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GERMAN ECONOMY SPRING 2022: RECOV-
ERY AT RISK - SOARING INFLATION

Martin Ademmer, Jens Boysen-Hogrefe, Dominik Groll, Nils Jannsen, Stefan
Kooths, Saskia Meuchelb6éck und Nils Sonnenberg

The German economy is once again facing strong headwinds. The war in Ukraine is leading to a surge
in commodity prices, additional supply bottlenecks and dwindling sales opportunities. These factors are
hitting the economy in a phase in which the dampening effects of the pandemic are fading out and a
strong recovery has begun to emerge. Higher commodity prices reduce the purchasing power of dis-
posable incomes and thus dampen private consumption, while new supply bottlenecks will weigh on
industrial production in the coming months. At the same time, sales opportunities deteriorate at least
temporarily due to the sanctions and the uncertainty caused by the war. The negative effects, however,
are cushioned because private households have accumulated large amounts of extra savings since the
beginning of the pandemic, softening the blow to private consumption caused by higher inflation. In
addition, manufacturing firms have an unusually high stock of orders, which will buffer lower sales op-
portunities. As a result, the recovery is likely to continue this year, albeit at a noticeably slower pace
than previously expected. Overall, we expect GDP to rise by 2.1 percent this year (winter forecast: 4
percent) and by 3.5 percent in 2023 (winter forecast: 3.3 percent). At 5.8 percent, inflation is likely to be
higher this year than ever before in reunified Germany. Even if commaodity prices stop rising and supply
bottlenecks gradually ease, inflation is still likely to be unusually high at 3.4 percent next year, also
because recent producer price increases are only gradually being passed through to consumers. The
labor market is expected to remain robust. Public spending will rise in response to the war and its eco-
nomic consequences, so that budget deficits will remain at elevated levels for a longer period.

The German economy is subject to opposing forces. While the negative impact of the pandemic on
the economy is fading out, high inflation and the economic consequences of the war in Ukraine dampen
economic activity. The war leads to additional supply bottlenecks lowering production in manufacturing
and to higher inflation weighing on private consumption. Lower sales opportunities in Russia and in
Ukraine or due to an increase in uncertainty associ-
ated with lower demand for capital goods will be
cushioned by the high stock of orders in the manu-
facturing industry — since the beginning of the pan-
demic stock of orders increased by about 15 percent
of an annual production. As a result, the economy
will recover from the pandemic but at a lower pace 110 -
than expected in our winter forecast. After a decline

in GDP in the first quarter, we expect GDP to grow

with relatively high rates later in the year (Figure 1). 105

GDP will grow by 2.1 percent (2022) and by 3.5 per- 0 =
cent (2023), respectively.
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German foreign trade apart from imports of raw materials. Russia accounts for 2 percent of German
exports and 2.8 percent of German imports. Ukraine's share in German exports and imports is less than
0.5 percent. Nevertheless, the war is hampering exports in the first half of 2022. In the first quarter,
exports would have probably also declined without Russia's invasion of Ukraine, not least due to the
ongoing supply bottlenecks. This is indicated by monthly trade data available through January. The war
in Ukraine is placing an additional burden on German exporters. We expect shipments to Russia to
decline significantly as a result of the sanctions and the voluntary withdrawal of many companies from
the Russian market. However, we assume that goods originally produced for the Russian or Ukrainian
market are likely to be redirected to other countries as foreign demand cannot be met in full anyway due
to shortages of intermediate goods. In the short term, however, supply bottlenecks are likely to aggra-
vate as a result of the war, weighing on production. As disruptions in international supply chains gradu-
ally ease, exports will continue their recovery in the second half of the year and the high order backlog
from abroad can be gradually worked off. After a 9.9 percent increase in 2021, we expect exports to
increase by 4.2 percent this year, followed by 6.6 percent in 2023. Imports are also temporarily weak-
ening as indicated by trade data for January. Given our assumption that imports of Russian energy
goods are continued, the direct effect of the war on imports is less pronounced than for exports as
around 75 percent of imports from Russia are energy goods. As the recovery of the domestic economy
from the pandemic continues in spring, imports are also picking up again. The recovery in services
imports, in particular travel, is also contributing to the strong expansion. Overall, imports are set to rise
by 5.9 percent in 2022, following an increase of 9.3 percent last year. For 2023, we expect an increase
of 6.4 percent. The already high upward pressure on prices in foreign trade will be further exacerbated
by the Ukraine war. Already in the last quarter of 2021, the terms of trade deteriorated more sharply
than ever before in reunified Germany. In view of the recent jumps in energy and raw material prices,
no improvement is expected in the first half of the year. Overall, we expect the terms of trade to deteri-
orate by 5.5 percent in 2022. In 2023, they will improve by 0.7 percent.

