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Deutsche Konjunktur
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Mittelfristprojektion
fiir Deutschland
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World Economy
picksup only slowly

Euroareaeconomy
robust, butwith
low momentum
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German economy overcomes Global growth remains
slowdown only gradually sluggish for the time being

ForecastingCenter | KieEconomidOutlook (Winter 2019) 4



' KIEL INSTITUTE FOR
& THE WORLD ECONOMY

Mind the boxes.

ForecastingCenter | KieEconomidOutlook (Winter 2019) 5



' KIEL INSTITUTE FOR
& THE WORLD ECONOMY

World economy
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Advanced headwinds, emerging tail winds dw

Global Economic Activity
3 World output e |f\W-Indicator (rhs)
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Quarterly data, seasonally adjusted.
If\W-Indicator: Business expectations in 42 economies (GDP weighted),
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Business expectations by groups of countries
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Monthly data, seasonally adjusted.
42 countries (34 advanced economies and 8 emerging economies).



Pronounced deceleration In

Industrial production by country group
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Monthly data, yoy-change, 3-month-averages
Source: CPB
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manufacturing

A Turning point 2018
» Forerunners: Euro area, UK
» Slowdown in China
» US production weakens in 2019

A Spiltovers to other sectors

A Policy uncertainty weighs on
Investor confidence



Global policy uncertainty near historical highs wa
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Monthly data.
Source: policyuncertainty.com
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World trade follows in the wake of weak IP d‘”

World Trade Elastizitit des CPB-Welthandels gegenuber
World Advanced economies Emerging Economies verschiedenen Malen fiir die globale Produktion
Prozent
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Source: PCB.
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World economy: Key figures d‘”

Gross domestic product Consumer prices
2019 2020 2021 2019 2020 2021

United States 2.3 1.5 1.7 1.8 2.2 2.2
Japan 1.0 0.6 1.1 0.8 14 09
Euro Area 1.2 1.2 1.5 1.2 1.2 1.3
United Kingdom 1.3 0.6 1.4 1.8 2.2 2.1

Advanced economies total 1.8 1.4 1.7 1.5 1.7 1.8
China 6.2 59 57 29 3.4 23
Latin America -0.5 0.8 2.1 8.6 7.5 7.4
India 50 6.3 6.6 33 4.2 45
East Asia 4.5 4.7 4.7 2.2 2.6 29
Russia 0.8 1.3 1.8 4.4 3.5 3.5

World economy total 3.0 3.1 3.4 3.6 3.7 3.6

Addendum:

World trade volume -04 1.1 2.3

Oil price (Brent in US$) 63.9 62.4 63.7

World economy total (weighted according

to GDP at market exchange rates) 25 25 28 29 3.1 3.0

Weighted according to GDP at PPP rates. East Asia: Emerging Asia excluding China and India.
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Sluggish global growth wa

A Global growth picks up, but remains subdued (compared to prev. years)
» Bottomingout in IP/global trade, improved sentiment
» Easy monetary policy around the globe

A Growth in advanced economies remains weak
» US economy continues to lose momentum as fiscal stimulus fades
» Euro area slightly stronger, supported by a strong labor market
» Eastern EU member states hit growth limits
» UK: Brexit + transition phase

A Expansion in emerging economies strengthens gradually
» Recovery in recently distressed countries (Brazil, Russia, Turkey)
» Gradual slowdown in China persists
A Risks
» Trade conflicts (upward and downward)
» Geopolitical tensions in the Middle East
» Monetary policy in unchartered territory
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Operating at normal capacity utilization levels &

Produktionsliicke im Euroraum 1999-2019

Prozent OECD (2019: -0,3%)

41 . IWF (0,2%)
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Jahresdaten. In Klammern: Schéatzung der Produktionsliicke fiir
das Jahr 2019. HP-Filter mit A=100 und eigener Prognose fir
2019 bis 2021 MVHP: Multivariater HP-Filter mit der Kapazi-
tatsauslastung im Verarbeitenden Gewerbe als zusatzlicher
zyklischer Variable.
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Limitierende Faktoren fiir die Produktion 1999-2019

