,8 0,9 1,9 2,9 55 5,2 4,9
Finland 2,0 0,3 1,2 15 0,0 0,7 1,7 9,5 9,4 9,1
Greece 1,8 -0,2 0,7 2,7 -2,1 =153 -0,1 25,8 24,6 24,0
Portugal 1,7 1,6 1,6 15 0,4 1,2 2,0 12,6 11,5 10,9
Ireland 1,8 51 3,6 3,0 -0,3 0,9 2,4 9,5 8,3 7,5
Slovakia 0,7 3,1 3,2 3,6 -0,2 11 25 11,5 10,2 8,8
Luxembourg 0,5 4,5 3,1 2,9 0,0 1,2 2,4 5,7 55 5,3
Slovenia 0.4 2,8 2,9 2,7 -0,6 0,5 15 9,2 8,8 8,5
Lithuania 0,4 1,6 3,0 3,6 -0,6 0,6 1,7 9,3 7,9 7,1
Latvia 0,2 2,6 3,1 3,8 0,5 1,6 2,9 9,7 9,0 8,5
Estonia 0,2 18 2,5 3,1 0,1 1,2 24 6,0 54 4,9
Cyprus 0,2 1,7 2,4 2,7 -1,1 0,1 1,0 16,0 15,3 14,5
Malta 0,1 3,1 2,6 2,4 0,9 1,7 2,7 54 5,0 4,8
Euro area 100,0 15 1,8 2,0 0,0 0,9 1,8 11,0 10,5 9,9
Euro area w/o Germany 71,7 14 15 1,8 -0,1 0,8 1,8 13,2 12,6 12,0

Weights: Based on nominal GDP in 2013. 8 Percentage change over previous yeard 2015 and 2016 forecast. 8 Source: Eurostat, National
Accounts, Price Statistics, Labor Statistics; own calculations.
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Box: Post-recession investment (yoy change)

A. Normal recessions (growth rate) B. Financial crisis (growth rate)
Percentage Percentage
pts. pts.
5 - 5 -
0
-5 A
10 - -10 -
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Box: Post-recession investment (level)

C. Normal recessions (level) D. Financial crisis (level)
e N\ Ormal recession e e e NO recession e Financial crisis e« e+ No recession
Index Index
ar 1=100 ar 1=100
130 ° 130 - °
120 - 120 -
110 - 110 -
100 - 100 -
90 - 90 -
80 T T T T T T T T T 1 80 T T T T T T T T T 1
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
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Box: Post-crisis investment (Germany and Italy)

Germany Italy
GDP ——Growth path (5 years) —— Growth path (10 years) GDP ——Growth path (5 years) =—— Growth path (10 years)
120 - Index 120 - Index
110 ~ 110 A
100 ~ 100 -
90 - 90 A
80 - 80 -
70 - 70 1
60 T T T T T T T T T T T T 60 T T T T T T T T T T T T
2003 2007 2011 2015 2003 2007 2011 2015
Quartalsdaten; Unternehmensivestitionen viertes Quartal 2007=100; Quartalsdaten; Unternehmensivestitionen viertes Quartal 2007=100;
Wachstumstrend wurde anhand eines log-linearen Trendsinden 5 bzw. Wachstumstrend wurde anhand eines log-linearen Trendsin den’5 bzw.
10 Jahrenvor Beginn derKrise im vierten Quartal 2007 geschétzt. 10 Jahrenvor Beginn der Krise im vierten Quartal 2007 geschatzt.
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Box: Post-crisis investment (France and Spain)

France

GDP ——Growth path (5 years) —— Growth path (10 years)

|
120 - ndex

110 -

100 ~

70

60 T T T T T T T T T T T T
2003 2007 2011 2015
Quartalsdaten; Unternehmensivestitionen viertes Quartal 2007=100;
Wachstumstrend wurde anhand eines log-linearen Trendsinden 5 bzw.
10 Jahrenvor Beginn der Krise im vierten Quartal 2007 geschéatzt.

