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Mittelfristprojektion
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im Herbst 2019

World Economy
picks up only slowly

Euro area economy
robust, but with
low momentum

Germany on the
brink of recession
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Potential growth
is aging
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German economy overcomes Global growth remains
slowdown only gradually sluggish for the time being
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Mind the boxes.
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World economy
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Advanced headwinds, emerging tail winds d‘”

Global Economic Activity Business expectations by groups of countries
C——World output = [f\W-Indicator (rhs) e \\/Or|( e Advanced Economies Emerging economies
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Monthly data, seasonally adjusted.
42 countries (34 advanced economies and 8 emerging economies).

Quarterly data, seasonally adjusted.
If\W-Indicator: Business expectations in 42 economies (GDP weighted),
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Pronounced deceleration in manufacturing Qw

Industrial production by country group

" Turning point 2018

e \\/OId

Percent —— Advanced economies » Forerunners: Euro area, UK
6 1 Emerging economies
.| » Slowdown in China
. » US production weakens in 2019

7
3 - = Spill-overs to other sectors
? = Policy uncertainty weighs on
1 investor confidence
/< ‘

_1 -
2

2012 2013 2014 2015 2016 2017 2018 2019

Monthly data, yoy-change, 3-month-averages
Source: CPB
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Global policy uncertainty near historical highs
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Trade conflict

Brexit chaos PY
US election

. ®
Brexit vote
®
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Monthly data.
Source: policyuncertainty.com
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World trade follows in the wake of weak IP QW

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 J

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 Qw

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

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

Expansion in emerging economies strengthens gradually
» Recovery in recently distressed countries (Brazil, Russia, Turkey)
» Gradual slowdown in China persists

Risks

» Trade conflicts (upward and downward)
» Geopolitical tensions in the Middle East
» Monetary policy in unchartered territory

Forecasting Center | Kiel Economic Outlook (Winter 2019) 12



Euro area:

Operating at normal capacity utilization levels

Produktionsliicke im Euroraum 1999-2019

Prozent OECD (2019: -0,3%)

41 . IWF (0,2%)

3 A EU-Kommission (0,3%)
FLN ssssessss HP-Filter (0,7%)

5 . ; \ MVHP (1,3%)
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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: fw e,
Revival of interest rates not in sight &

Zinsen auf Staatsanleihen 2014-2018 Kreditkosten 2003-2019
e \Wohnungsbaukredite an Haushalte
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UK on the brink of recession e ]

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
H [] 00 MNet exports 02 07 07 01
" [Exports 08 01 07 12]
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| | | I ||||||v| | | I ||||||v| | ||| ||||||v Current account balance 39 $H2 35 32
2017 2018 2019 2000 2001 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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German economy
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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 dw
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Recession
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: Positive output gap

Negative output gap
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Stylized picture: W s,
Recent turning point and cyclical position today &

Autumn 2018
output Autumn 2018 e (as of today)
1 (real time)

O Data edge

Boom peaked
> at turn of the
year 2017/2018

Recession

Cooling

time
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Capacity utilization: Three-part picture dw

Capacity utilization m Manufacturing
Percentage == Manufacturing == Services
15 Points Construction » Recession since mid-2019
12 » Recovery in 4 to 6 quarters
z = Construction
3 » Booming (at record high levels)
z ‘/Wﬁ&ﬁ \ » Ongoing strong activity
o = Services
9 » Little momentum on average
i » Consumer-related: Robust
1993 1997 2001 2005 2009 2013 2017 » Business-related: Negative spill-
Quarterly data, seasonally adjusted. overs from manufacturing

Capacity utilization: Deviations from historic mean.
-Source: ifo Institut, Konjunkturtest.
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Business climate: Signs of stabilization d‘”

Business climate

e Sjtuation Expectations
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Monthly data, seasonally adjusted.
Source: ifo Konjunkturtest.
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Business climate

e Manufacturing Construction === Services
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Monthly data, seasonally adjusted.
Source: ifo Konjunkturtest.
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Cheap financing, considerable credit growth d‘”