Limitierender Faktor Arbeitskrafte
Limitierender Faktor Nachfrage

Prozent
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Quartalsdaten. Limitierender Faktor: Anzahl der Unternehmen,
die einen Faktor als Hemmnis fur die eigene Produktion
ansehen. Gestrichelte Linien: Mittelwerte seit 1999
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Euro area:

Revival of interest rates not in sight

Zinsen auf Staatsanleihen 2014-2018

Prozent
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Kreditkosten 2003-2019
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Monatsdaten; bei Neugeschaften.
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Kreditvergabe 2005-2019
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UK on the brink of recession d‘”

Gross Domestic Product

2010 = 100 Percent
1221 E5 qog-change (rhs) 1.0 Key indicators United Kingdom, 2018—2021
— evel
120 B 2018 2019 2020 2021
Gross Domestic Product 14 13 086 14
- 0,5 Domestic expenditure 14 16 -04 16
118 - Private consumption 16 12 08 11
/ Government consumption 06 34 25 24
Gross fixed investment D1 H3 10 1.2
116 1 H H H HH Inventornes 03 04 -10 03
[] 00 MNet exports 02 07 07 01
114 - H | Exports 089 01 07 1.2}
Tmports 07 23 -15 15
i8] [12] [12] [oz] [15] Consumer prices 25 19 25 21
112 : : ] : : 0,5 Unemployment rate 41 37 389 40
| |||||||||v| | | ||||||||v| | | ||||||||v| ||||||||||v| | | ||||||||v Current account balance 39 $H2 35 32
2017 2018 2019 2020 2021 Govemnmment budget balance 16 23 -30 -30

Quarterly data: Price-, seasonally- and calendar adjusted, qog-change.
Annual data: Price and calendar adjusted, yoy change in percent.
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Germaneconomy
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International environment e ]
2018 2019 2020 2021
| I 1l v I I 1l \% I I 0 v | Il 1l \Y
ECB key interest
rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Long-term interest
rate 0.6 05 04 04 01 -04 -05 -04 -04 -03 -03 -03 -03 -03 -02 -0.2

US-dollar/euro
exchange rate 123 119 116 114 114 112 111 1141 111 1141 1141 1141 1141 1141 1141 1.11

Price competitive-

ness 90.1 90.2 90.8 905 89.3 895 894 889 88.7 886 885 883 881 879 878 876
Export markets 0.7 06 05 05 06 05 05 05 05 05 05 05 06 06 06 06
Qil price 669 745 751 688 63.2 689 619 616 619 622 626 629 632 635 63.8 64.1

ECB key interest rate: main refinancing operations; long-term interest rate on 9-10 year bonds; price competitiveness: against
36 trading partners, based on the deflators of total sales, index: 1991:1 = 100, increasing values indicate deterioration of price
competitiveness; export markets: GDP growth in 41 countries, weighted with shares in German exports, change over previous
quarter. Oil Price: US-Dollar per barrel North Sea Brent.

Source: ECB, Monthly Bulletin; Deutsche Bundesbank, Monthly Bulletin; IMF, International Financial Statistics; own
calculations; shaded: IfW forecast or assumption.
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Stylized picture
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Stylized picture: Hfw s,
Recent turning point and cyclical position today &

Autumn 2018
output Autumn 2018 (as of today)
4 (real time) @ G

© Data edge

Boom peaked
> at turn of the
year 2017/2018

Recession

Cooling

time
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Capacity utilization: Thregoart picture wa

Capacity utilization A Manufactu ring
e Consruction” » Recession since m2D19
12 - » Recovery in 4 to 6 quarters
N A Construction
3 - » Booming (at record high levels)
Z ‘/Wﬁxﬁ \ » Ongoing strong activity
5 A Services
9 | » Little momentum on average
iz » Consumertrelated: Robust
1993 1997 2001 2005 2009 2013 2017 » Businesgelated: Negative spill
Quarterlydata seasonaladiusted overs from manufacturing

Capacityutilization: Deviationsfrom historicmean
-Sourceifo Institut, Konjunkturtest
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Business climate: Signs of stabilization d‘”