Price pressures remain high. Inflation is set to remain exceptionally high as the inflationary environ-
ment that built up during the pandemic is likely to persist for some time. On the supply side, price pres-
sures are driven by raw material prices and disrupted supply chains, while demand is robust on the
consumer side. At the end of last year, inflation was 5.3 percent, having risen above the 5 percent mark
for the first time in November. In January 2022, the rate fell to 4.9 percent. The core rate excluding
energy also declined slightly from 3.8 percent in December to 3.2 percent. In January, however, the
expiring effect from the VAT cut in mid-2020 had a lowering effect on the inflation rate. It was probably
in the order of about 1 percentage point, so the disproportionately small decline indicates increasing
inflationary pressures. In February, inflation rose to 5.1 percent and the core rate to 3.3 percent. Con-
sumer price inflation is broad-based, as inflation rates across the product categories of the CPI indicate.
The median inflation rate amounted to 3.2 percent in February; the 10 and 90 percent quantiles equal
0 and 9.4 percent, respectively. Overall, inflation is currently more broad-based than at any other time
since the start of the European Monetary Union and, for Germany, is most comparable with the period
of the reunification boom. The war in Ukraine is exacerbating the already high price pressure. Raw
material prices were already high before the war, but continued to rise sharply after the start of the war.
The available monthly figures and the development of energy prices indicate that the year-on-year rate
for the first quarter as a whole is over 5 percent. Compared with the previous quarter, prices are likely
to have risen by around 2 percent. The sharp increases in raw material prices and the high inflation
rates for intermediate inputs are likely to be passed on to consumers only gradually. Inflation is therefore
expected to remain high for some time to come, even if — according to our assumption — raw material
prices decline somewhat and supply bottlenecks gradually ease in the second half of the year. After
3.1 percent last year, inflation in the current year is expected to be considerably higher at 5.8 percent
and will only gradually moderate to 3.4 percent in 2023.

High inflation weighs on private consumption. The large increases in consumer prices will lead to a
decline of real disposable income this year and to an only moderate increase next year. However, pri-
vate consumption will be supported by a decline in the savings rate. During the pandemic, the savings
rate increased considerably due to the containment measures that dampened consumption in particular
in contact-intensive service industries. With the negative impact of the pandemic fading out, we expect
the savings rate to normalize from 15 percent in 2021 to 11 percent in this year — close to the level
observed in 2019. This normalization of consumption patterns is also reflected in high frequency data,
including mobility data and restaurant bookings indicating that consumption has started to recover in
January despite high infection rates. For 2023, we assume that the savings rate will further decline to
about 9 percent because private households will use some of their extra-savings for private
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consumption. Since the beginning of the pandemic, private households have built up extra-savings of
about 200 bn euro (or 10 percent relative to disposable income in 2021). A decline of the savings rate
to 9 percent in 2023 implies that households will use about 20 percent of these extra-savings for private
consumption. Against this backdrop, we expect private consumption to continue its recovery in the sec-
ond quarter, after a renewed setback in the first quarter. Overall, private consumption will increase by
3.9 percent this year and by 3.7 percent in 2023.

Wages and salaries accelerate noticeably. Collectively agreed earnings are largely fixed for 2022.
Given existing agreements, earnings are expected to increase by 2.7 percent this year. This is a much
stronger increase than last year, when growth was comparatively low at 1.5 percent due to the pan-
demic, but much weaker than consumer price inflation. Future collective agreements are likely to include
noticeably higher wage increases due to the surge in inflation, but they will not prevent a temporary
decline in purchasing power for employees due the delayed response of wages to prices. In addition,
part of the surge in inflation is caused by the war in Ukraine and thus by a negative supply shock, which
in itself dampens economic activity, labor demand, and wage growth. We expect collectively agreed
earnings to rise by 3.9 percent in 2023; this would be the highest increase since 1995. Effective earnings
(gross wages and salaries per employee) grew much faster than collectively agreed earnings last year,
largely due to the reduction in short-time work. Going forward, effective earnings continue to rise faster
than collectively agreed earnings. While a further reduction in short-time work will be the dominant factor
in the current year, higher inflation will play an increasingly important role as time goes on. High wage
momentum is supported by the fact that labor shortages have already reached a historically high level.
The strong hike of the statutory minimum wage to 12 euro planned for October 2022 will have a limited
impact on wages per employee, as we expect a reduction in hours worked of the affected employees,
similar to what happened in response to the introduction of the minimum wage in 2015. All in all, earnings
per employee are set to rise by 4.0 percent (2022) and 4.2 percent (2023), respectively.

Employment continues its recovery from the Covid-19 shock despite the war in Ukraine, albeit
with declining rates. Short-time work declined further despite the renewed dent in economic activity
caused by the pandemic at the end of last year. In December, 641,000 employees were on short-time
work — only around one-tenth of the 6 million short-time workers registered at the peak in April 2020 but
still significantly more than before the pandemic (an average of 60,000 workers were on short-time work
in 2019). Employment continued its recovery unabatedly, though the individual types of employment
have developed differently. While employment subject to social security contributions continued to rise
at an accelerated pace, marginal employment has recently declined after having recovered somewhat
during the summer. Self-employment continued to trend downward, but the decline slowed. According
to the ifo employment barometer, companies' willingness to hire was at an exceptionally high level by
historical standards before the start of the war in Ukraine. The same applies to the assessments of local
employment agencies regarding the future development of employment in the short term (IAB labor
market barometer). Against this background, and due to the strong figure in January, total employment
has likely risen substantially during the first quarter. We expect an increase of 180,000 persons, which
would be a larger climb than in the previous quarter. For the remainder of the forecast horizon, we
expect the recovery in employment from the Covid-19 crisis to continue, although the pace is likely to
slow. While the pace naturally slows as the recovery progresses, several additional factors are damp-
ening further employment growth. Firstly, the economic consequences of the Ukraine war are likely to
put some brakes on companies' willingness to hire, although we expect the effects to be primarily re-
flected in working hours (including short-time work) and labor productivity, rather than in the number of
jobs. This is mainly the result of the extraordinarily high level of labor shortages that has materialized,
despite the fact that the economy has not yet fully recovered from the pandemic. Secondly, the statutory
minimum wage will be increased to 12 euro per hour on October 1, 2022. In view of the high degree of
intervention into the lower parts of the wage distribution, we expect employment losses especially
among the marginally employed, which will gradually materialize and thus dampen the rise in employ-
ment. Third, in 2023, the labor force is likely to reach its peak due to aging. All in all, the unemployment
rate as defined by the German Federal Employment Agency will decrease to an annual average of
4.9 percent (2022) and 4.7 percent (2023), down from 5.7 percent in 2021.