Spain

GDP ——Growth path (5 years) —— Growth path (10 years)

120 - Index

110 ~

100 -+

80 -

70 A

60 T T T T T T T T T T T T
2003 2007 2011 2015

Quartalsdaten; Unternehmensivestitionen viertes Quartal 2007=100;
Wachstumstrend wurde anhand eines log-linearen Trendsinden 5 bzw.
10 Jahren vor Beginn derKrise im vierten Quartal 2007 geschétzt.

FOR THE WORLD ECONOMY
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Uberblick

A Deutschland
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Overview

A German GDP is expected to increasd.l8percent 015, 2.1
percent 016, and2.3percent 017).

A The uncertain international environment did not have strong
dampening effects star

A Private consumptioiis oneof the main growthengines
A Investment to become a second growth pillar
A Imports are expected to grow faster than exports

A Economydives intooverutilization— overheating on the
horizon
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GDP growth forecasts for 2015 stable since 2014 Q4

GDP growth forecasts and expenditure components

for 2015 A GDPgrowth forecastof 1.8

e =R T percentfor 2015hasbeen
4,0  Perntage . rather stable
. A Contributionto GDPgrowth
| of consumptionis currently
201 7/ expectedto be somewhat
o lowerthanin 2014Q4
. A Contributionto GDPgrowth
| of net exportsis currently
0 expectedto be somewhat
20 . largerthanin 2014-Q4
2014Q4 2015Q1 2015Q2 2015Q3

Annual data; price-adjusted, Lundberg components.
x-axis: quarter when the forecast for GDP growth in 2015 was made.
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Output gap is by and large closed

Capacity utilization

== Order-capacity-index
98 -
93 -

88 -

f/ﬂﬂﬂ =

73

83

78

68
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= Capacity utilization

Percent -

-5
o

BT

||||||||||\/{ ||||||||||\/{ | | ||||||||\/{ | | ||||||||\/{ || ||||||||\,l || |||||l|\/

2010

2011

2012 2013 2014 2015

25

- 20

- 15

- 10

- -10

- -15

- -20

-25

Quarterly data, seasonally adjusted;
capacity utilization in manu-facturing (axes cross at normal capacity utilization).

A Capacityutilisationis at
normallevels

A Incomingordersare higher
than productioncapacities
for manufacturingfirms for
nearlytwo years
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Business situation improving, order inflow calming

Business climate Incoming orders in manufacturing
Situation Expectations e Total From abroad
2010=100
2005=100
125 - 125 -
120 -
115 - 115 A
110 -
105 -
105 -
100 -
95 -
95 -
90 - 85 |
85 A
80 - 75 A
75 T T T T T T T T 1
2007 2008 2009 2010 2011 2012 2013 2014 2015 65

2007 2008 2009 2010 2011 2012 2013 2014 2015

Monthly data, seasonally adjusted;
incoming orders in manu-facturing and production: 3-month moving average. Monthly data, seasonally adjusted;

incoming orders in manu-facturing and production: 3-month moving average.
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Quiet industrial production

Producti Ve . . . . .
o conanton A Businessituationis still
Improvingwhile expectations
130 - .
125 | havedetoriated somewhat

120 -

Strongincomingorders
Stagnatingnanufacturing

o N production

105 /

100 ] / A Weatherconditionsmay

A
115 - A

> \/4 havecontributedto recent
85: declinein construction
80 | aCtiVity

2007 2008 2009 2010 2011 2012 2013 2014 2015

Monthly data, seasonally adjusted,;
incoming orders in manu-facturing and production: 3-month moving average.
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GDP growth is accelerating

Gross domestic product

E=3qog-change (rhs) e====|evel

115 -
114 -
113 -
112 -
111 -
110 -
109 -
108 -
107 A
106 -
105 -
104 -
103 -

102

Chain index (2010=100) Percent

_ //

/!
/!
L
Il o
forecast
||||||||||v| | | ||||||||v| | | ||||||||v| | | ||||||||v| | | ||||||||v
2013 2014 2015 2016 2017

1,0

0,8

- 0,6

- 04

- 0,2

- 0,0

- -0,2

-0,4

Quarterly data, volumes, seasonally and working-day adjusted.

