.

RECOVERY OF THE
GERMAN ECONOMY IS
DELAYED FURTHER

I. Overview

Il. Global Economy
1. Upturn of the global economy in sight
2. Decline in inflation slows down
3. Opportunities and risks: Geopolitical tensions and sticky inflation

lll. Euro Area
1. The economy is facing a slow recovery
2. Inflation rate already close to the target
3. Opportunities and risks: Inflation trend could delay monetary policy easing

IV. Germany
1. Economy stabilises
2. Inflation on track, core inflation remains high
3. Opportunities and risks: Budget policy and propensity to consume
4. Demographic change and low reallocation characterise the labour market
5. Reorganisation of public finances after the crises
6. Medium-term growth remains subdued

Appendix

References

This is a translated version of the original German-language chapter "Erholung
der deutschen Wirtschaft verzdgert sich weiter", which is the sole authoritative
text. Please cite the original German-language chapter if any reference is made
to this text.



Recovery of the German economy is delayed further - Chapter 1

KEY MESSAGES

N In 2024, real income growth is likely to slowly stimulate private consumption expenditure
and thus the German economy. Capital formation is also expected to pick up slightly in 2025.

N The GCEE expects Germany's price-adjusted gross domestic product to increase by just 0.2 %
this year and by 0.9 % in 2025. Consumer price inflation is expected to be on an annual average
of 2.4 % and 2.1 % respectively.

N The outlook is subject to significant risks due to the uncertainty surrounding geopolitical de-
velopments as well as public finance and economic policy.

SUMMARY

The global economy has started 2024 with renewed strength. This is due in particular to a sig-
nificant recovery in global trade in goods. At the same time, global industrial production is also on
the rise. Despite high interest rates and increased geopolitical uncertainty, the US and China in
particular are the main driver of global economic growth. While economic growth in the USA is broad-
based, the service sector is the driving force in China. The GCEE expects global GDP to expand by
2.6 % and 2.7 % in 2024 and 2025 respectively.

Although the euro area economy still performs weakly at the moment, the economy is likely to
gain some traction. Rising real wages and the upswing in the global economy should boost demand.
However, stronger growth is not expected until 2025. GDP growth in the euro area is expected to be
0.8 % and 1.5 % in 2024 and 2025. Inflation will be 2.4 % and 2.1 % respectively. The tightening
of monetary policy has proven effective. The first interest rate cuts are expected to take place in the
course of 2024. Consequently, financing conditions for companies will improve.

The recovery of the German economy is still on hold. Gross domestic product fell by 0.5 % in the
final quarter of 2023 compared to the previous quarter. Employment growth has also levelled off
after the increases of recent years. However, the improved economic environment and the picking
up of indicators suggest that the German economy will gain a slight upward momentum in 2024
and 2025. As in the euro area, real incomes will rise, which will support the growth of private
consumption expenditure. The increasingly favourable financing conditions over the course of 2024
will stimulate capital formation in 2025. In contrast, fiscal policy is expected to be restrictive due
to less financial scope than in previous years. Labour cost increases and persistently high industrial
energy prices as well as a demographically induced slowdown in the labour market are also weighing
on overall economy growth. Overall, German GDP is expected to grow by 0.2 % in 2024 and 0.9 %
in 2025. Inflation in Germany is likely to be 2.4 % and 2.1 %.
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Chapter 1 - Recovery of the German economy is delayed further

|. OVERVIEW

1. The German Council of Economic Experts expects the weak development of
the German economy to continue in 2024 and that the annual average gross do-
mestic product (GDP) v cLossARY will increase by just 0.2 % on a price-adjusted
basis. The council is thus revising its forecast downwards by 0.5 percentage points
compared to autumn 2023. The overall economy is expected to grow moderately
by 0.9 % in 2025. v TEm 36 Inflation is expected to average 2.4 % in 2024, 0.2
percentage points lower than forecast in autumn 2023. Compared to 2023, when
it was still 5.9 %, it is therefore likely to fall significantly in 2024. In 2025, the
council expects the inflation rate to be 2.1 %. ~ ITEM 47 N cHART 1 Core inflation will
be 3.0 % in 2024 and 2.4 % in 2025.

