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The German economy is in a downward spiral. The recent price jumps for electricity and gas will reduce
the purchasing power of private households and lead to a decline in consumer spending. In addition,
the slowing world economy will dampen not only exports but also investment activity. As a result, the
German economy will slide into recession once again, at a time when it was just recovering from the
pandemic-related crisis. In our summer forecast, we assumed that the recovery would prevail despite
the burdens of the war in Ukraine and that GDP would rise strongly. Now we expect GDP to increase
by only 1.4 percent in the current year (summer forecast: 2.1 per cent). In 2023, it is expected to decline
by 0.7 percent (summer forecast: +3.3 percent). In 2024, when the impact of the negative factors fade
out, GDP will increase by 1.7 percent. Provided that prices for electricity and gas remain high for a
longer period of time - as markets currently expect - inflation is likely to rise from its record-level of 8
percent in the current year to 8.7 percent in 2023, as market prices for electricity and gas reach con-
sumer prices with some delay. In 2024, when energy prices moderate somewhat, inflation is likely to
settle down significantly. The recession will also leave its mark on the labor market. However, due to
the shortage of skilled workers, the impact is likely to be relatively moderate. The unemployment rate
will rise from 5.3 percent this year to 5.6 percent in 2023. Despite considerable additional expenditures
to cushion the high energy prices, the government's fiscal balance will probably barely deteriorate, as
the high upward pressure on prices leads to additional revenues. The ratio of gross debt to hominal
GDP is even expected to decline from 68.7 percent in 2021 to 64.6 per cent in 2024, as nominal GDP
will rise strongly due to the high price increases.

GDP will decline in the second half of the year.
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the crisis. The energy price jumps will reach consumer prices with a delay, as many consumers have
longer-term contracts with their energy suppliers. These suppliers have already secured significantly
lower prices on the futures markets so that their procurement costs will only rise gradually. As a result,
energy prices will continue to rise at an accelerated pace from their already high levels well into the
coming year. Core inflation is also likely to remain high for the time being. This is supported by the
continuing high price pressures in earlier production stages, which is reflected in the strong increases
in producer prices. In addition, there will be indirect effects from rising electricity and gas prices. The
fact that supply bottlenecks are expected to ease gradually will counteract stronger price increases. In
addition, high inflation is likely to severely dampen consumer demand and reduce households' willing-
ness to pay. In 2022, consumer prices are expected to rise by around 8 percent, the highest rate since
the start of data collection in 1948 (Table 1). In 2023, inflation is likely to rise to 8.7 percent due to the
strong impact of gas and electricity prices. The recently announced "electricity price cap" is likely to have
a dampening effect on prices. For our forecast, we assumed that the electricity price cap will reduce
inflation by around 1 percentage point. Our forecast does not include effects of a gas price cap. It is not
until 2024 that inflation calms down noticeably, but consumer price growth is still likely to be well above
the long-term average at 3.1 percent.

The loss of purchasing power is causing significant declines in private consumption. Real dis-
posable incomes are falling more sharply than ever before in reunified Germany. The main reason is
the large increase in prices and its impact on private consumer spending. The increase in nominal dis-
posable income will not keep pace with high inflation rates, in particular in the next year. As a result,
real disposable income will decline by 4.1 percent in 2023 - the largest decline since 2002 with -1.3
percent - after having already fallen in 2021 and 2022. The savings rate will decrease significantly and
stabilize private consumption as private households will reduce their savings in order to maintain at least
part of their usual consumption. In this regard, they can fall back on additional savings of about 200
billion euros (or about 10 percent of annual nominal disposable income) that they have accumulated
due to the restricted consumption possibilities during the pandemic. Overall, private consumption will
probably fall by 2.1 percent in 2023, after an increase of about 4 percent in the current year. In 2024,
private consumption is likely to increase again.

Business investment remains quite robust despite the economic slowdown. The conditions for
investment have deteriorated considerably in recent months. Global sales and earnings prospects have
worsened and uncertainty has increased. Usually investment in machinery and equipment declines
markedly in such phases. This suggests a significant decline in investment in the next year, when overall
economic capacity utilization is likely to fall. Unlike in normal economic cycles, however, the slowdown
is hitting the German economy while it is still recovering from the pandemic. Moreover, the recovery in
investment in machinery and equipment has been delayed due to supply bottlenecks. As a result, in-
vestment is still well below pre-crisis levels, while new domestic orders for capital goods are above their
pre-crisis level since the beginning of last year. Against this background, we expect equipment invest-
ment to rise slightly in the next year despite the recession. The high stock of domestic orders for capital
goods that have not yet been processed will have a stabilizing effect. In addition, public investment in
equipment will pick up noticeably and could contribute about 3 percentage points to the growth rate of
investment in equipment in each of the next two years due to additional military spending. However,
investment in machinery and equipment will develop much weaker than we expected in our summer
forecast - at that time we expected an increase by more than 10 percent in 2023. The recovery will
probably pick up speed again during the course of the coming year.

The general conditions for construction investment have turned. After the overall economic condi-
tions had been very stimulating for the construction industry for a long time, numerous factors are now
weighing on activity. Financing costs, for example, have become noticeably more expensive. At the
same time, the real disposable income of private households is declining and the uncertainty about
future energy prices and the economic outlook is weighing on demand. In addition, construction costs
have risen massively. In the second quarter, the deflator of construction investments increased by more
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than 7 percent compared to the first quarter; compared to the previous year, it increased by almost 20
percent. Against this backdrop, new orders have recently declined significantly and business climate in
the construction industry has deteriorated noticeably. Leading indicators point to a decline in construc-
tion investment in the third quarter. After that, however, investment will gradually recover. This forecast
is supported by the fact that a quite high order backlog has been accumulated during previous quarters.
Moreover, despite the significantly gloomier business environment, relatively few companies com-
plained about a lack of demand until recently - on the contrary, many more companies see the shortage
of skilled workers as a problem that limits production. Finally, public investment is likely to expand quite
strongly, mainly due to the still relatively good financial situation of the municipalities. Overall, after a
decline of 1.8 percent in the current year, construction investment is likely to fall slightly in 2023 and pick
up again in 2024.

