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German economy will pick up speed only slowly

In winter of 2018/2019, the global economy weakened considerably,
mainly due to economic policy risks. In Germany, the economy will
pick up speed only slowly. According to IWH spring economic fore-
cast, gross domestic product will increase by 0.5% in 2019. Growth in
East Germany will amount to 0.7%.

Forecast for Germany: Key Economic Indicators® for Germany, 2017-2020

2017 2018 2019 2020
percentage change over previous year (price adjusted)
Germany 2.2 1.4 0.5 2.0
East Germany® 1.9 1.4 0.7 1.7
percentage change over previous year in %
hours worked 1.3 1.4 0.9 0.9
hourly union wages 2.5 2.9 2.6 2.1
hourly actual wages 2.4 2.7 2.9 3.0
unit labour costs” 1.5 2.6 3.5 1.8
consumer price index 1.5 1.8 1.4 1.5
1 000 persons
employment (domestic) 44 269 44 838 45 251 45 609
unemployment® 2 533 2 340 2 188 2 044
in %
unemployment rate 5.7 5.2 4.8 4.5
East Germany® 7.6 6.9 6.4 6.3
in % of nominal GDP
general government overall balance 1.0 1.7 1.0 0.9
current account balance 8.0 7.4 6.5 6.4

a East Germany including Berlin. - » Per hour (IWH calculations). - ¢Federal Employment Agency (BA) con-
cept.— 4 Unemployment in % of civilian labour force (Federal Employment Agency (BA) concept).
Source: Federal Statistical Office; 2017-2020: IWH forecast (as of March 7, 2019).

In the winter half-year 2018/2019, the global economy has cooled off significantly.
The economic development, however, diverges considerably between regions: the
upturn in the USA has lost little momentum, while the recovery in the euro area
has come to a standstill. The Chinese economy appears to be stumbling as well.
One important reason for the slowdown in the global economy is the uncertainty
surrounding the trade dispute between the United States on the one hand and
China and the European Union on the other. For Europe, the unresolved Brexit
negotiations put further strain on the economy. Although low interest rates and
expansionary fiscal policies support the economy in the euro area, a sizeable
pickup of the economy is likely to depend on further external stimulus, which
might come when expansionary policy measures in China take effect in mid-2019.

In Germany, aggregate output stagnated in the final quarter of 2018, following a
decline by 0.2% in the previous quarter. Problems of car producers adapting to a
new emission gas test procedure, as well as the months-long failure of the Rhine as
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a waterway for the chemical industry, contributed to this weakness. More im-
portantly, foreign demand, especially from the EU partner countries, has slowed
down significantly. On the other hand, construction activity stays strong and com-
panies continue building up employment, even, despite a decline in production, in
the manufacturing sector. “Apparently, firms regard the current economic weak-
ness as temporary, while the shortage of skilled workers is seen as a long-term
problem. This has led, however, to a significant increase in unit labour costs”, says
Oliver Holtemoller, head of the Department Macroeconomics and vice president at
the Halle Institute for Economic Research (IWH). As a consequence, firms will not
raise employment as fast as they did in 2018.

According to the IWH Flash Indicator production in the first half of 2019 will
barely grow. Still, private consumption is likely to expand robustly, not least be-
cause real wages continue rising. In addition, low interest rates and discretionary
fiscal policies, which will amount to 0.7% of GDP in 2019, will help. Real gross
domestic product will be 0.5% higher in 2019 than in the previous year. In 2020,
the growth rate will increase to 2.0%, partly due to more working days in that
year. The East German economy expands by 0.7% in 2019 and by 1.7% next year.
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The IWH list of experts provides an overview of IWH research topics and the
researchers and scientists in these areas. The relevant experts for the topics listed
there can be reached for questions as usual through the IWH Press Office.

The Halle Institute for Economic Research (IWH) — Member of the Leibniz Association was founded in
1992. With its three research departments — Macroeconomics. Financial Markets. and Structural
Change —,IWH conducts economic research and provides economic policy recommendations. which
are founded on evidence-based research. With the IWH's guiding theme “From Transition to Euro-
pean Integration”. the institute’s research concentrates on the determinants of economic growth

processes with a focus on efficient capital allocation in a national and European context. Particular
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areas of inferest for the institute are macroeconomic dynamics and stability. microeconomic inno-
vation processes. productivity and labour markets. the dynamics of structural adjustment processes.
financial stability and growth and the role of financial markets for the real economy.

The Leibniz Association connects 95 independent research institutions that range from the natural.
engineering and environmental sciences via economics. spatial and social sciences to the humanities.
Leibniz institutes address issues of social. economic and ecological relevance. They conduct
knowledge-driven and applied basic research. maintain scientific infrastructure and provide research-

based services. For further information see http://www.leibniz-gemeinschaft.de/en/home/.
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