Due to the war in Ukraine the fiscal deficit decreases less than previously expected. The moder-
ation of the Covid-19 pandemic reduces payments for company grants as well as for vaccinations and
tests, and thus substantially relieves the budget. At the same time, several measures are taken to coun-
teract the surge in energy prices for several groups of private households. Further, we expect additional
expenditures for hosting refugees from Ukraine. However, expenditures will increase at a slower pace
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than revenues despite rather modest expansion of tax revenues. However, the reduced speed is also
the consequence of the strong rebound that has already taken place in 2021. Overall, we expect the
budget deficit to remain at 2.5 percent relative to GDP. In 2023, the public budget will improve only
slightly. While the economic upswing supports the budget balance, we expect the new federal govern-
ment to follow an expansionary fiscal policy stance leading to higher expenditures for subsidies and
especially investments that are particularly driven by additional defense spending. Overall, the fiscal
deficit of the general government will decline only modestly to 2 percent relative to GDP. The structural
budget balance, by contrast, will deteriorate.

Table 1:

Key indicators

2020 2021 2022 2023

Gross domestic product (GDP), price-adjusted -4.6 2.9 2.1 3.5
Gross domestic product, deflator 1.6 3.0 2.9 3.3
Consumer prices 0.5 3.1 5.8 3.4
Labor productivity (per hour worked) 0.4 0.9 -0.1 2.2
Employment (1000 persons) 44,898 44,920 45,508 45,735
Unemployment rate (percent) 5.9 5.7 4.9 4.7
in relation to nominal GDP

Public sector net lending -4.3 -3.7 -2.5 -2.0

Gross public debt 69.1 69.4 68.0 65.1

Current account balance 7.1 7.4 4.1 4.6
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:
Leading indicators
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Monthly data, seasonally adjusted.

Source: Deutsche Bundesbank, Seasonally Adjusted Business
Statistics, ifo, Konjunkturperspektiven, Kiel Institute calculations.
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Figure 1.2:
Capacity utilization
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Quarterly data, seasonally adjusted; capacity utilization in manu-
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Source: EU Commission, Business Survey; Deutsche Bundes-
bank, Monthly Report.

Figure 1.3:
Order stocks and capacity utilization in construction
industry
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2. Monetary conditions and prices

Figure 2.1: Figure 2.3:
Bond yields Credit growth
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Figure 2.2: Figure 2.4:
Loan interest Credit impulse
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Figure 2.5: Figure 2.6:
Consumer prices Consumer price index
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Quarterly data: seasonally adjusted; qoq change: annualized.

Monthly data; year-on-year change. Annual data (boxes): Volumes, change in percent.

Source: Deutsche Bundesbank, Time series databases; Kiel Source: Federal Statistical Office, Fachserie 17, Series 7;
Institute calculations. shaded: Kiel Institute forecast.
Table 2.1:
Projections and assumptions on the international environment
2020 2021 2022 2023

| I I} 1Y | I 1] \Y, | I 1] Y | Il 1] \Y
ECB key interest
rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.10 0.25 0.50 0.75 1.00 1.00
Long-term interest
rate -0.41 -0.48 -0.45 -0.56 -0.47 -0.23 -0.35 -0.22 0.10 0.40 0.60 0.70 0.80 0.90 1.10 1.10
US-dollar/euro ex-
change rate 1.10 1.10 1.17 119 121 121 118 1.14 1.12 1.12 1.12 112 112 112 1.12 1.12
Price competitive-
ness 88.9 90.5 91.0 909 916 91.7 91.1 89.9 89.1 889 89.0 89.3 89.2 889 886 884
Export markets -29 89 99 06 05 20 17 10 02 04 08 08 08 07 06 06
Oil price 51.2 334 434 453 61.1 69.1 73.2 79.8 96.6 105.0 101.0 97.0 92.0 88.0 86.0 850

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
quarter. Oil Price: US-Dollar per barrel North Sea Brent.

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

Figure 3.1:
Exports
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Quarterly data: Volumes, seasonally and calendar adjusted.
Annual data (boxes): Volumes, change in percent.

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

Figure 3.2:
Imports
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Quarterly data: Volumes, seasonally and calendar adjusted.
Annual data (boxes): Volumes, change in percent.

Source: Federal Statistical Office, Fachserie 18, Series 1.2 and
1.3; shaded: Kiel Institute forecast.
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Figure 3.3:
German export markets
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Annual data, volumes; GDP growth in 59 countries, weighted with
shares in German exports.

Source: Federal Statistical Office, Fachserie 7 Series 1; national
sources; Kiel Institute calculations and forecast.

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: Figure 3.6:
Export indicators Uncertainty in German export markets
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4. Domestic expenditure

Figure 4.1:
Final domestic expenditure

_2015:100 Percent )
C——1qoq change (rhs)
— |evel L6
115 - 4
- 2
110 -0
-2
105 - L4
- -6
100 - - -8
[18] [-40] [22] [28] [33] e
S R e e o
2019 2020 2021 2022 2023

Quarterly data, price, seasonally and calendar adjusted,
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Source: Federal Statistical Office, Fachserie 18, Series 1.2 and
1.3; shaded: Kiel Institute forecast.