Wages and salaries are rising at the fastest rate in 30 years, but will lag behind consumer price
increases. Collective bargaining agreements for 2022 are largely fixed. The upcoming negotiations in
the important metal and electrical industry will have little impact on the annual figure, as they do not
begin until fall. Negotiated wages and salaries are expected to increase by 3.0 percent this year. Alt-
hough this is significantly higher than last year's 1.6 percent increase, it is much lower than the increase
in consumer prices. For the upcoming negotiations in the forecast period, we are assuming agreements
of between 4 and 5 percent. However, in a number of industries, collective wages have already been
agreed in full or in large parts for the coming year. Given that these agreements are extending well into
the next year and on the basis of the assumed rates for new agreements, there will be an increase of
negotiated wages of 4.0 percent in 2023; this would be the highest increase since 1995. For 2024, we
expect a further acceleration to 4.5 percent, as more and more collective agreements with comparatively
low growth rates expire over time and are replaced by agreements with higher rates. In addition to the
surge in inflation, the record-high labor shortage will contribute to higher wage rises. Effective earnings
(gross wages and salaries per employee) will rise noticeably faster than negotiated earnings. While in
the current year the significantly lower extent of short-time work compared with the previous year is the
main factor (contribution of 1.6 percentage points), as time goes on, higher domestic price inflation will
play an increasingly important role. However, the part of inflation attributable to more expensive imports
from abroad (in particular energy imports) does not increase the scope for wage rises, which is why
wage increases are likely to lag behind consumer-price inflation. The prevailing labor shortages, which
have once again reached a new all-time high, are causing strong wage increases as well. Up to 50
percent of companies currently complain that labor shortages are a limit to production or business ac-
tivities. Moreover, the increase in the statutory minimum wage to 12 euros gross per hour on October
1, 2022 will raise effective hourly earnings additionally. Short-time work is expected to have a slightly
dampening effect on earnings in the coming year and an increasing effect in 2024. All in all, gross wages
and salaries per employee are expected to grow strongly over the forecast period, at rates of 4.6 percent
(2022), 4.7 percent (2023) and 5.2 percent (2024).

Employment is expected to decline. The number of short-time workers declined to around 260,000
at last count in June. The number of notifications of short-time work received by the end of August was
down and at a low level, so short-time work is likely to have decreased further by August. A number of
special rules that made it more attractive to claim short-time allowances ended at the end of June. The
number of people in employment continued to rise to a seasonally adjusted 45.6 million in July. While
the increase in employment between March 2021 and March 2022 averaged just under 60,000 persons
per month, the increase between April and July 2022 was only half as high. In August, a seasonally
adjusted 2.5 million people were registered as unemployed (rate: 5.5 percent). This means that the
number of unemployed has jumped by around 200,000 persons since May. The sharp rise is not due to
economic factors, but due to the registration of Ukrainian refugees, who became eligible to receive
benefits under the basic income support for jobseekers on June 1. Employment growth is likely to lose
further momentum in the coming months, not least because the recovery process from the pandemic is
well advanced. Employment is then expected to fall from next year on. First, the statutory minimum
wage will be raised to 12 euros per hour on October 1, 2022. Given the high intensity of the intervention,




KIEL INSTITUTE NO. 95 (2022]Q3) I ]‘i/v KIEL INSTITUTE FOR
ECONOMIC OUTLOOK k

we expect employment losses to materialize gradually. In addition, the recession will noticeably dampen
companies' demand for labor. However, the labor shortage, which had already been worsening for
years, is likely to have led to a situation in which the workforce in companies is currently lower than
planned, so that the impact of reduced labor demand on employment is likely to be less severe. Finally,
as time goes on, the aging of the population will become visible more and more in the labor force. Taken
by itself, this implies a decline in employment toward the end of the forecast period and in the medium
term, irrespective of the recession. To a certain extent, this is counteracted by the integration of Ukrain-
ian refugees into the German labor market. According to our assumptions, this in itself will increase the
number of people in employment by around 200,000 persons by the end of 2024.

The fiscal deficit decreases substantially in 2022, but increases in the following year slightly due
to the recession and mildly expansionary policy. The moderation of the pandemic reduces payments
for company grants as well as for vaccinations and tests. This substantially relieves the budget. In con-
trast, several measures are taken to counteract the pressures of high energy prices for several groups
of private households. Further, there are additional expenditures for hosting refugees from the Ukraine.
However, expenditures will increase at a much slower pace than revenues in 2022. Especially, value
added tax revenues do well mainly due to the decrease of the savings rate. Overall, we expect the
budget deficit to drop to 1.7 percent relative to GDP. In 2023, the public budget deficit will increase again
to 2.2 percent relative to GDP. We expect the federal government to raise expenditures for subsidies
and especially investments that are driven by additional defense spending. Furthermore, revenues will
expand at a slower pace due to the recession in the winter half and income tax cuts. In 2024, the deficit
will not change much. We expect further tax cuts and still some additional expenditures to counteract
some of the consequences of the energy crisis. However, the beginning upswing stabilizes also the
budget balance to some degree.

Table 1:
Key indicators 2021-2024
2021 2022 2023 2024

Gross domestic product (GDP), price-adjusted 2.6 14 -0.7 1.7
Gross domestic product, deflator 3.1 5.3 5.2 2.9
Consumer prices 3.1 8.0 8.7 3.1
Labor productivity (per hour worked) 0.9 -0.6 0.1 15
Employment (1000 persons) 44,980 45,556 45,601 45,428
Unemployment rate (percent) 5.7 5.3 5.6 5.5
in relation to nominal GDP

Public sector net lending -3.7 -1.7 -2.2 -2.1

Gross public debt 68.7 66.9 65.9 64.6

Current account balance 7.4 3.8 35 4.0
GDP, consumer prices, labor productivity: percentage change on previous year; unemployment rate: as defined by the Fed-
eral Employment Agency.