Darlehenszinsen 2003-2019 Kreditexpansion 2012-2019
Nichtfinanzielle
P t
7o Kapitalgesellschaften, 7 Prozent Nichtfinanziell
Darlehen tber 1 Mill. KIC h 'Panz'ﬁ eh o
6 - i Nichtfinanzielle 6 - apitaigeselischa \_en
Kapitalgesellschaften, o= \WOhNUNgsbaukredite
Darlehen unter 1 Mill. 5 . . .
S - e\ 0hNUNgsbaukredite an Weitere Kredite an private
Haushalte 4 Haushalte
4 - -
3 A 2
2 11
D LT LD T T T T T
‘I -
1
D T T T T T T T T T T T T T T T T _2 o
2003 2005 2007 2009 2011 2013 2015 2017 2019 5012 2013 2014 2015 2016 2017 2018 2019

Monatsdaten; bei Neugeschéaften, Laufzeit 1-5 Jahre, ohne
Uberziehungen. Verdnderung gegeniber dem Vorjahresmonat; Monatsdaten.
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Downswing not over yet

Gross domestic product

3 qoqg-change (rhs) — evel

115 2010 = 100 Percent 1.2
- 1,0
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Quarterly data: Price, seasonally and calendar adjusted, qog-change.
Annual data: Price adjusted, yoy-change.
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Benchmark revision of national accounts
(autumn 2019)

» Downswing sets in 2 quarters earlier
» Real unit labor cost no longer supportive to
employment growth
Total economy
» No overheating any more
» Sluggish performance 2019/2020

Manfacturing in recession since mid-2010

Calendar-effect in 2020
» 0.4 percentage points

Fiscal stimulus (in relation to GDP)
» 2019: 0.5 percent
» 2020: 0.3 percent
» 2021: 0.4 percent
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Output gap back to zero dw

Production and potential output = 2020 f
=—=Output gap (rhs) GDP Potential output )
3500 - Bn. Euro Percent » +/- normal capacity utilization
, " Fading cyclical pattern?
3100 - » Ultra-easy monetary stance
-2 )
» No global recession
(| P
B -2
2300 -
-4
forecast
1900 +——r 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

20 - Prozent Germany Global (export-weighted) —— Global (CPE) u Boom 2017/20 18
= Strong focus on investment goods
= Strong stance in Asia

al
|

- | Car industry
o\ [__,\_//.\:/ . \/ \\ » Cyclical and structural factors

. » Introduction of new types for cars
,made in Germany“

-10 -

-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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Germany: The world‘s M&E supplier JW RS

German export portfolio 2017 (trade in goods)

Cars Vehicle... P | fiat ,'
48% | — |
12% - """" o _; pone. o= _| |

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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Percent

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
125 2010 =100 Percent 4
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-1
AMenmnnAfl
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Quarterly data: Price, seasonally and calendar adjusted, gog-change.
Annual data: Price adjusted, yoy-change.
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German Export Markets

Percent,
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Annual data, volumes; GDP growth in 59 countries, weighted with shares in
German exports.

28



. LJ W 760 econon
M&E expenditures: The acceleator at work dw

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
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115 - 90 - [] B ,
5 89 -
88 - ‘. -5
110 0 871 B
_ - 86 - a -3
85 T M
- -2 84 0= ] 1
105 83 - \ - -1
- -4 82 3
[40] [44] [02] [-29] [28] 81 1
100 -6 80 -5
| ||| ||||||v| | ||| ||||||v| | ||| ||||||v| | | I ||||||v| | | I ||||||v ||”||”||V| | |”||”||V| | |”||”||V| | |”||”||V| | |”|”|||V| | |”|“|||V
2017 2018 2019 2020 2021 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Quarterly data: Price, seasonally and calendar adjusted, qog-change. Quarterly data, seasonally adjusted.
Annual data: Price adjusted, yoy-change. Capacity utilization: axes cross at normal capacity utilization level.
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Ongoing boom in constructions Qw

Constructions Construction: Order stocks and capacity utilization
== qog-change (rhs) — |evel — Capacity utilization (rhs) — T Otall
= = == Buildings eeeee Underground
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160 - 80
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Quarterly data: Price, seasonally and calendar adjusted, gqog-change. Quarterly data.
Annual data: Price adjusted, yoy-change. Capacity utilization: seasonally adjusted; Order stocks: volumes.
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Robust private consumption expenditure d‘”

Private consumption
= Net wages

=3gog-change (rhs) ==—|evel

11» . 2010=100 Percent » 2019: +5.1 Prozent

o | s » 2020: +3.6 Prozent
» 2021: +4.3 Prozent

108 - - 1,0

= Monetary transers

106 - — g oS
__]LM st Rl .- » 2019: +4.5 Prozent
104 Oll= = |_| - 0,0

[ » 2020: +3.8 Prozent

102 - - -05 » 2021: +3.7 Prozent
[13] [13] [15] [a15]| [a7] .