Figure 4.2:
Private consumption
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Quarterly data: Volumes, seasonally and calendar adjusted.
Annual data (boxes): Volumes, change in percent.

Source: Federal Statistical Office, Fachserie 18, Series 1.2 and
1.3; shaded: Kiel Institute forecast.
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Figure 4.3:
M&E investments
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Quarterly data: Volumes, seasonally and calendar adjusted.
Annual data (boxes): Volumes, change in percent.

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

Figure 4.4:
Construction
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Source: Federal Statistical Office, Fachserie 18, Series 1.2 and
1.3; shaded: Kiel Institute forecast.
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Figure 4.5:
Investment cycles
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Annual data; GFCF, machinery and equipment: volumes, change
on previous year; output gap: in percent of potential output,
estimation taken from medium-run projection.

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

Figure 4.6:
Decomposition of growth in private consumption

Percentage pts.

[ Savings rate
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mmmmm Deflator of private consumption
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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.
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Figure 4.7:
Contributions to changes in real disposable income
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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

2020 2021 2022 2023

Total -2.2 15 29 55

Corporate investment -5.5 2.1 3.1 7.0

Machinery and equipment -11.2 34 3.0 106
Construction (non-dwell-

ings) -0.7 1.2 1.2 1.6
Other 1.0 0.7 4.7 5.7
Dwellings 34 13 32 31
Public (non-dwellings) 49 35 -04 45
Memorandum item:
Construction 2.5 0.7 2.2 2.9

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

2021 2022 2023
| Il 1] \% | 1l 1] \% | Il 111 [\

Seasonally and calendar-adjusted, g-o-q change in percent

Gross domestic product -7 22 17 -03 -09 06 23 14 08 05 04 04
Gross value added -09 16 22 -09 -06 06 23 14 08 05 04 04
Industry excl. construction -1.1 06 -16 18 25 -19 32 32 20 09 05 05
Manufacturing -08 09 -17 19 28 -20 35 35 22 10 05 05
Energy, Water etc. 27 11 -07 12 04 -15 08 08 05 02 02 0.2
Construction -46 23 -30 16 15 08 05 05 05 05 05 05
Trade, transport, accomodation, food services -2.4 22 59 -16 -30 20 25 08 05 04 04 04
Information and communication -03 04 16 19 05 10 15 15 10 10 10 1.0
Financial and insurance services -11 12 10 04 02 02 02 00 00 00 00 0.0
Real estate activities 03 -03 11 -03 -01 01 01 01 01 01 021 01
Business services 06 35 42 -09 00 10 10 10 0.7 0.7 0.7 0.7
Public services, education, health -02 41 33 -39 -30 25 30 10 04 04 04 04
Other services 29 -01 139 -100 -75 5.0 100 15 03 03 03 0.3

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 6.1:
Real unit labor costs Wages and productivity

2020 2021 2022 2023

106 1 Index (2010=100)
Per hour
Negotiated wages 2.0 1.5 2.7 3.9
104 - Gr_oss wages and sala- 3.4 16 3.2 36
ries
Wage drift 1.4 0.0 0.5 -0.3
102 Compensation of em-
........... ——— ployees 4.0 15 2.6 35
é\giggom) Labor productivity 0.4 09 01 2.2
100 Unit labor costs 3.6 0.5 2.7 1.2
Unit labor costs (real) 1.9 -2.4 -0.2 -2.0
Per capita
98 1 Negotiated wages 2.1 1.5 2.7 3.9
Grri?ais wages and sala- 01 35 4.0 4.2
% 1 Wage drift 22 19 13 03
Compensation of em- 0.4 34 35 4.2
04 ployees
1991 1995 1999 2003 2007 2011 2015 2019 2023 Labor productivity 38 28 08 30
Unit labor costs 4.3 0.5 2.7 1.2
Yearly data; compensation of employees per hour (nominal) in Unit labor costs (real) 2.7 25 -0.2 20
relation to gross value added per hour (nominal). ’ ’ ’ ’
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:
Persons employed
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Quarterly data: seasonally adjusted.
Annual data (boxes): yoy change in 1,000.

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

Table 7.1:
Employment (1,000 persons)

Figure 7.2:
Unemployed persons (registered)

4y M. 1000 oo
’ === qoq change (rhs)
Level
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Quarterly data: seasonally adjusted.
Annual data (boxes): yoy change in 1,000.

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

2019 2020 2021 2022 2023

Hours worked (domestic concept, mn. hours)
Persons in employment (domestic concept)
Self-employed
Employees (domestic concept)
Employees subject to social security contributions
Minijobs
Net commuting
Persons in employment (national concept)
Employees (national concept)
Unemployed persons (registered)
Unemploymend rate (registered; percent)
Unemployment rate (ILO; percent)

62,539 59,454 60,611 61,938 62,723
45,268 44,898 44,920 45,508 45,735
4,151 4,038 3,929 3,939 3,973
41,117 40,860 40,991 41,569 41,762
33,537 33,577 33,926 34,457 34,644
4,575 4,273 4,104 4,178 4,185
143 95 116 136 145
45,126 44,803 44,804 45,373 45,590
40,974 40,765 40,875 41,434 41,617
2,267 2,695 2,613 2,254 2,188
5.0 5.9 5.7 4.9 4.7

3.0 3.6 3.3 2.8 2.6

Self-employed: including family workers; unemployed persons (registered): definition of the Federal Employment Agency

(BA).

Source: Federal Statistical Office, Fachserie 18, Series 1.2; Federal Employment Agency, Monthly Bulletin; Federal Employ-

ment Agency, Employment Statistics; shaded: Kiel Institut forecast.