Source: Federal Statistical Office, Fachserie 18, Series 1.2; Federal Employment Agency, Monthly Bulletin; Federal Employ-
ment Agency, Employment Statistics; shaded: Kiel Institute forecast.
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1. Leading indicators

Figure 1.1: Figure 1.2:
Leading indicators Capacity utilization
Incoming orders in manufacturing
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2. Monetary conditions and prices

Figure 2.1:
Bond yields

9 -, Percent
Spread

Corporate

Government

§ ALY

B
2005 2007 2009 2011 2013 2015 2017 2019 2021
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Source: Deutsche Bundesbank, Monthly Reports; Kiel Institute
calculations.

Figure 2.2:
Loan interest
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Source: Deutsche Bundesbank, MFI interest rate statistics.

Figure 2.3:
Credit growth
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Statistics; Kiel Institute calculations.

Figure 2.4:
Credit impulse
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Source: Deutsche Bundesbank, Seasonally Adjusted Busi-
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Figure 2.5: Figure 2.6:
Consumer prices Consumer price index
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Institute calculations. Source: Federal Statistical Office, Fachserie 17, Series 7;

shaded: Kiel Institute forecast.

Table 2.1:
Projections and assumptions on the international environment
2020 2021 2022 2023

| I I \Y | Il 1]l \Y | I I \Y | Il I \Y
ECB key interest
rate 0.00 0.00 0.00 0.00 0.00 0.00 1.25 225 275 275 275 275 275 275 275 275
Long-term interest
rate -0.46 -0.28 -0.45 -0.30 0.10 1.05 122 150 150 1.70 1.90 210 230 250 250 250
US-dollar/euro ex-
change rate 121 121 118 1.14 112 107 100 100 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Price competitive-
ness 915 91.6 91.0 89.8 89.70 88.90 88.0 886 89.1 89.3 895 895 89.2 887 883 878
Export markets 06 21 16 11 074 029 01 02 01 02 03 06 07 07 07 0.7
Oil price 61.0 46.7 70.2 79.7 97.9 112.0 101.0 97.0 950 93.0 91.0 89.0 87.0 86.0 850 84.0

ECB key interest rate: main refinancing operations; long-term interest rate on 9-10 year bonds; price competitiveness: against
60 trading partners, based on consumer price inflation; 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
guarter. Oil Price: US-Dollar per barrel North Sea Brent.

Source: ECB, Monthly Bulletin; Deutsche Bundesbank, Monthly Bulletin; IMF, International Financial Statistics; Kiel Institute
calculations; shaded: Kiel Institute forecast or assumption..
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3. External trade

Figure 3.1:
Exports
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Source: Federal Statistical Office, Fachserie 18, Series 1.2 and
1.3; shaded: Kiel Institute forecast.

Figure 3.2:
Imports
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1.3; shaded: Kiel Institute forecast.
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Figure 3.3:
German export markets
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Figure 3.4:
Germany’s price competitiveness
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Source: Bundesbank, Monthly Report 8.2020; national sources;
Kiel institute calculations and forecast.
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Figure 3.5:
Export indicators
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4. Domestic expenditure

Figure 4.1: Figure 4.3:
Final domestic expenditure M&E investments
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goqchange. Annual data: price adjusted, annual rate (boxes).
Source: Federal Statistical Office, Fachserie 18, Series 1.2 and

Source: Federal Statistical Office, Fachserie 18, Series 1.2 and 1.3; shaded: Kiel Institute forecast.

1.3; shaded: Kiel Institute forecast.

Figure 4.2: Figure 4.4:
Private consumption Construction
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1.3; shaded: Kiel Institute forecast. 1.3; shaded: Kiel Institute forecast.




KIEL INSTITUTE NO. 95 (2022|Q3)

ECONOMIC OUTLOOK

Figure 4.5:
Investment cycles
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Source: Federal Statistical Office, Fachserie 18, Series 1.2; own
calculations; shaded: Kiel Institute forecast.

Figure 4.6:
Contributions to change in private consumption

Percentage pts.

- 12
10 C—1Savings rate ' . L 10
mmmmm Deflator of private consumption
8 1 Disposable income -8
6 Private consumption (rhs) L6
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Annual data; disposable income including adjustment for the
change in pension entitlements.

Source: Federal Statistical Office, Fachserie 18, Series 1.2; Kiel
Institute calculations, shaded: Kiel Institute forecast.

Figure 4.7:

Contributions to changes in real disposable income
mmmmm Other levies and transfers
1 Other primary income
FFx 2 Social benefits other than social transfers in kind
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Annual data. Other levies and transfers: Levies on social
benefits, taxes on consumption and other transfers received
(net); Deflator: Deflator of private consumption.

Quelle: Federal Statistical Office, Fachserie 18, Series 1.2;
Kiel Institute calculations; shaded: Kiel Institute forecast.

Table 4.1:
Gross fixed capital formation

2021 2022 2023 2024

Total 12 -04 06 4.0

Corporate investment 2.0 0.0 1.1 45

Machinery and equipment 35 08 11 57
Construction (non-dwell-

ings) 01 -37 -13 19
Other 11 16 30 47
Dwellings 06 -1.7 -05 2.9
Public (non-dwellings) -2.9 2.1 2.1 4.8
Memorandum item:
Construction 00 -18 -04 29

Volumes; change over previous year in percent.