A 2015: +1.8 %
A 2016: +2.1 %
A 2017: +2.3 %

A GDHsexpectedto grow by
0.4 percentin 2015Q3

A GDRgrowthis expectedto
accelerate
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Strong increases in real disposable income

Disposable income and CPI inflation

Percent
10 - Percent )
CReal disposable income
g - == CP| Inflation
=== Nominal disposable income
6 -
4 -
. S A~ o
% ') o i
0 "[I!illll = _
' l \ 3
@
(&S]
()
S

2
1991 1995 1999 2003 2007 2011 2015

Annual data.
change on previous year;

A 2015 +2.9%
A 2016 +1.9%
A 2017 +1.9%

A Temporary effects (oil prices,
expanded social transfers,
minimum wage) boost
income growth ir015
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Private consumption is growing with highest rates since 2000

Private consumption

=3 qog-change (rhs) == evel

112

111 -

110 -

109 -

108 -

107 ~

106 -

105 ~

104 -

108

102

1 (2005=100)

Chain index

Percent

forecast

| |||||||||v| | | ||||||||v| | | ||||||||v| ||||||||||v| ||||||||| IV

2013 2014 2015 2016

2017

- 1,0

- 0,8

- 0,6

- 04

- 0,2

- 0,0

- -0,2

- -0,4

-0,6

Quarterly data, volumes, seasonally and w orking-day adjusted.

A 2015: +2.0 %
A 2016: +2.3 %
A 2017:42.2%

A Savingsate is expectedto
declineafter 2015
» 2015:10.0%
» 2016: 9.9 %
» 2017: 9.6 %
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Gross Fixed Capital Formation and output gap

Investment cycles

C—3Output gap (rhs) e===GFCF

Percent Percent
25 - -

20 +
15 -

10 -

-10 -
-15 -

-20 -

-25

Machinery and equipment

—
(2]
(]
(8]
(O]
=
o

=

1991 1995 1999 2003 2007 2011 2015

Annual data.
GFCF, machinery and equipment: volumes, change on previous year;
Output gap: in percent of potential output.

A Growth in GFCF will
acceleratewith increasing
capacityutilisation

A Growth in all GFCF
componentgs expectedio
acceleratan 2016

A GFCIHsexpectedio become
a secondgrowth pillar
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Order stocks and capacity utilization in construction industry

Order stocks and capacity utilization in construction industry

== ety uizsion () — ow A Orderstocksareincreasing
150 | om0 rercont [ 80 andareat highlevels
140 ' A Increasdn capacity
130 " utilisationindicatesthat
= - 74 . . -
120 | - constructionwill growagain
110 - - 70 In Q3
100 - [ 68
] - 66
90 - -
- 64
80 - &2
" |||||||||| IRTNIILY ||||||||||\/{ |||| VAR ||||\/{ ||||||||||v ”

2010 2011 2012 2013 | 2014 2015

Quarterly data.
Capacity utilization: seasonally adjusted (2015-Q2: april/mai);
Order stocks: price, seasonally and w orking-day adjusted.
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Very stimulating enviroment for constructions

Constructions

A Verystimulatingenviroment

Cqoqg-change (rhs) e=| evel )

craninger pecent for constructions
214§ [, » Lowinterestrates
119 | 3 » Strongincomegrowth
117 | 2 » Highgovernmentrevenues
115 - |‘| ! » Increasingcapacityutilisation
113 - o 0

-1 L

111 - > A Growth in privateaesidential
109 - s Investmentand infra-
107 et [ structuresis expectedto pick
0 ||uhuhv|||uhuhv|||uhuhv|||uhuhv|||uhuhv K LJF)

2013 2014 2015 2016 2017

Quarterly data, volumes, seasonally and working-day adjusted.
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GDP growth in German export markets

3,0 -

2,5 -

2,0 4

1,5 -

1,0 -

0,5 -

0,0

Percent, percentage points
4,0 -

I Furo Area

Total

—1

—— Rest of the world
35 4 ¢
C— Other ad vanced economies

I U excluding euro area

e—]

1

=

2014

2015

2016

2017

Annual data, volumes; GDP growth in 59 countries, weighted

with shares in German exports.