2. Weak overall economic demand has increasingly slowed economic deve-
lopment since autumn 2023. v ITEM 34 N cHART 18 The spending behaviour of pri-
vate households is restrained despite real wage growth and new orders in industry
and construction have deteriorated further, partly due to the tightening of mone-
tary policy. v cHART 2 In view of further real income gains, however, private con-
sumption is likely to increase over the forecast horizon. However, a persistently
high savings rate will prevent stronger growth. v mem 38 In addition, gross fixed
capital formation in construction is likely to start growing again in 2025 due to
improved financing conditions. v ITEms 40 F. Fiscal policy is expected to take a rest-
rictive stance over the forecast horizon. The measures in response to the

N CHART 1
Economic outlook for Germany and Europe

GDP in Germany and the euro area Key economic indicators (in %)

Change on previous year in % _ 2023 2024 | 2025*
, Changeonpreviousyearin® | 2023 | 2024* | 2025' |
6 | Germany
4 4 GDP growth® -0.2 0.2 0.9
2 - Inflation rate 5.9 2.4 2.1
01 a Unemployment rate* 5.7 5.8 5.6

27 Wage growth® 6.3 5.1 3.7
4 4
.| Forecast Budget balance® -21  -15 -10
8 period? Euro area
2019 20 21 22 23 24 2025 GDP growth2'3 0.6 0.8 15
Germany: Inflation rate” 5.4 2.4 2.1
W Real Forecast Forecast ™ Forecast
GDP March 2023  Nov 2023  May 2024 Global economy

Euro area: GDP growth®* 2.7 2.6 2.7

W Real Forecast Forecast ™ Forecast .

GDP  March2023 Nov2023 May 2024 Inflation rate 53 e B

1 - Forecast by the GCEE. 2 - Values are based on seasonal and calendar-adjusted quarterly figures. 3 - Constant prices.
4 - Registered unemployed in relation to civil labour force. 5 - Change of gross wages and salaries (domestic concept) per
employees' hour worked. 6 - In relation to nominal GDP; territorial authorities and social security according to national
accounts. 7 - Change of the Harmonised Index of Consumer Prices.

Sources: Eurostat, Federal Statistical Office, national statistical offices, own calculations
© Sachverstandigenrat | 24-050-01
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N CHART 2
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coronavirus crisis and the energy price crisis are gradually coming to an end, and
the Federal Government's budget consolidation efforts will lead to spending cuts
or increased revenues over the forecast period. v ITEMs 48 F. Rising labour costs and
persistently high industrial energy prices as well as a demographically induced
slowdown in the labour market are also weighing on overall economic growth.
N ITEM 34

Although the euro area, the most important market for German exports, per-
forms better than the German economy due to its lower industrial and ex-
port focus, economic growth in the euro area has also weakened already. However,
the GCEE expects GDP growth in the euro area to pick up again. It is expec-
ted to reach 0.8 % in 2024 and 1.5 % in 2025. ~ iTEM 25 The global economy
is largely driven by strong growth in the US and China and is expected to grow
by 2.6 % and 2.7 % in 2024 and 2025. v ITEMS 6 AND 9 F. However, the brighte-
ning in the forecast horizon will only provide modest support for German
exports. China in particular is increasingly pushing into German manufacturing
markets. v Box 7 Due to the reduction in order backlogs in important sectors of the
economy, this is likely to weigh on production and exports over the forecast hori-
zon.

As in Germany, inflation in the euro area is continuing to fall. However, it is ex-
pected to stabilise at the ECB's inflation target of around 2 % towards the end of
the forecast horizon. On the one hand, energy and import prices are falling and
monetary policy is restrictive. On the other hand, there is increased domestic price
pressure due to rising labour costs and low productivity. v~ iTeEm 47 Inflation in
the euro area is likely to be 2.4 % and 2.1 % in 2024 and 2025, respec-
tively, as measured by the Harmonised Index of Consumer Prices (HICP).
N ITEMS 26 AND 47