Source: Federal Statistical Office, Fachserie 18, Series 1.2;
shaded: Kiel Institute forecast.
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5. Industries

Table 5.1:
Gross value added for industries

2022 2023 2024
Il 1] v | Il 1] [\ Il 1} [\

Seasonally and calendar-adjusted, g-0-g change in percent

Gross domestic product 08 01 -04 -02 -02 -01 02 04 05 05 05 05
Gross value added 16 -03 -04 -02 -02 -01 02 04 05 05 05 05
Industry excl. construction -02 -04 -15 06 11 11 13 09 05 05 05 05
Manufacturing -01 -05 -15 10 15 15 15 10 05 05 05 05
Energy, Water etc. -0.8 -01 -10 -20 -20 -1.5 00 05 05 05 05 05
Construction 32 -24 25 -05 00 03 05 05 05 05 05 0.5
Trade, transport, accomodation, food services 2.1 -15 -04 -1.7 -22 -22 -13 01 03 05 0.7 07
Information and communication 14 15 05 03 03 03 03 05 10 10 10 1.0
Financial and insurance services 43 04 00 -10 -10 -05 -03 00 03 03 05 05
Real estate activities 09 00 -02 -02 -02 -02 -01 00 02 02 02 02
Business services 12 20 05 03 03 03 05 05 08 08 08 08
Public services, education, health 29 -08 05 03 03 03 05 05 05 05 05 05
Other services 53 10 -05 -15 -30 -30 -15 00 05 05 05 0.5

Quarterly data, volumes.
Source: Federal Statistical Office, Fachserie 18, Series 1.3; shaded: Kiel Institute forecast.
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6. Wages
Figure 6.1: Table 6.2:
Real unit labor costs Wages and productivity

2020 2021 2022 2023

106 7 Index (2010=100)
Per hour
Negotiated wages 1.6 3.0 4.0 4.5
104 - Gr_oss wages and sala- 16 4.0 57 43
ries
Wage drift 0.0 1.0 1.8 -0.1
102 - Compensation of em-

.......... cood ployees 1.3 3.5 5.7 4.5
Average Labor productivity 09 -06 0.1 15
(1991-2019) .

100 Unit labor costs 0.7 4.1 5.6 2.9
Unit labor costs (real) -2.3 -1.1 0.4 0.0

Per capita
9% 1 Negotiated wages 1.6 3.0 4.0 4.5
Grri?ais wages and sala- 33 46 47 52
9 1 Wage drift 17 16 07 08
Compensation of em- 3.1 43 46 5.3

94 . . . . . . . . ployees
1991 1995 1999 2003 2007 2011 2015 2019 2023 Labor productivity 25 01 08 21
Unit labor costs 0.6 4.1 5.5 3.2

Yearly data; compensation of employees per hour (nominal) in

relation to gross value added per hour (nominal). LI E10er el (GEE) 2.4 1.1 0.3 0.2

Source: Federal Statistical Office, Fachserie 18, Series 1.2; Change over previous year in percent; wage drift: differ-

shaded: Kiel Institute forecast. ence between change of negotiated wages and change of
gross wages and salaries in percentage points; labor
productivity: real GDP per hour or per capita; unit labor
costs: compensation of employees (per hour or per capita)
in relation to labor productivity; unit labor costs (real): unit
labor costs deflated by GDP deflator.

Source: Federal Statistical Office, Fachserie 18, Series 1.2;
Deutsche Bundesbank, Negotiated Pay Rate Statistics;
shaded: Kiel Institute forecast..
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7. Employment

Figure 7.1: Figure 7.2:
Employment Unemployment, 2018-2022
46 Mn. 1,000, 35 Mn. 1,000 oo
e (4 ’ = qoq change (rhs)
Level 3 Level
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Quarterly data: seasonally adjusted.

Annual data (boxes): yoy change in 1,000. Quarterly data: seasonally adjusted.

Annual data (boxes): yoy change in 1,000.
Source: Federal Statistical Office, Fachserie 18, Series 1.3;

ek 1 e s Source: Federal Statistical Office, Fachserie 18, Series 1.3;

shaded: Kiel Institute forecast.

Table 7.1:
Employment 2020-2024 (1,000 persons)

2020 2021 2022 2023 2024

Hours worked (domestic concept, mn. hours) 59,249 60,281 61,507 61,017 61,125
Persons in employment (domestic concept) 44914 44,980 45,556 45,601 45,428
Self-employed 4,055 3,958 3,897 3,838 3,778
Employees (domestic concept) 40,859 41,022 41,658 41,764 41,651
Employees subject to social security contributions 33,577 33,922 34,536 34,750 34,813
Minijobs 4,273 4,100 4,097 3,980 3,803
Net commuting 94 114 137 145 145
Persons in employment (national concept) 44,821 44,866 45,419 45,456 45,283
Employees (national concept) 40,766 40,908 41,521 41,618 41,505
Unemployed persons (registered) 2,695 2,613 2,414 2,566 2,579
Unemploymend rate (registered; percent) 5.9 5.7 5.3 5.6 55
Unemployment rate (ILO; percent) 3.4 3.3 2.7 3.0 3.1
(SBeX)-employed: including family workers; unemployed persons (registered): definition of the Federal Employment Agency

Source: Federal Statistical Office, Fachserie 18, Series 1.2; Federal Employment Agency, Monthly Bulletin; Federal Employ-
ment Agency, Employment Statistics; shaded: Kiel Institut forecast.
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8. Public finances

Table 8.1
Revenues and expenditures of the general government (bn. Euro)

