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New wave of infections suspends economic recovery

The lockdown is being eased only slightly in Germany in March 2021,
and gross domestic product (GDP) declines significantly in the first
quarter of 2021. As vaccination campaigns progress and restrictions
are gradually eased, a normalisation of household consumption pat-
terns will likely boost the economy later during the year. The Halle
Institute for Economic Research (IWH) forecasts that GDP will increase
by 3.7% in 2021, following a decline of 4.9% in 2020. In East Germany,
both the contraction and the rebound are much less pronounced.

Table
Forecast for Germany: Key Economic Indicators® for Germany, 2019-2022
2019 2020 2021 2022
percentage change over previous year (price adjusted)
Germany 0.6 -4.9 3.7 3.6
East Germany® 1.3 -3.2 2.9 2.7
percentage change over previous year in %
hours worked 0.6 -4.7 1.4 2.2
hourly union wages 3.2 2.1 1.0 2.0
hourly actual wages 3.1 3.4 1.0 1.6
unit labour costs® 3.2 4.2 -0.9 0.2
consumer price index 1.4 0.5 1.9 1.6
1 000 persons
employment (domestic) 45 269 44 782 44 977 45 564
unemployment® 2 267 2 695 2 591 2 279
in %
unemployment rafe? 5.0 5.9 5.6 4.9
East Germany® 6.4 7.3 7.0 6.3
in % of nominal GDP
general government overall balance 1.5 —4.2 -4.4 -1.7
current account balance 7.1 7.1 7.7 6.4

2 East Germany including Berlin. - ® Per hour (IWH calculations). - ¢Federal Employment Agency (BA) concept.—
4 Unemployment in % of civilian labour force (Federal Employment Agency (BA) concept).
Sources: Federal Statistical Office; 2020-2022: IWH forecast (as of March 11, 2021).

Global production has picked up again markedly following the dramatic slump last
spring. The recovery is particularly pronounced in East Asia, where the pandemic is
largely under control and the economy is benefiting from high global demand for
industrial goods. In the euro area, however, GDP recently declined due to a new
wave of infections, but the ongoing rollout of vaccines gives hope that the pandemic
will come under control over the course of the year. Economic policy supports the
recovery of the global economy. The comprehensive fiscal policy measures taken by
the US government, together with a steep increase in commodity prices, have re-
cently even given rise to inflation concerns. Economic activity, however, will not
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take place in lockstep across the world. While the strong economic momentum in
China is already weakening again, the economy in the euro area is not expected to
be in full swing until summer.

In Germany, the lockdown caused the service sector to contract at the end of 2020,
while production increased markedly in industrial sectors and construction. Much
of the personal services sector continues to be subject to restrictions, despite the
relaxations approved in early March. Gross domestic product is expected to decline
sizably in the first quarter of 2021. However, as the number of vaccinations
increases, it is expected that the lockdown measures will be lifted successively.
“Since overall disposable income has remained stable, also thanks to government
support measures, a swift recovery in demand is probable,” says Oliver Holteméller,
head of the Department Macroeconomics and vice president at the IWH. The
rebound of the global economy continues to benefit export-oriented manufacturing
producers. The labour market is quite robust despite the second surge in infections,
partly because short-time working schemes continue to exert a stabilising effect,
says Holtemoller. Consumer prices will rise by 1.9% in 2021, significantly faster
than in previous years, due to more expensive oil, the reversal of the temporary VAT
cut, the introduction of nationwide emissions trading for CO: pricing in the transport
and heating sectors, and an increase in the minimum wage. The general government
netlending/borrowing ratio in 2021 is expected to reach -4.4%, almost the same level
as in the previous year.

According to Oliver Holtemoller, the central risk for the German and the global eco-
nomy is still the uncertain course of the pandemic. It remains unclear for example
whether existing vaccines are effective against all virus mutations. For Germany in
particular, there is a risk that the recent easing of restrictions will trigger a third
wave in infections, also because a comprehensive concept for the use of SARS-CoV-
2 rapid tests is currently lacking. Effective enforcement of another lockdown seems
socially hardly feasible. Certainly, however, the economic confidence of firms and
households would suffer severely from another wave of infections.

The extended version of the forecast (Neue Infektionswelle unterbricht wirtschaft-
liche Erholung) contains the following three info boxes:

Box 1: Assumptions and forecasts regarding the general conditions (in German)
Box 2: Estimation of gross value added and gross domestic product (in German)

Box 3: Estimation of production potential (in German)

Publication

Brautzsch, Hans-Ulrich; Claudio, Jodo Carlos; Drygalla, Andrej; ExB, Franziska; Heinisch,
Katja; Holteméller, Oliver; Kémpfe, Marting; Lindner, Axel; Miller, Isabella; Schultz, Birgit;
Staffa, Ruben; Wieschemeyer, Matthias; Zeddies, Gétz: Neue Infektionswelle unterbricht
wirtschaftliche Erholung. IWH, Konjunktur aktuell, Jg. 9 (1), 2021. Halle (Saale) 2021.
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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 four research departments — Macroeconomics; Financial Markets; Structural Change; Laws,
Regulations and Factor Markets —, IWH conducts economic research and provides economic policy
recommendations, which are founded on evidence-based research. With the IWH's guiding theme
“From Transition fo European 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 interest for the institute are macroeconomic dynamics and stability, microeconomic
innovation 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 96 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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