Business climate Business climate
===Situation Expectations s Manufacturing Construction === Services
120 20157100 40 Balance
115 A 30
110 + 20
105 -
10
100 - e
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90 - -10
85 - -20
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2005 2007 2009 2011 2013 2015 2017 2019 2005 2007 2009 2011 2013 2015 2017 2019
Monthly data, seasonally adjusted. Monthly data, seasonally adjusted.
Source: ifo Konjunkturtest. Source: ifo Konjunkturtest.
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Cheap financing, considerable credit growth wa

Darlehenszinsen 2003-2019 Kreditexpansion 2012-2019
Nichtfinanzielle
P t
o dE e Kapitalgesellschaften, 7 Prozent e
Darlehen tber 1 Mill. ichtfinanzietie
: A Nichtfinanzielle 6 - Kapdalgesellschaﬂ:en
Kapitalgesellschaften, === Wohnungsbaukredite
Darlehen unter 1 Mill. 3 1
g 5 e\ 0hNUNgsbaukredite an Weitere Kredite an private
Haushalte 4 Haushalte
4 3 -
3 2
1 -
2 -
D T i 5 gr T T T T T
1 -
1
D T T T T T T T T T T T T T T T T _2 -
2003 2005 2007 2009 2011 2013 2015 2017 2019 2012 2013 2014 2015 2016 2017 2018 2019
Monatsdaten; bei Neugeschéaften, Laufzeit 1-5 Jahre, ohne
Uberziehungen. Verdnderung gegeniber dem Vorjahresmonat; Monatsdaten.

ForecastingCenter | KieEconomic®Outlook (Winter 2019) 22



Downswing not over yet dw

Gross domestic product A Benchmark revision of national accounts

== qog-change (rths)  ===level (aUtumn 2019)
115 2010 = 100 Percent , » Downswing sets in 2 quarters earlier

' » Real unit labor cost no longer supportive to
- 1.0 employment growth
110 - _ r 08 A Total economy
/ - 0.6 » No overheating any more
105 . Pig - 04 » Sluggish performance 2019/2020
T I_IH H HHHHHH HHH 0.2 A Manfacturing in recession since 2610

- 0,0 . _
100 - I H A Calendareffect in 2020
» 0.4 percentage points

- -0,4 P . . .
[25] [15] [os5] [21] [15] A Fiscal stimulus (in relation to GDP)
95 0,6 _
ol it g » 2019: 0.5 percent
2017 | 2018 | 2019 | 2020 | 2021 » 2020: 0.3 percent
Quarterly data: Price, seasonally and calendar adjusted, qog-change. » 2021:0.4 percent

Annual data: Price adjusted, yoy-change.
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Output gap back to zero dw

Production and potential output A 2020 f
=—=Output gap (rhs) GDP Potential output ] . . .
3500 - Bn. Euro Percent 5 » +/- normal capacity utilization
., AFading cyclical pattern?
3100 - » Ultra-easy monetary stance
- 2 .
» No global recession
2700 o0 P - 0
- -2
2300 -
-4
forecast
1900 +———"rr T -6
1991 1997 2003 2009 2015 2021
Annual data.

GDP, Potential output: price adjusted (reference year: 2015).
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Pronounced slump in German manufacturing dw

A Boom 2017/2018

Germany Global (export-weighted) === Global (CPB)

A Strong focus on investment goods
A Strong stance in Asia

3 | A Car industry
o\, [__,\_// A \ » Cyclical and structural factors

. » Introduction of new types for cars
V aYl RS AY DSNXI Ve

-10 -

J

=20 -
2001 2003 2005 2007 2009 2011 2013 2015 2017 2019

Quarterly data. year over year growth rate. Q3: average of available monthly data.
Source: Deutsche Bundesbank; OECD; IfW calculations.
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German export portfolio 2017 (trade in goods)
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Quelle Observatory of Economic Complexity
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Policy uncertainty hits German manufacturers Ifw

more strongly than others

Percent
0,6 - Germany
0.4 90%-confidence intervall
68%-confidence intervall
0,2 1
o .
_0'2 .
-0,4 -
_0’6 .
1 2 3 4 5 6 7 8 9 10 11
Month
_l J

Monthly data. Impact of a global policy uncertainty shock that is associated with an increase
of global policy uncertainty by one standard deviation.