Sorces: Statistisches Bundesamt; national sources:

201571 2017: KW forecast.

A 2015 +2.3%
A 2016 +2.6%
A 2017 42.6%

A GDPRgrowthis expectedto
acceleratesomewhatn
advancedeconomiedn

2016

A Noadditionalimpulsesfrom

emergingeconomies
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Price Competitiveness

4 4 Percent/

percentage Rest of the World
points
37 B Emerging economies
2 | Other advanced economies
H EU excluding euro area

1 d

l‘ = Euro area

|\
: I ==
1
-2
] '
\/
-5 -

2014 2015 2016 2017

Annual data; Against 56 countries based on consumer prices; Weights
according to German's price competitiveness indicator against 56 trading

partners based on consumer price indices of the Deutsche Bundesbank.

Source: Deutsche Bundesbank; national sources; 2015i 2017: If\W forecast .

A 2015:-4.2 %
A 2016: +0.1 %
A 2017:-0.2 %

A Pricecompetitivenesss
Improvingdueto euro
depreciationin the current
year

A In 2016and2017it is
expectedto remainlargely
unchanged
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Exports expectations and foreign business expectations

Export expectations and foreign business expectations

—Soon s A Exportexpectationshave

Foreign business expectations

» detoriatedrecently
.. A Foreignbusiness

20 - Vot . .
/ 00 expectationsvererelatively
10 - / /\\/’\ bl
/ A /\/ : stable

30 1

-0,5

1 o A Weexpectstrongexport
| / growthin Q3 (1.7%; strong
| | = exportdatain July and
\/ 25 somewhatweakerexport
growthin Q4

-40 - L35
2007 2008 2009 2010 2011 2012 2013 2014 2015

-30 -

Monthly data, seasonally adjusted; export expectations: ifo;
foreign business expectations: own calculations based on business expectations
in 41 countries, exported-weighted. 3-month moving average.

KIEL INSTITUTE
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Exports are growing with solid rates

Exports

Cqog-change (rhs)==—Level A 2015 +66%
e . Cran ndex e, A 2016 +6.8%

(2010=100)
145 [ A 2017 4’64%
. ] / 2,0
135 - 1 U ;/7 [ :s A Highergrowth in exportsto
130 - U euroareacountries will
o | o il *  compensateor lower
120 W% . growth in exportsto
115 | Hr emergingmarkets
4 {drd¢akf
B I VIIIV IVVI TN T TN v e v o0

2013 2014 2015 2016 2017

Quarterly data, volumes, seasonally and working-day adjusted.
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Imports are growing faster than exports

Imports

C—3qog-change (rhs) == | evel

150 -
145 -
140 -
135 -
130 -
125 -

120 -

i // 0,5
] /¢’
A foredgs
0,0

105 +

115

110

Chain index Percent
(2010=100)
= = / 2,0
__ _ 7 s
] /
’/
] /¢/ 1,5
7
14
V]
/ 1,0

R TR R R AR A/ W AR RN/ A AR Y
2013 2014 2015 2016 2017

Quarterly data, volumes, seasonally and w orking-day adjusted.

A 2015: +6.7 %
A 2016: +8.1 %
A 2017: +7.6 %

A Strongdomesticdemandand
solidexportgrowth will
stimulateimportsfurther

A Improvementin Termsof
Trade
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Growth contributions

Expenditure-side components to GDP-growth

= Consumption o Gross fixed capital formation
OExternal trade m Inventories
4,0 - Percentage pts.

3,0

2,0 -

1,0 -

0,0 -

-1,0

-2,0 -

N\

W
NN
L N

forecast

2013 2014 2015 2016 2017

- 4,0

- 3,0

- 2,0

- 1,0

0,0

- -1,0

- -2,0

Annual data; price-adjusted, Lundberg components.