KIEL INSTITUTE NO. 89 (2022/Q1) I ]‘i/v e T R
ECONOMIC OUTLOOK Se /]

8. Public finances

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

2019 2020 2021 2022 2023
Revenues 1,613.8 1,566.9 1,705.8 1,779.4 1,874.3
—relative to GDP 46.5 46.5 47.8 47.4 46.7
Taxes 827.4 773.4 872.9 907.9 960.3
—relative to GDP 23.8 23.0 24.4 24.2 23.9
Social contributions 598.2 607.9 632.8 662.2 697.9
—relative to GDP 17.2 18.1 17.7 17.7 17.4
Other revenues 188.2 185.5 200.1 209.3 216.1
—relative to GDP 5.4 .5 5.6 5.6 5.4
Expenditures 1,562.7 1,712.1 1,838.2 1,871.8 1,955.4
—relative to GDP 45.0 50.8 51.5 49.9 48.8
Compensation of employees 272.7 284.1 294.1 303.9 3135
Intermediate consumption 184.2 209.8 232.5 255.7 255.2
Social transfers in kind 299.9 310.1 327.5 340.4 355.2
Gross capital formation 83.7 90.9 91.7 107.1 126.0
Capital transfers 27.3 21.0 21.0 20.2 19.4
Social benefits 546.6 595.1 609.0 618.4 642.8
Subsidies 30.9 71.3 105.0 63.4 64.1
Other current transfers 74.7 825 90.1 95.1 98.6
3t:netrgcre;;r)1ittsal transfers and invest- 435 48.0 68.1 68.5 81.3
Other expenditures -1.3 -1.2 -1.3 -1.3 -1.3
Net lending/ net borrowing 51.1 -145.2 -132.5 -92.4 -81.1
—relative to GDP 15 -4.3 -3.7 -2.5 -2.0
E)i‘;?’;‘gf;r"gnﬁgm;a" state, and 1,047.0 1,001.9 1,110.9 1,152.9 12115
}\l'fr“]td‘;f DralisEns (e ekl Sealiiy 1,045.9 1,000.7 1,100.8 1,151.8 1,210.3
;I;Jrggssfers from social security 11 11 12 192 12
Eﬁgﬁgg;tlugrﬁ\s/;fn(rfgrt\rtzly state, 1,005.0 11121 1,247.8 1,242.5 1,294.7
:\ll;td(;f transfers to social security 8823 970.7 1,090.0 1,002.4 1,151.9
Transfers to social security funds 122.8 141.4 157.8 150.1 142.8
Net lending/ net borrowing cen-
tral, state, and local govern- 42.0 -110.2 -136.9 -89.5 -83.1
ments
Eﬁ]"des"“es of social security 690.7 717.8 782.7 7795 806.8
net ‘I’;Ct;?gﬂsgf;;?;tge”"a" state, 568.0 576.3 624.9 629.4 664.0
fEuxnpdesndltures of social security 681.6 7528 778.3 782.4 804.7
net ?gé;?’;f\f;;%gﬁgra' state, 680.5 751.6 777.1 781.2 803.6
Net lending/ net borrowing so- 91 35.0 44 29 21

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
00 - Bn. Euro  mDebt crisis Percent _ ;00 B Structural budget balance
' OFinancial market crisis Bn. Euro O0One-offs
m Other debt 90 20 1 Business cycle
2,500 1 +In relation to GDP (rhs) #Budget balance
80 0
70 o
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Debt crisis: Liabilties due to first Greece adjustment 160 -
programme, deposits at the ESM, guarantees for EFSF credits. 2020 2021 2022 2023

Financial market crisis: Liabilitites due to bank rescue packages. . . . .
p 9 Source: Europaische Kommission, AMECO; Kiel Institute
Source; Deutsche Bundesbank, Monatsbericht; BMF, Monats- calculations and forecast.

bericht; Kiel Institute calculations and forecasts.
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9. GDP and its components

Table 9.1:
Quarterly data
2021 2022 2023
| 1] ] \Y) | Il ] [\ | 1l | I\

Gross domestic product -1.7 2.2 1.7 -03 -09 0.6 23 1.4 0.8 0.5 0.4 0.4
Private consumption -5.2 3.7 6.0 -18 -2.0 2.0 3.4 1.0 0.5 0.3 0.3 0.3
Government consumption -1.1 5.1 -2.8 1.0 0.1 1.1 -0.6 -0.3 0.3 0.2 0.1 0.0
Machinery and equipment -0.4 06 -39 0.9 15 -1.0 5.0 5.0 3.0 15 1.0 1.0
Constructions 0.2 1.7 -36 0.0 2.1 1.4 1.0 1.0 0.7 0.7 0.7 0.7
Other investment -2.6 1.1 0.9 1.3 1.0 0.5 2.0 2.0 1.5 1.0 1.0 1.0
Change in inventories 20 -0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic expenditure -1.0 2.8 1.7 -05 -0.7 1.4 2.2 0.9 0.6 0.4 0.4 0.4
Exports 1.9 1.1 0.0 48 -2.0 0.3 3.1 3.1 15 11 0.9 0.9
Imports 4.3 23 -0.1 51 -1.8 2.0 3.0 2.3 1.2 1.0 1.0 1.0
Net exports -0.8 -04 0.1 02 -02 -07 0.2 0.5 0.1 0.1 0.0 0.0
Employment (domestic) 44,698 44,810 45,005 45,162 45,342 45,462 45,562 45,662 45,732 45,752 45,741 45,711
Unemployment (registered) 2,755 2,719 2,541 2,425 2,315 2,255 2,225 2,206 2,192 2,185 2,182 2,182

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: Figure 9.2:
Forecast intervals for GDP growth Import adjusted expenditure-side contributions to
8 - Percent GDP growth
7 g - Percentage pts. g
6 - @ Consumption
6 OGFCF -6
5 4 OExports
4 HInventories -4
4 ]
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GDP: volumes, change over previous year. Point forecasts:
orange lines. Forecast intervalls greay shaded areas with
confidence levels of 33, 66, and 95 percent. Confidence levels
calculated based on historical forecast errors of the Kiel Institute
in the first quarter 1994-2021 .