2020 2021 2022 2023 2024
Revenues 1,569.1 1,711.7 1,826.4 1,885.9 1,978.0
—relative to GDP 46.1 47.5 47.5 46.8 46.8
Taxes 774.5 877.8 953.1 963.4 1,004.2
—relative to GDP 22.7 24.4 24.8 23.9 23.7
Social contributions 608.1 633.7 667.8 706.8 748.8
—relative to GDP 17.9 17.6 17.4 17.5 17.7
Other revenues 186.5 200.3 205.5 215.8 225.0
—relative to GDP 5.5 5.6 5.3 5.4 5.3
Expenditures 1,716.6 1,846.0 1,890.9 1,974.7 2,067.0
—relative to GDP 50.4 51.3 49.2 49.0 48.9
Compensation of employees 284.3 294.4 306.4 316.5 328.5
Intermediate consumption 209.4 227.2 242.0 248.4 257.3
Social transfers in kind 304.9 330.0 359.0 372.8 384.8
Gross capital formation 93.2 93.4 109.0 113.6 131.8
Capital transfers 21.5 20.8 24.2 26.5 28.9
Social benefits 600.0 610.9 641.4 672.4 709.3
Subsidies 73.4 111.6 53.7 52.6 50.2
Other current transfers 82.6 90.4 93.2 98.0 99.9
Other capital transfers and invest- 28.1 68.1 62.7 74.7 77.0
ment grants
Other expenditures -1.2 -1.2 -1.1 -1.1 -1.1
Net lending/ net borrowing -147.6 -134.3 -64.5 -88.8 -89.0
—relative to GDP -4.3 -3.7 -1.7 -2.2 -2.1
RGNS O GRS 1003.8 1116.4 1200.6 1214.4 1265.6
local governments
R‘;L‘S’f el I Sl Seery 993.2 1,109.8 1,1915 1,213.2 1,264.4
Transfers from social security 10.6 6.6 91 12 12
funds
LRIl OIENEhE 11165 1,255.0 1,264.5 1,202.3 1,341.5
and local governments
Rﬁzzf eI i SEeEl Seaary 975.2 1,097.3 1,097.4 1,145.8 1,202.6
Transfers to social security funds 141.4 157.7 167.2 146.5 138.9
Net lending/ net borrowing cen-
tral, state, and local govern- -112.7 -138.5 -63.9 -77.9 -75.9
ments
VSIS B SO SO 717.9 7835 802.8 823.9 854.0
Net of transfers from central, state, 576.6 625.8 635.7 6775 715.1
and local governments
fEuxnpdesndltures of social security 752 7 779.2 802.4 8276 864.5
Net of transfers to central, state,
and local governments 742.1 772.6 793.3 826.4 863.3
Net lending/ net borrowing so- 34.8 43 0.4 36 10.6

cial security funds
Sums may deviate due to rounding. Relative to GDP in per cent.

Source: Federal Statistical Office, internal worksheet; shaded: Kiel Institute forecast.
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Figure 8.1: Figure 8.2:
Government gross debt Structural budget balance
mDebt crisis
3000 - Bn. Euro . . . Percent 100
) OFinancial market crisis Bn. Euro
mOther debt 0 -
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Financial market crisis: Liabilitites due to bank rescue Source: Européische Kommission, AMECO; Kiel Institute
packages. calculations and forecast.

Source: Deutsche Bundesbank, Monatsbericht; BMF, Monats-
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9. GDP and its components

Table 9.1:
Quarterly data
2022 2023 2024
| 1] ] \Y) | Il ] [\ | 1l | I\

Gross domestic product 0.8 01 -04 -02 -02 -01 0.2 0.4 0.5 0.5 0.5 0.5
Private consumption 0.8 0.8 01 -05 -09 -09 -05 0.1 0.4 0.6 0.6 0.6
Government consumption 1.8 2.3 -1.5 0.7 0.0 0.4 0.3 0.2 0.0 0.0 0.2 0.2
Machinery and equipment 1.7 11 -10 -05 0.5 1.0 15 15 1.5 15 15 15
Constructions 31 -34 -13 0.1 0.5 0.8 0.8 0.8 0.7 0.7 0.7 0.7
Other investment -0.1 0.8 0.3 0.5 0.8 1.0 1.0 1.0 1.2 1.3 1.2 1.2
Change in inventories 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic expenditure 1.4 07 -05 -05 -04 -02 0.0 0.3 0.5 0.6 0.6 0.6
Exports -0.7 0.3 0.2 0.3 0.5 0.6 0.9 1.0 1.2 1.2 1.2 1.2
Imports 0.4 1.6 00 -02 0.2 0.5 0.6 0.9 11 1.3 1.3 1.3
Net exports -0.6 -0.6 0.1 0.3 0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.0
Employment (domestic) 45,411 45,544 45,619 45,652 45,676 45,643 45,577 45,513 45,460 45,438 45,423 45,397
Unemployment (registered) 2,324 2,336 2,495 2,503 2,520 2,552 2,587 2,611 2,610 2,601 2,570 2,541

Volumes, seasonally and working-day adjusted. Change on previous quarter in percent; change in inventories, net exports:
Lundberg component (contribution to GDP growth); employment, unemployment: seasonally adjusted, 1,000 persons; unem-
ployment: as defined by the Federal Employment Agency (BA).

Source: Federal Statistical Office, Fachserie 18, Series 1.3; Federal Employment Agency, Monthly Bulletin; shaded: Kiel Institute

forecast.
Figure 9.1:
Import adjusted expenditure-side contributions to
GDP growth
g - Percentage pts. g
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Annual data; price-adjusted, growth contribution of each
expenditure component adjusted by import content; import
content is estimated based on input/output tables; see Kooths
and Stolzenburg (2018).