A 20152017: GDRyrowth
feedsinto private

consumption

A 2016: GFCf become
secondgrowth pillar

A Dueto strongimport growth
contributionsof net exports
are expectedto be closeto

Z€ero

60 | Kooths: Weltwirtschaft, deutsche Konjunktur und wirtschaftspolitische Herausforderungen

1w

KIEL INSTITUTE
FOR THE WORLD ECONOMY



Potential output and production

Production and potential output A Poten'“al growth |S expeCtEd

C—Output gap (rhs) e— GDP == Potential output

percent_ to grow on average with.4
3100 , percent per year
2900 1 . A GDP to grow faster than
2700 - 1 potential for several years,
2500 | T HUUUH 0 e.g., due to expansionary
2300 1 monetary policy.
2100 | * A Output gap is approaching its
o0 ) largest value since the
. - st | reunification

1992 1005 1908 2001 2004 zoor om0 2ot 2oz A Risks for economic and
0P, Potentl cuput price adsted (hain ndex vlumes, 50052100) financial stability are
Increasing
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Consumer Prices

Consumer price index

E==1gog-change (rhs) == evel

112 -

111 ~

110 -

109 -

108 -

107 A

106 -

105 -

104

Index Percent
(=100) -
/
(= /
_ _nl
_ /
//
| it
hj |_|
- forecast
| | II|III|IV| | | II|III|I\/| | | II|III|IV| | | II| III|I\/| I| II| III|IV
2013 2014 2015 2016 2017

2,5

- 2,0

- 1,5

- 1,0

- 0,5

- 0,0

- -0,5

- -1,0

-1,5

Quarterly data, seasonally adjusted.

A CPiinflation:
2015: 0.3 %
2016: 1.1 %
2017: 2.0 %

A GDPdeflator
2015:2.0 %
2016:1.9 %
2017:2.1 %
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Labor market remains in good shape

Employment

C=—3qo0qg-change (rhs) e evel

44,0 -
435 -
43,0 -
425 -

42,0 -

|

41,5

41,0 -

Mn.

I

1.000
160

forecast

140

= 120

100

— 80

60

40

20

0

(RN R R RN AR IR IR\ R AR Y

2013 2014

2015 2016 2017

Quarterly data, seasonally adjusted.

A Temporaryweaknessn
employmentgrowth dueto

minimumwage.

A Loss of 200,000 mijobsin
the last 12months(most of

themin 2015Q1)

A Laborforceisincreasinglue

to net migration
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Net migration will stay at high levels

Net migration

A Increasingiet migrationisa

1000 1000

o - n [ factorin currentlabor
. | marketdevelopments 66%
' _ 11 of iIncreasan employmentin
ool I Ml > the past12months
oo ||| M & Bl - A Mostimportantis migration
ll d '-L“ ' from Eastern Europe
| (| I i (freedomof movement)
w0 | 0 A Effectsdueto increased
numberof asylumapplicants
o w0 w0 a0 jscurrentlyrelativesmall
but is expectedto become

larger inthe mediumrun
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Net Migration

A Governmentexpendituresare expectedto increaseby 5 bn. in 2015andby
4 bn. in 2016 dudo increasechumberof asylumseekers

A Roughestimatesmayindicatevisibleincreasesn privateconsumptionand
construction

A However net effectsare difficult to estimate(e.g., dueto potential
crowdingout of alternativeinvestmentprojectsat the locallevel)

A Currently dueto net migrationthe laborforceisincreasingnsteadof
decreasing

A Fromabout500,000asylumseekerdan the currentyear, by far lessthan
100,000enter the laborforce

A Additionalasylumseekeranayhavevisible(but smal) effectson potential
output
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Key Indicators

Key i ndicators 201472017

2014 2015 2016 2017
Gross domestic product (GDP), price-adjusted 1,6 1,8 2,1 2,3
Gross domestic product, deflator 1,7 2,0 19 2,1
Consumer prices 0,9 0,3 1,1 2,0
Labor productivity (per hour w orked) 0,4 0,8 15 1,3
Employment (1000 persons) 42.703 42.903 43.220 43.675
Unemployment rate (percent) 6,7 6,4 6,2 5,6
in relation to nominal GDP
Public sector net lending 0,3 1,0 0,5 0,7
Gross public debt 74,4 70,5 66,9 62,8
Current account balance 7,6 8,8 9,0 9,0

GDP, consumer prices, labor productivity: percentage change on previous year; unemployment rate: as

defined by the Federal Employment Agency.

