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Downturn in Germany continues

Trade disputes are causing international trade in goods to decline
this year. The manufacturing industry in Germany is particularly
affected by this. However, a robust labour market is supporting the
economy. According to IWH autumn economic forecast, German gross
domestic product (GDP) will increase by 0.5% in 2019. At 1%, output
growth in East Germany is likely to be significantly higher than in
West Germany.

Forecast for Germany: Key Economic Indicators® for Germany, 2019-2021

2018 2019 2020 2020
percentage change over previous year (price adjusted)
Germany 1.5 0.5 1.1 1.4
East Germany® 1.6 1.0 1.3 1.4
percentage change over previous year in %
hours worked 1.3 0.7 0.5 0.7
hourly union wages 2.9 3.1 2.1 2.3
hourly actual wages 3.0 2.9 2.3 2.5
unit labour costs® 2.5 3.3 1.8 1.7
consumer price index 1.8 1.5 1.6 1.6
1 000 persons
employment (domestic) 44 854 45 242 45 478 45 836
unemployment 2 340 2 274 2 254 2 154
in %
unemployment rate? 5.2 5.0 4.9 4.7
East Germany® 6.9 6.5 6.3 6.0
in % of nominal GDP

general government overall balance 1.9 1.5 0.7 0.2
current account balance 7.3 6.8 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).
Sources: Federal Statistical Office; 2019-2021: IWH forecast (as of September 5, 2019).

The global economy has continued to cool down in the middle of 2019. Industrial
production stagnated in the first half of the year and trade in goods has been on
the decline already since autumn 2018, mainly due to US trade conflicts. However,
because services almost everywhere expanded quite markedly, overall production
growth slowed only moderately. Against this background, financial markets ex-
pectations have deteriorated significantly. A number of central banks have already
cut interest rates or are planning such moves for the near future. Financial markets
expect very low interest rates over the long term as well, both in nominal and in
real terms. In the coming quarters, US gross domestic product (GDP) will probably
expand at a slower rate than its growth potential. Chinese growth momentum will
slow further while the euro area downturn is expected to continue. The present
forecast assumes that there will be a Brexit without an accompanying agreement
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at the end of October. However, pragmatic regulations will prevent a collapse of
economic transactions between the UK and the EU, and the European financial
system is expected to remain stable.

German GDP fell by 0.1% in the second quarter of 2019. “The recession in the
manufacturing sector has continued due to weak demand for German export
goods. Domestic demand has so far lost only moderate momentum”, says Oliver
Holtemoller, head of the Department Macroeconomics and vice president at the
Halle Institute for Economic Research (IWH). However, lower orders for invest-
ment goods indicate that investment in equipment is likely to be subdued. “A
severe recession, however, remains unlikely given the very favourable financing
conditions and still healthy labour markets that cause workers’ incomes to rise
significantly”, Holtemoller adds. In addition, fiscal policy this year provides an
expansionary impulse to the economy that amounts to 0.7% in relation to GDP.
The fiscal stimulus will be lower in the coming year. All things considered, the
German economy will expand by 0.5% in the current and by 1.1% in the coming
year, partly also due to a higher number of working days. The East German eco-
nomy will expand by 1.0% this year and by 1.3% in 2020, slightly more than the
West German economy.

The economic risks are substantial. An introduction of high tariffs on German car
exports to the US cannot be ruled out. Moreover, the recession in the manufac-
turing sector could lead to a wave of bankruptcies and to high numbers of
redundancies and layoffs, which would weigh heavily on domestic demand.
Furthermore, the economic consequences of a Brexit without an accompanying
agreement are difficult to quantify.
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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.
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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
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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