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,

e Fachserie 18, Series 1.2; shaded: Kiel Institute forecast.
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10. The German economy, 2020-2023

2020 2020 2021 2022 2023

Bn. Euro Change over previous year in percent
Use of gross domestic product, price-adjusted
GDP -4.6 29 2.1 3.5
Private consumption expenditure -5.9 0.1 3.9 3.7
Public consumption expenditure 3.5 3.1 1.1 0.2
Total fixed investment -2.2 15 2.9 5.5
Machinery and equipment -11.2 3.4 3.0 10.6
Construction 2.5 0.7 2.2 2.9
Other equipment 1.0 0.7 4.7 5.7
Changes in stocks -0.9 1.0 -0.2 0.0
Domestic Demand -4.0 2.2 2.8 &3
Exports 9.3 9.9 4.2 6.6
Imports -8.6 9.3 5.9 6.4
Net exports -0.8 0.8 -0.5 0.3
Use of gross domestic product at current prices
GDP 3,367.6 -3.0 6.0 5.0 6.9
Private consumption expenditure 1,708.0 -5.3 3.2 9.6 7.0
Public consumption expenditure 754.6 7.0 6.2 5.5 2.6
Total fixed investment 735.9 -0.9 6.5 9.6 8.6
Machinery and equipment 216.9 -10.0 5.2 5.6 12.7
Construction 380.1 4.4 9.0 13.1 6.9
Other equipment 138.9 1.4 1.8 6.0 7.0
Changes in stocks (€ bn.) -23.7 24.9 19.0 20.4
Domestic Demand 3,174.8 -3.1 6.2 8.4 6.3
Exports 1,462.1 -9.7 15.9 14.1 10.0
Imports 1,269.3 -10.8 17.9 22.9 8.9
Net exports (€ bn.) 192.8 197.5 94.8 123.3
Gross national income 3,461.3 -3.5 6.3 4.9 6.7
Deflators
GDP 1.6 3.0 2.9 3.3
Private consumption expenditure 0.6 3.1 5.5 3.1
Public consumption expenditure 3.3 3.0 4.4 2.4
Investment in machinery and equipment 1.3 1.7 2.5 1.9
Investment in construction 1.9 8.3 10.7 3.9
Investment in other equipment 0.3 1.2 1.2 1.2
Exports -0.4 5.4 9.6 3.1
Imports -2.4 8.0 16.0 2.4
Addendum: Consumer prices 0.5 3.1 5.8 3.4
Income distribution
Net national income (factor costs) 2,528.2 -3.1 6.7 2.3 7.6
Compensation of employees 1,852.1 -0.2 3.7 4.9 4.7
in percent of national income 73.3 71.2 73.0 71.0
Property and entrepreneurial income 676.1 -10.2 15.0 -4.0 15.3
Disposable income 1,975.2 0.8 1.9 4.8 4.5
Savings rate 16.1 15.0 11.1 8.9
Wages and salaries 1,514.1 -0.7 3.8 5.3 4.7
Wage per hour 3.4 1.6 3.2 3.6
Unit labor costs 3.6 0.5 2.7 1.2
Productivity per hour 0.4 0.9 -0.1 2.2
Unemployment (1,000) 2,695.4  2,613.5 2,253.6 2,188.4
Rate of unemployment (percent) 5.9 5.7 4.9 4.7
Total employment (1,000) 44,898.1 44,920.0 45,508.2 45,735.2
Public sector budget balance
Public sector budget balance (€ bn.) -145.2 -132.5 -92.4 -81.1
Public sector budget balance (in percent of GDP) -4.3 -3.7 -2.5 -2.0
Public debts (in percent) 69.1 69.4 68.0 65.1

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 2023

[ 2022 | 2023 |
‘ 2021 ‘ 2022 | 2023 | o I s | ] I s |

1. Production

Change over the same period of the preceding year in %

Persons in employment 0.0 1.3 05 15 1.2 0.8 0.2

Hours worked 15 22 1.3 34 1.1 25 0.0

Hours worked by persen in employment 1.9 0.9 0.a 1.9 -0 1.9 -0.3

Labaor productivity ! 0.9 - 0.1 2.2 -1.3 1.1 2.3 2.1

Gross domestic product, price-adjusted 25 2.1 35 20 22 5.0 21

2. Use of gross domestic product at current prices

a) EUR bn.