Determining factors for the forecast

4 ] N\ N\ .
Purchasing power has Opportunity:
Private households picked up, put Muted recovery gf Falling prop-ensnty to
consumer sentiment private consumption save could increase
\ subdued JAR ) \_ consumer spending )
4 N\ ) N\ )
Foreign demand
Lower order backlogs . .
recovers, but provides Risk:
Industry and reduced . . . .
" just small stimulus to Energy prices could rise
competitiveness the econom
. J U y ) y,
; N\ . N . )
Monetary policy Interest rate cut in Risks:
Monetary and contraction cycle at 2024, further High interest rates
fiscal policy its peak, fiscal crisis consolidation of could persist, restrictive

measures expire public finances stance of fiscal policy )

\. / \\ / \\

Source: own representation
© Sachverstandigenrat | 24-130-01
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Monetary policy tightening is likely to have reached its peak and the pass-through
of past key interest rate hikes to financing conditions is largely complete. ~ iTem 28
Further, it is to be expected that the ECB will cut interest rates this year
as a result of the decline in inflation. However, the interest rate cut is likely to be
cautious due to domestic price pressure and will not support private demand until
2025. N [TEMS 27 F.

5. Internationally, geopolitical uncertainty poses a significant risk to the eco-
nomy. It is significantly higher than the historical average for the years up to
2021. v ITEM 16 The reasons for this are the ongoing war in Ukraine and the conflict
in the Middle East as a result of Hamas' terrorist attack on Israel. An escalation of
the Middle East conflict could cause energy prices in particular to rise again. In
the euro area, stronger wage growth or a stronger than expected pass-through
of labour costs to prices could prompt monetary policy to maintain its tighten-
ing course for longer than expected. In Germany, the federal government's
difficulties in planning the budget pose a risk, particularly for 2025. Addi-
tional savings efforts may be required in order to comply with the debt brake in
2025. It is also uncertain in which areas the Federal Government will consolidate
its budget. ~ ITEms 16 AND 48 Irrespective of the shape of fiscal policy and the reali-
sation of geopolitical risks, the uncertainty surrounding this weighs on the
investment climate.
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Il. GLOBAL ECONOMY

N CHART 3

6.

Global GDP growth in 2023 was moderate at 2.7 %. ~ 7ABLE 1 Economic per-
formance of the individual countries was very heterogeneous. On the expenditure
side, private consumption expenditures in the US and China made a significant
contribution to global growth. v Box 1 In other advanced economies such as the UK
and the euro area, however, growth was low due to private consumer restraint.
N ITEMS 9 AND 19 N CHART 3 LEFT On the production side, weak global industrial produc-
tion and a temporary decline in global trade also dampened the global economy.
Global growth has picked up again since the start of 2024. The revival
in global trade in goods is playing an important role in this. v 7em 8 This is
likely to be largely due to lower prices for Chinese exports. Global trade and global
industrial production are likely to increase further over the forecast horizon. In-
flation should continue to fall worldwide, albeit at a slower rate than in the previ-
ous year. N ITEM 15 Key policy rates in advanced economies are expected to fall over
the forecast horizon. This should stimulate gross fixed capital formation in par-
ticular. The GCEE expects global GDP to grow by 2.6 % in 2024 and by 2.7 % in
2025. N TEM 11

Global growth and purchasing managers' indices

1,6
1,4
1,2
1,0
0,8
0,6
0,4
0,2

0,2
04
06

Moderate growth in global GDP1 Stimulus for GDP primarily from the
service sector
Contributions in percentage points Index points (50 = growth threshold)
) 56 -
Forecast period~
55 A
54 A
AN
’\_/——_-‘ 52 n _\
51 A \
50 _ A\
49 i \l/\/\/\/
48 A
IIIII IIIIIIII 47 IIIIIIIIIIIIIIIIIIIIIIIIIII
2022 2023 2024 2025 2022 2023 2024
B USA ® Euroarea ® Other advanced Purchasing managers' indices®:
economies ) )
— Manufacturing Services
China = Other emerging economies

— Change from previous quarter (%)

== Change from previous quarter (%)
(long-term average)

1 - Averages of seasonally adjusted quarterly values. Global GDP is approximated by the sum of the countries in Table 1
(total). 2 - Forecast by the GCEE. 3 - Definition as in footnote 9 in Table 1. 4 - Definition as in footnote 10 in Table 1.
5 - Global purchase managers's indices based on a monthly survey of purchasing managers and managing directors.