Source: Federal Statistical Office, Fachserie 18, Series 1.2 ; Federal Employment Agency,
Monthly Bulletin; Federal Employment Agency, Employment Statistics ; shaded: IfW forecast.
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Uberblick

A Harte Landung in China?
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China — Current economic situation (1)

China: GDP and Kegiang index

A Gradualeconomicslowdown
from double-digit growthto
currently7 percentyl/y (in

2 2015Q2)

/\ A Doubtsregardingreliability
5 - A andaccuracyof official data

‘- \/ N \/K A Kegiangndexpointsto a

L pronouncedslowdownsince
2014H1

= Kegiang index GDP

14 - Percent

, |

A Weakimportsandindustrial
00 2012 2013 2014 2015 production decliningcarand
Sg;gﬁg};nddigig e?rﬁﬁn%ng?’,ne%rnagft T)L?é?énding credit, S m art p h O n eS a.l e S

railw ay freight cargoand electricity consumption; y-o-y growth rate.
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China — Current economic situation (2)

China: monthly indicators China: Purch

25 0 - Percent 56 - index

= fixed asset investment
retail sales
== ndustrial production 54

asing managers' indices

20.0 - = car sales |
52 -
15.0 -

50 -
10.0 -~
48 A
5.0 A
46 -
== Caixin Manufacturing === Caixin Services Official
0,0 T T T T T 44 T T T T T
2013 2014 2015 2013 2014 2015
Monthly data. Industrial production and retails sales: y-o-y growth rates. Monthly data

FAI: year-to-date growth rate. Car sales: 12 MM, y-o-y growth rate.
Source: National Bureau of Statistics
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China — Devaluation of the renminbi (1)

China: exchange rates

A Historicdevaluationof RMB

in August>marketforcesto *,.. . s |
playagreaterrole . ——REER (hs) 55
4 . . . spot (rhs)

A Strongeffectiveappreciation p /\,ﬁ 60
sinceH2 2014-> both real = 6
andnominal 10 - 70

A Poorcommunicatioradded . 7
to doubtsabouteconomic o
prospects 0 - »

A Massiveinterventionsto N R
Stabl | |ZeR M Bare 2005 2007 2009 2011 2013 2015 .
u n S u Stal n ab | @ Ive n fu rth e r Monthly data. Source: JP Morgan, Datastream.

depreciationarypressures
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China — Devaluation of the renminbi (2)

China: Capital outflows

A PBoGntervenedheavilyin

the marketsin Augusto o

defendthe new ,ped’ 100 -
A Capitaloutflowsareputting ., \

further downwardpressure \” AR ” _

on RMB y WHW“W |
A Caveatchangesn FX 50

reservesare animperfect 100 -

proxy->changesn valuation —e

of nondollar assetsand T e nexeesines

portfolio preferencesof firms = . .

alsoplayarole voriy et

Source: NBS, SAFE,MOFCOM, China Customs.
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China — Devaluation of the renminbi (3)

A Wesimulatea 30 percent
devaluationof the RMB In
NIGEM

A Significaneffectson the
world economywith growth
momentumshiftingback
towardsChina

A Scenariassumeso
retaliatoryexchangeate or
monetarypolicyresponses

Year 1 Year 2

World -0,3 -0,9
Advanced

Economies

Germany -0,4 -1,2
Euro area -0,4 -1,2
Japan -0,9 -2,3
South Korea -0,9 -2,7
UK -0,6 -1,7
USA -0,4 -0,9
Emerging

Economies

Braazil -0,5 -1,4
China 0,7 1,2
India -0,6 -2,0
Indonesia -0,7 -2,5
Mexico -0,3 -0,9
Russia -0,6 -1,9
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China — Price correction in equity markets

China: Stock markets

A Sharpcorrectionin stock

300 - Index (01.01.15=100)

pricessinceJune
250 | penghen composic A Initially, governmentresisted
— Shanghai Composte andintervenedheavily
. - A Directimpacton real
150 - economyshouldbe limited

A More importantare

100 M-/\«::/,a—/j developmentsn the housing

50 | sector->roughly50 per cent
of outstandingloansdirectly
(2012014 03072014  03.012015  03.072015 or indirectlylinkedto real
weekdy data estate

Source: Datastream.
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China — Are we in for a hard landing?