Source: OECD, Input Output Database; Federal Statistical
Office, Fachserie 18, Series 1.2; shaded: Kiel Institute forecast.
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10. The German economy

2021 2021 2022 2023 2024
Bn. Euro Change over previous year in percent
Use of gross domestic product, price-adjusted
GDP 2.6 14 -0.7 1.7
Private consumption expenditure 0.4 4.2 -2.1 0.9
Public consumption expenditure 3.8 3.1 -0.2 0.5
Total fixed investment 1.2 -0.4 0.6 4.0
Machinery and equipment 3.5 0.8 1.1 5.7
Construction 0.0 -1.8 -0.4 2.9
Other equipment 1.1 1.6 3.0 4.7
Changes in stocks 0.5 0.2 0.0 0.0
Domestic Demand 1.9 3.0 -1.0 1.5
Exports 9.7 1.6 1.6 4.2
Imports 9.0 5.3 1.0 4.0
Net exports 0.8 -1.4 0.3 0.2
Use of gross domestic product at current prices
GDP 3,601.8 5.8 6.8 4.4 4.7
Private consumption expenditure 1,773.8 35 11.5 5.1 3.8
Public consumption expenditure 797.5 6.6 7.4 3.4 3.3
Total fixed investment 783.8 6.5 10.3 4.8 5.7
Machinery and equipment 229.4 5.3 7.3 4.2 7.4
Construction 416.7 8.3 13.7 5.0 4.5
Other equipment 137.7 2.9 4.9 4.9 6.8
Changes in stocks (€ bn.) 55.1 72.0 76.0 80.1
Domestic Demand 3,410.2 6.1 10.6 4.7 4.2
Exports 1,693.9 15.6 14.2 9.1 6.6
Imports 1,502.4 18.0 23.6 9.7 5.8
Net exports (€ bn.) 191.6 77.0 715 94.2
Gross national income 3,729.5 6.4 6.6 4.3 4.6
Deflators
GDP 3.1 5.3 5.2 2.9
Private consumption expenditure 3.1 7.0 7.4 2.9
Public consumption expenditure 2.7 4.2 3.7 2.8
Investment in machinery and equipment 1.9 6.5 3.1 1.6
Investment in construction 8.3 15.8 5.4 1.5
Investment in other equipment 1.8 3.2 1.8 2.0
Exports 5.4 12.4 7.3 2.4
Imports 8.3 17.5 8.6 1.7
Addendum: Consumer prices 3.1 8.0 8.7 3.1
Income distribution
Net national income (factor costs) 2,743.4 6.7 2.8 4.2 4.8
Compensation of employees 1,918.0 3.5 5.8 4.9 5.0
in percent of national income 69.9 72.0 72.4 72.6
Property and entrepreneurial income 825.4 15.0 -4.3 2.6 4.3
Disposable income 2,031.2 2.1 6.5 3.0 4.8
Savings rate 15.1 11.0 9.1 9.9
Wages and salaries 1,570.6 3.7 6.2 4.9 4.9
Wage per hour 1.6 4.0 5.7 4.3
Unit labor costs 0.7 4.1 5.6 2.9
Productivity per hour 0.9 -0.6 0.1 1.5
Unemployment (1,000) 2,613.5 2,413.6 2,566.3 2,579.3
Rate of unemployment (percent) 5.7 5.3 5.6 5.5
Total employment (1,000) 44,979.8 455555 45,601.5 45,428.5
Public sector budget balance
Public sector budget balance (€ bn.) -134.3 -64.5 -88.8 -89.0
Public sector budget balance (in percent of GDP) -3.7 -1.7 -2.2 -2.1
Public debts (in percent) 68.7 66.9 65.9 64.6

Change in stocks, net exports: Lundberg-component (contribution to GDP growth); employment, unemployment: as defined
by the Federal Employment Agency (BA); public debts: in relation to GDP.
Source: Federal Statistical Office, Fachserie 18, Series 1.2; shaded: Kiel Institute forecast.
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11. National accounts

National Accounts
Forecast period: 2022 to 2024

[ 2022 [ 2023 [ 2024 |
‘ 2022 ‘ 2023 ‘ 2024 | 3 [ e | i | e | T | 7 |

1. Production

Change over the same period of the preceding year in %

Persons in employment 1.3 0.1 -04 1.5 1.1 0.4 -0.2 -05 -0.3

Hours worked 2.0 -0.8 0.2 21 20 0.1 -1.6 -0.3 0.6

Hours worked by person in employment 0.8 -0.9 0.6 0.6 0.9 -0.3 -14 0.2 0.9

Labor productivity ' -0.6 0.1 1.5 0.7 -1.9 -1.0 1.2 14 1.6

Gross d tic product, price-adjusted 1.4 -0.7 1.7 28 0.1 -0.9 -0.5 1.1 2.2

2. Use of gross domestic product at current prices

a) EUR bn.

Consumption expenditure 28318 2964.8 30734 13721 14617 14449 15620.0 18027 1670.7
Private households * 19773 20791 21584 9555 1021.8 1017.8 1061.3 1059.5 1086.9
Government 856.5 8857 9151 4165 4399 4271 458.6 4432 4719

Gross fixed capital formation 864 6 905.9 9576 416.9 4477 4373 468.6 460.9 496.7
Machinery and equipment 2462 25867 2157 177 1285 122.0 134.7 130.5 145.2
Construction 474.0 4977 5201 2306 2434 2440 2538 2544 2657
Other products 144 4 1515 161.8 68.6 5.8 7.3 §0.1 76.0 85.8

Changes in inventories * 720 76.0 80.1 46.9 251 454 307 48.3 318

Domestic expenditure 37704 39467 41111 18358 19346 19275 20192 20119 20992

Met exports 77.0 .5 94.2 46.6 303 416 29.9 46.3 47.9
Exports 19345 2109.7 22498 9379 996.6 1034.4 1075.3 1108.5 11413
Imports 18576 20382 2155.6 891.3 966.3 992.8 1045.4 1062.2 1093.4

Gross domestic product 38473 4018.3 42053 18824 1964.9 1969.1 20491 2058.2 21471

b} Change over the same period of the preceding year in %

Consumption expenditure 10.2 46 T 12.3 8.3 53 4.0 4.0 33
Private households * 1.5 5.1 38 14.2 9.0 6.5 3.9 41 35
Government 74 34 33 8.2 6.7 25 43 38 29

Gross fixed capital formation 103 48 57 114 9.3 49 47 54 6.0
Machinery and equipment 73 42 74 6.6 8.0 36 48 7.0 7.8
Construction 137 5.0 445 16.0 1.6 5.8 43 43 47
Other products 49 49 6.8 53 46 4.0 57 6.5 71

Domestic expenditure 10.6 47 42 12.9 85 5.0 44 44 4.0

Exports 14.2 91 6.6 154 131 10.3 7.9 72 6.1

Imports 236 9.7 58 275 20.3 114 8.2 7.0 4.6

Gross domestic product 6.8 4.4 4.7 8.2 55 4.6 43 4.5 4.8

3. Use of gross domestic product, price-adjusted (chain-linked, 2010=100)

a} EUR bn.