Source: Deutsche Bundesbank; Economic Policy Uncertainty; National Statistical Office; IfW
calculations.
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08 1 Germany =00 @@ =====- Global (export-weighted)
— - =—Global e euro area

04 1 France

0,2

11

0,0
-0,2
-0,4
-0,6
0 1 2 3 4 5 6 7 8 9 10
Month

Monthly data. Grey area: 68%-confidence intervall for Germany. See IfW-Box
2019.7 and IfW-Box 2019.8 for details.

Source: Deutsche Bundesbank; Economic Policy Uncertainty; OECD; IfW
calculations.
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Gradual recovery of exports

Exports
=3 qog-change (rhs) —|evel

2010 =100 Percent

125 - 4
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Quarterly data: Price, seasonally and calendar adjusted.chaage
Annual data: Price adjusted, yohange
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German Export Markets

Percent,

ORest of the world
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410 7 . .
OEmerging economies

3,5 1 O Other advanced economies
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Annual data, volumes; GDP growth in 59 countries, weighted with shares in
German exports.

28



M&E expenditures: The acceleator at work d‘”

M&E Investments Capacity utilization in manufacturing
—3qog-change (rhs) — evel COrder-capacity-index (rhs) === Capacity utilization
120 -2010=100 Percent 6 g3 . Percent Percent
92 - ] - 11
) 91 - Al I - L9
115 - 90 1 ] n -
5 89 -
88 - ‘e -5
87 - _
110 - -0 86 - B -3
85 - B mlp |
-2 R = !
105 83 - \ - -1
- -4 82 - 3
[40] [44] [02] [-29] [28] 81 1
100 -6 80 -5
| |||||||||v| | | ||||||||v| | | ||||||||v| | | ||||||||v| ||||||||||v ||”|”|||\'{ | |||||||||\,{||||||||||\,{||||||||||\,{||||||||||\,|||||||||||\/
2017 2018 2019 2020 2021 2014| 2015| 2016| 2017| 2018| 2019
Quarterly data: Price, seasonally and calendar adjusted.chaage Quarterly data, seasonally adjusted.
Annual data: Price adjusted, yohange Capacity utilization: axes cross at normal capacity utilization level.
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Ongoing boom in constructions dw "

Constructions Construction: Order stocks and capacity utilization
== qog-change (rhs) — |evel — Capacity utilization (rhs) — T Otall
= = == Buildings eeeee Underground
= Dwellings
135 ~2010=100 Percent 6 g9
180 - 2010=100 Percent . gg
130 - L4 170
160 L
125 - 80
L2 150 —
140
120 - |_| |_| - 75
|—||_||_II_II_| M |_|u|_||_||_||_||_||_||_||_|_0 130
115 - 120
) 110 r 70
110 - 100
L - 65
105 - -4 90
[07] [25] [38] [22] [25] 80
100 -6 70 60
I|II|III|I\/|I|II|III|IV|I|II|III|IV|I|II|III|I\/|I|II|III|IV AR YA R YRR AR R A R Y
2017 2018 2019 2020 2021 2014 2015 2016 2017 2018 2019
Quarterly data: Price, seasonally and calendar adjusted,change Quarterly data.
Annual data: Price adjusted, yohange Capacity utilization: seasonally adjusted; Order stocks: volumes.
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Robust private consumption expenditure dw

Private consumption

=3gog-change (rhs) ==—|evel
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Quarterly data: Price, seasonally and calendar adjusted, qog-change.
Annual data: Price adjusted, yoy-change.

2010 =100 Percent
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2017 2018 2019 2020 2021

- 2,0

- 15

- 1,0

0,5

- 0,0

- -0,5

-1,0

A Net wages
» 2019: +5.1 Prozent
» 2020: +3.6 Prozent
» 2021: +4.3 Prozent

A Monetary transers
» 2019: +4.5 Prozent
» 2020: +3.8 Prozent
» 2021: +3.7 Prozent

A Constant saving rate, stable
inflation
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