China: House prices

share of cities
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Residential property prices in 67 cities. Monthly data.
Source: National Bureau of Statistics.

China: private sector debt
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China — Hard landing: modelling approach

A Weusetwo - conceptuallydistinct—models
» NIGEM (structuralmacroeconometrienodel)
» GVAR (globalvectorautoregressions

A Forcomparisonwe interpret a hard landingasreduction of
Chinese GDP by 3 per cent in both models

A However shockisimplementeddifferently
» GVARInitial impulseandmodel,,takesover* dynamics

» NIGEM calibratedreductionin domesticdemandin the first yearand
then slowlylet it return to baseline

75 | Kooths: Weltwirtschaft, deutsche Konjunktur und wirtschaftspolitische Herausforderungen I-ﬂv ?(II!% 'IFNHSI,ET\!’-\!’-S;ED CcoNOMY



China — Hard landing: global impact (1)

Year after shock GVAR NiIGEM
Year 1 Year 2 Year 3 Year 1 Year 2 Year 3

World
GDP -0,7 -0,9 -1,0 -0,9 -1,1 -0,7
World trade - - - 2.7 -2,0 -0,3
Qil price -1,3 2.7 -3,0 -0,4 -1,0 -1,2
World excl. China
GDP -0,3 -0,4 -0,5 -0,5 -0,5 -0,3
Advanced Economies
(GDP)
Germany -0,4 -0,5 -0,5 -0,4 -0,3 0,0
France -0,1 -0,2 -0,2 -0,3 -0,2 0,0
Japan -0,5 -0,7 -0,7 -0,9 -1,1 -0,8
South Korea -06 -0,9 -1,0 -1,3 -1,9 1.7
UK -0,2 -0,3 -0,3 -0,3 -0,2 -01
USA -0,3 -0,5 -0,5 -0,1 0,3 0,5
Emerging Economies
(GDP)
Brazil -0,1 -0,2 -0,2 -0,8 -0,8 -0,2
China -3,0 -3,3 -3,4 -3,0 -3,8 2,7
India 0,2 0,2 0,2 -0,6 -1,1 -1
Indonesia -0,3 -0,7 -0,8 -1,1 -2.1 -1.9
Mexico 0,0 0,3 0,4 -0,2 -0,1 -01
Russia - - - -0,7 -1,0 -0,5
Regions (GDP)
Euro area -0,2 04 04 - - -
Rest of Asia -0,4 -0,7 -0,8 - - -
Latin America -0,1 -0,1 -0,1 - - -
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China — Hard landing: global impact (2)

A Broadlyrobustresultsacrossboth models

A Relativeorder also robustcrosscountry-> Germanynore
severelyaffectedthan UKor France dudo strongertrade
linkswith China

A Emergingnarketsgenerallyaffectedmore adverselyin
NiGEMthanin GVAR

A Biggestifference United States! USconomyactually
benefitsfrom hardlandingin NIGEM->incomeeffect from
cheapenmports
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China — Hard landing: sensitivity analysis

NIGEM: sensitivity analysis

A Resultsvirtually unchangedf
oll pricesare heldfixed

A Effectivenes®f monetary
policyat the ZLBmightbe
overestimatedn NIGEM
underadaptiveexpectations
hardlandinglowersglobal

Percent Year 1 Year 2

-0.2

0.4 -

-0.6 -

-0.8 ~

MANNNNNNNNN

-1.0 -

12 GDPoy an additional 0.2 pp
S in the first year

16 - adapive expectatons A Exogenizin@hinesémport

B no import price deflation

pricesleadsto similarly
G S8 e derin et strongernegativeimpact
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