Consumption expenditure 24230 23853 24040 11973 12257 1182.7 1202.6 1182.8 12213
Private households * 16959 16599 16747 836.6 8593 8254 8345 823.2 851.5
Government 7253 7236 7274 3597 365.6 356.4 367.2 358.6 368.8

Gross fixed capital formation 669.8 673.9 7008 329.0 3407 326.2 Mur7 3384 3624
Machinery and equipment 2175 220.0 23245 1051 1245 104.5 1152 110.3 1222
Construction 3230 Krag 3310 161.7 1612 156.0 163.7 162.4 166.6
Other products 128.6 132.5 138.7 614 67.2 62.8 69.7 65.6 731

Domestic expenditure 1147 J0e24 31298 16442 156705 1627.3 16551 15414 1586.4

Exports 15983 1624.5 16923 7959 8025 8071 8174 836.2 856.2

Imports 14692 14841 15436 7251 7441 734.0 750.2 758.3 785.3

Gross domestic product 32493 32274 32811 16173 1632.0 16027 1624 4 16209 16602

b) Change over the same period of the preceding year in %

Consumption expenditure 39 -16 0.8 64 1.5 -1.2 -1.9 0.0 16
Private households * 42 -21 0.9 8.0 0.8 -13 -29 -0.3 20
Government 341 -0.2 05 32 3.0 -0.9 0.4 0.6 0.4

Gross fixed capital formation -04 06 4.0 01 -09 -09 20 37 42
Machinery and equipment 0.8 1.1 57 0.6 1.0 -0.2 24 52 6.1
Construction -18 -04 29 -0.7 -28 -23 1.5 28 3.0
Other products 1.6 3.0 47 1.7 1.5 2.3 3.6 44 5.0

Domestic expenditure 3.0 -1.0 15 49 1.2 -11 -1.0 0.9 21

Exports 1.6 1.6 42 26 0.7 14 1.9 36 47

Imports 5.3 1.0 4.0 74 33 1.2 0.8 3.3 47

Gross domestic product 14 -0.7 1.7 28 01 -09 -05 11 22
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National Accounts {cont.)
Forecast period: 2022 to 2024

[ 2022 [ 2023 [ 2024 |
‘ 22 ‘ 2z ‘ MW e m [ m [ wm [

4. Deflators (2010=100)

Change on the same period of the preceding year in %

Private consumption * 7.0 74 29 5.8 8.1 8.0 7.0 44 15

Government consumption 42 3T 28 49 35 35 38 31 24

Gross fixed capital formation 10.8 41 1.6 1.3 10.4 5.8 26 16 17
Machinery and equipment 6.5 31 1.6 6.0 6.9 39 24 1.7 16
Construction 15.8 54 15 16.9 14.8 8.3 27 15 16

Exports 124 73 24 12.5 12.3 8.3 59 34 13

Imports 175 8.6 1.7 18.8 16.4 10.0 73 3.6 -0.1

Gross domestic product 53 52 29 52 55 56 48 34 25

5. National income

a) EUR bn.

Primary income of private households * 26303 27087 28324 12912 13391 13326 1376.1 13911 14413
Employers social contributions 3616 3792 399.0 174.0 187.6 182.8 196.4 192.1 206.9
Gross wages and salaries 1668.1 17501 18365 788.9 879.2 833.0 9171 872.7 963.8
Other primary income * 6005 5795 5969 3283 2722 316.8 2627 3263 2706

Primary income of other sectors 560.8 610.7 649.9 256.4 304.4 2749 335.8 2926 357.3

Net national income 31911 33194 34823 15476 16435 1607.5 1712.0 1683.7 1798.6

Consumption of fixed capital 785.2 827.5 856.9 386.6 398.6 4135 4141 4219 429.0

Gross national income 39763 4147.0 43392 19342 20421 20208 2126.0 21116 22276

memorandum item:

Met national income (factor costs) 28202 29391 3080.0 1311 14491 14212 15179 1487.0 1593.0
Property and entrepreneurial income T90.5 809.9 844 5 408.2 3823 405.4 404.5 4222 4223
Compensation of employees 20297 21292 223558 962.9 1066.9 1015.8 11134 1064.8 1170.7

b) Change over the same period of the preceding year in %

Primary income of private households * 6.7 30 46 7.9 5.6 32 28 44 47
Employers social contributions 41 49 52 34 47 51 47 51 54
Gross wages and salaries 6.2 49 49 6.7 a7 5.6 43 4.8 5.1

per employee 486 47 52 49 44 5.0 4.4 5.2 5.3
Other primary income * 9.8 -348 30 135 9.6 -358 -358 3.0 3.0

Primary income of other sectors 0.2 8.9 6.4 27 -7 72 10.3 6.5 6.4

Net national income 55 4.0 49 7.0 41 39 4.2 47 5.1

Consumption of fixed capital 114 54 36 123 10.5 7.0 39 35 36

Gross national income 6.6 43 46 8.0 53 45 41 45 48

memorandum item:

Met national income (factor costs) 28 42 48 42 1.5 37 47 46 49
Property and entrepreneurial income -42 25 43 -01 -8.3 -0.7 5.8 42 44
Compensation of employees 5.8 49 5.0 6.1 5.6 5.5 44 4.8 5.1

6. Disposable income of private households *

a) EUR bn.