Consumption expenditure 25643 2776 29335 1332 14453 14333 15002
Private households * 1783.0 18320 2068.3 516.8 10152 1010.3 10558.0
Government 801.3 8456 B6T.2 414 4 431.2 423.0 4442

Gross fixed capital formation 7839 259.5 533.0 4051 4548 4 4487 4244
WMachinery and eguipment 2282 2409 2714 1105 130.4 1287 1427
Constructien 414.3 458.7 501.2 2241 2448 2439 257.2
Other products 1415 148.9 160.4 70.5 79.4 76.0 845

Changes in inventories * 249 19.0 20.4 1.2 7.8 10.4 10.0

Domestic expenditure 33731 3 656.1 38869 17475 15086 18924 19946

Net exporis 197.5 94.8 123.3 85.0 29.7 729 50.4
Exports 1694.6 18342 21271 §28.9 1005.3 10562 1070.8
Imports 1457.0 1839.4 2003.8 863.8 575.6 583.4 10204

Gross domestic product 35706 37509 4010.2 18126 1938.3 1 965.2 2 045.0

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

Consumption expenditure 41 83 56 93 T4 7T 37
Private households ® 32 9.6 7.0 10.4 3.9 10.2 4.0
Government 52 55 25 71 41 21 3.0

Gross fixed capital formation 8.5 9.6 26 2.4 10.8 10.8 6.6
Wachinery and equipment 52 56 127 06 10.2 16.5 54
Constructien 9.0 131 6.9 13.7 12.8 3.9 5.1
Other products 18 6.0 7.0 53 6.6 77 6.4

Domestic expenditure 8.2 3.4 83 9.2 7.6 8.3 4.5

Exports 159 14.1 10.0 145 13.8 13.7 65

Imports 17.9 22.9 3.9 24.0 21.9 13.8 4.5

Gross domestic product 6.0 5.0 6.9 5.7 4.4 2.4 5.5

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

a) EUR bn.

Consumption expenditure 2350 23889 24517 1160.5 12284 12092 12426
Private households * 16175 16805 17428 B08.7 &871.8 858.1 B84.5
Government 699.6 T07.1 708.5 350.8 356.3 3507 357.8

Gross foted capital formation 6741 6938 7322 3298 3540 3533 3789
Machinery and eguipment 2149 2215 2449 102.0 118.5 116.4 128.5
Construction 3266 3340 3436 161.9 1721 168.0 1756
Other products 131.2 137.4 145.2 54.9 72.5 69.1 75.2

Domestic expenditure 30061 30897 31924 148971 15926 1 569.0 1623.4

Exports 15735 16389 17477 800.9 838.0 g70.3 B7T.4

Imports 13966 14796 15737 710.3 768.3 77186 8021

Gross domestic product 31854 3 253.5 3368.7 1589.3 1654.2 1669.3 1 699.5

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

Consumption expenditure 1.1 3.0 25 3.9 2.2 42 1.2
Private households * 01 39 3.7 52 27 6.1 15
Government 31 1.1 0.2 12 0.9 0.0 0.4

Gross foxed capital formation 15 29 55 0.3 54 71 41
WMachinery and eguipment 14 3.0 106 -1.82 76 14.1 76
Construction 0.7 22 29 02 42 38 20
Other products 0.7 4.7 57 4.0 5.3 5.4 5.1

Domestic expenditure 22 28 33 27 29 48 19

Exports 5.9 42 6.6 35 4.3 8.7 47

Imports 9.3 59 6.4 53 6.6 8.6 43

Gross domestic product 25 2.1 3.5 2.0 22 5.0 21
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National Accounts (cont.)
Forecast period: 2022 to 2023

2022 2023
2021 2022 2023 o | iz E | i

4. Deflators (2010=100)

Change on the same pericd of the preceding year in %

Private consumption ? 31 55 3.1 5.0 5.0 3.9 25

Government consumption 3.0 4.4 24 5.8 31 21 26

Grozs fixed capital formation E.0 6.5 29 2.0 5.2 34 2.4
Machinery and eguipment 1.7 25 19 25 25 21 1.7
Construction 8.3 10.7 39 13.5 8.0 4.9 31

Exports 5.4 5.6 3.1 106 8.6 4.5 1.7

Imports 8.0 16.0 2.4 17.8 14.3 4.8 0.3

Gross domestic product 3.0 28 3.3 36 22 3.2 3.3

5. National income

aj EUR bn.

Primary income of private households ® 24492 25727 26916 12592 13136 1322.0 1369.6
Employers social contributions 3452 3807 TTA 1745 186.3 18259 1542
Gross wages and =alaries 15871.2 18541 17323 785.0 | 826.9 8054
Other primary income * 528.8 557.9 582.2 288.7 258.2 2.2 270.0

Primary income of other sectors 535.3 494 665.6 2281 320.0 305.4 3602

Net national income 25345 31218 33573 14883 16335 16274 172559

Consumption of fixed capital 554.0 73T 7822 365.0 3rna 375.0 3832

Gross national income 3 678.5 3 8596 4118.5 1854.3 2005.2 2 005.4 21131

memarandum item:

Net national income (factor costs) 265738 27808 296893 13175 14433 14351 15301
Property and entreprensurial income Tir4 7459 8599 357.0 389.0 4283 430.5
Compenszation of employees 1520.4 20148 2109.4 960.5 10543 1009.8 10996

by Change over the same period of the preceding year in %

Primary income of private households ? 25 c.0 48 8.0 41 5.0 43
Employers social contributions 3.3 3.3 45 3.1 35 48 42
Gross wages and salariss 3.8 5.3 47 6.3 4.3 5.2 4.3

... per employee 35 4.0 42 450 33 45 41
Other primary income * 03 55 44 7.0 39 45 42

Primary income of other sectors 28.4 28 2.2 -0.3 47 33.3 128

Net national income 6.5 48 7.5 5.0 4.2 8.3 58

Consumpticn of fixed capital .4 6.3 3.3 7.7 49 35 31

Gross national income 6.3 49 6.7 55 4.4 8.2 54

memorandum item:

Net national income (factor costs) 6.7 23 76 25 21 9.2 5.0
Property and entreprensurial inceme 15.0 -40 15.3 -450 -3.2 20.3 10.7
Compensation of employees 3.7 49 47 57 42 5.1 43

6. Disposable income of private households *

aj EUR bn.

