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Service providers in Berlin give boost to East German econ-
omy — implications of the Joint Economic Forecast and of
official data on the East German economy in 2018

In its spring report, the Joint Economic Forecast group states that the
upturn in Germany came to an end in the second half of 2018, mainly
because the manufacturing sector is weakening due to a slowing
international economy and to problems in the automotive industry.
Accordingly, in places such as Saxony (1.2%), Thuringia (0.5%), and
Saxony-Anhalt (0.9%), where manufacturing plays a particularly im-
portant role, gross domestic product (GDP) grew less than in Germany
as a whole (1.4%).

»Still, growth in East Germany was, with 1.6%, a bit higher, because the economy in
Berlin expanded by 3.1%”, says Oliver Holtemoller, Head of Department
Macroeconomics and Vice President at the Halle Institute for Economic Research
(IWH). During the whole upswing between 2014 and 2018, production in East
Germany has expanded somewhat faster than the German economy due to the high
growth dynamics of service providers in Berlin.

Figure 1
GDP growth in 2018

in %
3,5 7
3 4
2,5 1
2 4
1,5 4

0,5 1

o
'

Berlin
Brandenburg
Mecklenburg-
Vorpommern
Saxony
Saxony-Anhalt
Thuringia

East Germany
Germany

Source: Regional Accounts VGRdL.

For 2019, the institutes forecast an increase in German GDP by no more than 0.8%,
mainly because international sales prospects have deteriorated. The economy is
supported by consumer-related services, which benefit from the significant increase
in disposable income. This is particularly true of East Germany, as unemployment is
falling faster in the West. In addition, growth momentum in Berlin is likely to con-
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tinue. However, many East German companies find it increasingly difficult to expand
production because in this region, skilled labour is, for demographic reasons, par-
ticularly scarce. Therefore, East German employment has recently slowed down by
more than in the rest of the country.

Figure 2
GDP growth in 2019 and 2020
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All in all, IWH forecasts that the East German economy (including Berlin) will grow
by 1.0% in 2019 (Germany: 0.8%), after 1.6% in 2018 (Germany: 1.4%). In the
following year, East German production is expected to expand by 1.6% (Germany:
1.8%). According to the definition of the Federal Employment Agency, the unemploy-
ment rate should fall from 6.9% in 2018 to 6.4% in 2019 and 6.3% in 2020 (Ger-
many in 2018: 5.2%, 2019: 4.8%, 2020: 4.6%).
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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
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processes with a focus on efficient capital allocation in a national and European context. Particular
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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