Mass income 1 686.6 17745 1866.2 790.8 8957 850.3 9243 8947 9735
Net wages and salaries 11248 1188.5 12515 526.9 598.0 5617 626.7 590.6 660.9
Social benefits other than social transfers in kind 7079 739.5 776.9 3359 321 3641 3754 3831 393.9
less: Levies on social benefits, 1462 1534 1602 79 743 756 779 79.0 812

taxes on consumption

Other primary income * 600.5 579.5 596.9 3283 2722 316.8 2627 326.3 2706

Other transfers received (net) * -1232 -125.0 -129.9 -69.7 -635 -60.2 -64.8 -62.5 -674

Disposable income 21639 22290 23353 1089.5 11044 1106.9 11221 11585 11767

Change in pension entitlements 59.0 593 596 286 303 288 306 289 30.6

Consumption expenditure 19773 20791 21584 955.5 10218 1017.8 1061.3 10595 1098.9

Saving 2456 2092 2364 132.6 13.0 179 91.3 128.0 108.5

Saving ratio (%) ° 1.0 91 99 12.2 10.0 10.4 79 10.8 9.0

b) Change over the same period of the preceding year in %

Mass income 57 52 53 3.0 8.2 [ 32 52 5.3
Net wages and salaries 59 a7 53 6.4 54 6.6 48 51 5.4
Social benefits other than social transfers in kind 4.6 45 51 -25 121 8.4 0.9 52 49
less: Levies on social benefits, 1.8 49 44 0.1 34 a1 48 45 43

taxes on consumption

Other primary income * 9.8 -3.58 3.0 13.5 5.6 -35 -35 3.0 3.0

Disposable income 6.5 30 48 81 8.0 45 1.6 47 49

Consumption expenditure 115 51 38 142 9.0 6.5 39 41 35

Saving -223 -14.8 13.0 -338 -2.3 -111 -19.2 8.6 18.8
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2022 2023 2024
2022 2023 2024 o [ o [ ™ ‘ 2
7. Revenue and expenditure by general government ’
3) EUR bn.
Revenue
Taxes 9531 9634 1004.2 4644 4887 469.5 4938 4885 5158
Social contributions 667.8 706.8 745.8 24 64 M5 365.3 3614 3874
Property income 14.1 13.6 131 7.2 6.9 6.9 6.6 6.7 6.4
Other current transfers 271 286 30.0 1.2 16.0 19 16.7 125 174
Capital transfars 2138 230 243 3.9 12.9 95 135 101 142
Sales 1423 1504 1574 66.2 76.1 70.0 804 730 844
Other subsidies 0.2 0.2 0.2 0.1 01 0.1 0.1 0.1 0.1
Total 18264 1885.9 1978.0 8794 947.0 909.4 976.5 952.3 1025.7
Expenditure
Intermediate consumption * 601.3 621.7 6425 2900 M3 2972 3245 3085 3340
Compensation of employees 3064 3165 3285 148.2 158.2 1515 165.0 157.5 171.0
Property income (interest) 242 26.5 28.9 127 1.5 138 127 15.0 139
Subsidies 837 526 50.2 28.6 251 256 269 244 287
Social benefits 6414 6724 709.3 3026 138 3304 M9 3492 3601
Other current transfers 932 98.0 99.9 41 491 464 516 473 527
Capital transfers 62.7 4T 7.0 228 199 283 464 289 480
Gross capital formation 109.0 113.6 131.8 439 65.1 440 69.6 56.0 75.8
Net acquisitions of non-produced noninancial assets -1 -1 -11 -058 -0.6 -05 -0.6 -04 -06
Total 18909 19747 2 067.0 3924 998.5 936.7 10380 986.2 1080.7
Net lending -64.5 -88.8 -89.0 -1310 -515 -273 -615 -339 - 551
b) Change over the same period of the preceding year in %
Revenue
Taxes 3.6 11 42 11.6 58 11 1.0 40 14
Social contributions 54 58 59 50 57 6.3 55 58 6.0
Property income -71 -37 -35 -11.0 -26 -4.1 -34 -38 -3
Other current transfers -97 52 5.0 -24.9 52 6.0 47 57 45
Capital transfers 73 a7 56 54 8.7 6.8 50 6.6 49
Sales 57 57 47 7.3 43 57 57 14 49
Other subsidies 255 0.0 0.0 65.5 0.0 0.0 0.0 0.0 0.0
Total 6.7 33 49 7.9 56 34 31 47 50
Expenditure
Intermediate consumption 78 34 33 9.0 6.8 25 42 38 29
Compensation of employees 41 33 38 47 15 22 43 39 36
Property income (interest) 16.4 9.5 91 145 18.5 8.7 104 8.7 94
Subsidies -51.8 -22 -46 -501 -537 -105 7.2 -47 -45
Social benefits 50 44 55 -30 13.3 5.2 0.9 56 53
Other current transfers KA 51 210 1.7 44 51 51 19 21
Capital transfars -14 191 LR 11.6 -16.2 242 16.2 23 16
Gross capital formation 16.7 42 16.1 10.2 216 0.2 6.9 274 9.0
Net acquisitions of non-produced non-inancial assets -64 0.0 0.0 -12.6 0.0 0.0 0.0 0.0 0.0
Total 24 44 47 0.2 45 5.0 40 53 41
! Price-adjusted gross domestic product per hour worked.
% Incl. nonprafit institutions serving households.
*Incl. acquisitions less disposals of valuables.
* Operating surplus/mixed income, net property income
*Received less payed ather current transfers.
® Savings in percent of disposable income (incl. change in pension entitlements).
" Central, regional, local and social security funds.
“Incl. social transfers in kind and ather production taxes.
Source: Federal Statistical Office, Fachsene 18: National Accounts; Kiel Institute calculations and forecasts.