Mass income 1595.7 1660.7 17366 795.0 B61.6 837.9 898.7

Net wages and salaries 1 064.2 11247 11811 531.0 593.7 561.1 520.0

Social benefits other than social transfers in kind §74.0 §83.8 7088 2404 3434 3516 3572

less: Levies on social benefts, 142.5 147.9 153.3 V2.4 75.4 4.8 78.5

taxes on consumption

Other primary incoeme * 528.8 557.9 5822 2887 2552 22 270.0

Other transfers received (net) * -111.2 - 1077 -113.8 - 4559 -80.8 - 497 -584.1

Disposable income 2013.3 Z110.8 22051 1050.8 1 060.0 1100.4 11046

Change in pension entitlements §0.8 81.7 62.6 30.0 3.8 30.4 322

Consumpticn expenditure 1763.0 19320 20653 916.2 10152 1010.3 1085.0

Saving 3114 2408 2.5 184.0 76.6 1208 230.9

Saving ratio (%) * 15.0 11.1 39 15.2 7.0 10.7 7.1

by Change over the same period of the preceding year in %

Mass income 3.6 4.1 45 42 4.0 45 43

MNet wages and =salaries 42 57 5.0 7.1 45 5.7 4.4

Social benefits other than social transfers in kind 2.3 15 3T -0.5 35 3.3 4.0

less: Levies on social benefits, 15 3.8 3T 16 5.0 3.3 4.0

taxes on consumption

Other primary income * 0.3 5.5 44 7.0 39 45 42

Disposable income 18 48 45 5.3 4.4 47 42

Consumpticn expenditure 3.2 96 7.0 10.4 29 10.2 4.0

Saving -49 -228 -168.3 - 1686 -33.0 -285 58
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National Accounts (cont.)
Forecast period: 2022 to 2023

2022 2023
2021 2022 2023 o [ iz E I i
7. Revenue and expenditure by general government ¥
aj EUR bn.
Rewvenue
Taxes B72.9 507.9 5960.3 4337 4742 451.2 4551
Social centributions 632.8 852.2 697.9 3202 3420 338.6 359.3
Property income 15.8 15.4 14,8 8.1 7.2 7.8 7.0
Other current transfers 335 35.0 354 16.5 18.5 17.2 19.3
Capital transfers 17.2 184 196 2.1 10.3 8.7 108
Sales 133.4 140.4 145.1 54.9 9.9 &7.1 78.0
Other subsidies 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total 1705.8 17754 18743 851.5 5279 500.7 5736
Expenditure
Intermediate consumption ! 560.5 5066 611.0 2883 308.2 2854 356
Compenzation of emplovees 2841 3035 3135 142.0 155.9 180.5 163.0
Property income (interest) 21.0 202 19.4 107 95 10.3 9.1
Subsidies 105.0 63.4 64,1 336 29.8 32.5 316
Social benefits 609.0 518.4 5428 307.9 310.5 318.8 3240
Other current transfers 801 8951 936 45.5 497 471 51.5
Capital transfers 68.1 68.5 81.3 29.8 38.8 35.9 45.4
Gross capital fermation 91.7 1071 126.0 43.3 63.8 521 739
Met acquisitions of non-produced non-financial assets -1.3 -1.3 -13 -06 -07 -06 -07
Total 1838.2 1871.8 18554 506.4 965.5 541.9 10135
Net lending -132.5 -92.4 - 81.1 - 548 -378 -41.3 -39.8
b} Change over the same period of the preceding year in %
Revenue
Taxes 12.9 4.0 58 42 39 5.4 52
Social contributions 41 48 5.4 47 48 57 51
Property income -19.8 -3.0 -37 -3.2 -28 -3.8 -3.5
Other current transfers 38.2 4.5 4.1 4.6 4.4 4.2 4.0
Capital tranafers 11.1 6.2 66 7.4 6.4 7.2 582
Sales 6.0 52 34 6.4 43 35 33
Other subsidies V.7 0.0 0.0 0.0 0.0 0.0 0.0
Total 8.9 4.3 53 4.5 4.2 5.8 49
Expenditure
Intermediate consumption * 7T 5.4 24 7.8 5.2 2.4 2.4
Compenzation of employees 35 3.3 3.2 a7 21 1.7 48
Property income (interest) 02 -38 -40 -36 -40 -38 -42
Subsidies 47.3 -396 1.1 -387 -406 -33 5.0
Social benefits 2.3 1.5 4.0 -0.7 38 3.5 4.4
Other current transfers 9.2 56 3T 53 5.8 37 3T
Capital transfers 420 06 18.6 47.0 -15.0 205 171
Gross capital fermation 0.8 16.7 177 9.6 221 20.4 159
Met acquisitions of non-produced non-financial assets 8.2 0.0 0.0 0.0 0.0 0.0 0.0
Total 7.4 18 45 22 1.5 3.9 5.0
* Price-adjusted gross domestic product per hour worked.
!Incl. nonprofit institutions serving households.
* Incl. acquisitions less disposals of valuables.
* Operating surplus/mixed income, net property income
*Received less payed other current transfers.
¥ Savings in percent of disposable income (incl change in pensicn entitlements).
 Central, regional, local and social security funds.
'Incl. social transfers in kind and other production taxes.
Source: Federal Statistical Office, Fachserie 18: National Accounts | Kiel Institute calculations and ferecasts.