0 ey o . .ConSt.ant saving rate, stable
017 | 2018 | 2019 | 2020 | 2021 inflation

Quarterly data: Price, seasonally and calendar adjusted, qog-change.
Annual data: Price adjusted, yoy-change.

(Winter 2019)
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Benchmark revision of national accounts 2019: Hfwee s,
Re-assessment of income distribution

Lohnquote 1991-2018 Reale Lohnstiickkosten 1991-2018
74 4 Prozent 108 1 Index
106 | 77\, ' Neuer Datenstand
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100 -
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\ 98
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62 - : , — 94 ' ' '
1991 2000 2009 2018 1991 2000 =ils 2018
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Labor market: Near the turning point d‘”

Employment Unemployment
== qog-change (rhs) —|evel ==3qoqg-change (rhs) —|evel
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Quarterly data: Seasonally adjusted, qog-change.

uarterly data: Seasonally adjusted, qog-change.
Q Y y adl dog g Annual data: yoy-change.

Annual data: yoy-change.
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(Skilled) labor scarcity persists

Factors limiting production: Labour

= Construction Manufacturing === Service sector

35 - percent
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Quarterly data; seasonally adjusted. Percent of firms
answering that shortage of labour force is a major factor
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» Bottlenecks less sensitive

= Construction
» Mirror image to capacity
utilization
= Manufacturing

» More relaxed, but still above
normal

» Labor hoarding

34
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Labor market: Key figures Qw

2017 2018 2019 2020 2021

Hours worked (domestic concept, million hours) 61,564 62,344 62,727 63,235 63,456
Persons in employment (domestic concept) 44,248 44,854 45,253 45,488 45,719
Self-employed 4273 4,224 4,158 4,095 4,048
Employees (domestic concept) 39,976 40,631 41,094 41,393 41,671
Employees subject to social security contributions 32,234 32,964 33,515 33,836 34,174
Minijobs 4,742 4,671 4,588 4,532 4472
Net commuting 121 144 156 159 159
Persons in employment (national concept) 44 127 44,710 45,097 45,329 45,560
Employees (national concept) 39,855 40,486 40,939 41,234 41,513
Unemployed persons (registered) 2,533 2,340 2,266 2,253 2,268
Unemployment rate (registered; percent) 5.7 5.2 5.0 4.9 4.9
Unemployment rate (ILO; percent) 3.5 3.2 29 27 26

Self-employed: including family workers; unemployed persons (registered): definition of the Federal Employment Agency (BA).

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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Fiscal policy uses up structural surpluses dw

Public budget balance
B Structural budget balance O One-off effects

® Cyclical component Overall balance

80 -
70 ~
60 -
50 -

Bn. Euro

40 | B

30 +
20 -
10 -
0 -
-10 -

2018 2019 2020 2021

Annual data.
Source: European Commission, AMECO; IfW calculations.

= Revenue ratio
» 2019:46.9 percent
» 2021:46.3 percent

= Expenditure ratio
» 2018:45.3 percent
» 2021:46.4 percent

» Infrastructure expenditure (prices)
» 2018: +10.0 percent (+5.5 percent)
» 2019: +11.6 percent (+5.3 percent)

» 2020: +9.1 percent (+3.7 percent)

» 2021: +8.4 percent (+3.5 percent)

A
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Summary Qw

German economy has cooled down,

but does not freeze yet.
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Hot topics for the years to come J

Demographics = Potential growth, distribution conflicts

Black zero and debt break = Fiscal policy stance

Energy and climate change policies = Potential growth, structural change

Monetary policy = Exit-strategies? Impact of side-effects?

Forecasting Center | Kiel Economic Outlook (Winter 2019) 38



THE WORLD ECONOMY

Potential output: Growth perspectives d‘”

1.6 percent
(2018)

0.8 percent
(2023)
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