Sources: Eurostat, IMF, national statistical offices, OECD, S&P Global, own calculations
© Sachverstandigenrat | 24-080-01
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N CHART 4

7.

1. Upturn of the global economy in sight

Global industrial production is growing only weakly at the start of 2024
N CHART 4 LEFT This continues the trend from the previous year. As has been the case
since the beginning of 2023, the main contributors to growth were the emerging
markets v GLOSsARY, especially China, but hardly any of the advanced economies.
v GLosSARY The Purchasing Managers' Index for the global manufacturing
sector, which is regarded as a leading indicator for the development of industrial
production worldwide, fell at the current margin, but remains above the
growth threshold of 50 points. v CHART 3 RIGHT As in 2023, the indicator in the
advanced economies remains below the threshold value of 50 points. For the
emerging markets, the index is mostly above this level. The Purchasing Managers'
Index for the global services sector has been above the growth threshold since
January 2023. In addition to the strong demand for services in the US, higher
spending on services in emerging markets is now also likely to be responsible for
this.

Global trade in goods has been recovering since September 2023. N CHART 4
rRIGHT Positive contributions to global trade in goods in the second half of 2023
came primarily from China. In addition to the state-subsidised overcapacity in
the Chinese manufacturing industry, the weak evolution of domestic price due to
the current economic situation in China is also benefiting the Chinese export
economy (Boullenois et al., 2024; Cotterill et al., 2024). ~ Box 1 The decline in
freight costs in 2023 is also likely to have contributed to the revival of global
trade in goods. v cHART 5 In contrast, weak demand for goods from the euro area
and the United Kingdom continues to weigh on global trade. v i1EM 9 According to
the OECD, stagnating consumer confidence in the forecast period means that

Regional contributions to global growth of industrial production and trade in goods?

Global industrial production? Global trade in goods
Growth contributions to change on the same Growth contributions to change on the same
month of the previous year in percentage points month of the previous year in percentage points

||||||||||||||||||||||||| ’4 |||||||||||||||||||||||||

2022 2023 2024 2022 2023 2024

Euro area Other advanced economies China Other emerging economies — World (%)

-- World, average in the period 2010 to 2019 (%)

1 - Change on same month of the previous year, price- and seasonally adjusted. Data and country definitions of the Dutch
Centraal Planbureau (CPB). Country weighting based on 2010. 2 - Excluding construction.

Sources: CPB, own calculations
© Sachverstandigenrat | 24-053-02
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Development of global freight rates and regional distribution

800
700
600
500
400
300
200
100

-100

Freight rates increased slightly, but global Higher freight rates due to avoidance of the
supply chains at long-term average Red Sea
Index, Standard Change on previous year in %,
@ 2018-2019 = 100 deviation growth contributions in percentage points
R -7 500 -
R - 6
400 A
R 5
i -4 300 A
R -3
200 A
R r 2
R A -1 100 A
o el i
R r-1 5! [
IIIIIIIIIIIIIIIIIIIIIII'2 ‘100 IIIIIIIIIIIIIIIIIIIIIIII
2019 20 21 22 23 2024 2019 20 21 22 23 2024
— Freightos Baltic Global* — Freightos Baltic Global
Global Supply Chain Pressure Index Trade routes3:
(C'_'SCPD2 China/East Asia- ™ China/East Asia-
(right-hand scale) Northern Europe Mediterranean Sea

China/East Asia-East © China/East Asia-West
Coast North America Coast North America

W Atlantic ® Residuum

1 - Freight rates on the spot market of 40-foot containers for twelve trade routes. 2 - The GSCPI combines various indi-
cators of transport costs and supply shortages into one index. The Index is normalized to a mean of zero. The deviation
from the mean value are measured in standard deviation are shown. 3 - The global price change can be explained by
price changes of the 12 trade routes. To estimate the weights for each trade route, the global price change is regressed
on the price changes of the trade routes under the following two constraints: Each weight is greater than or equal to zero
and the sum of the weights is one. The underlying estimation period is 2017Q3 to 2024Q1.

Sources: Benigno et al. (2022), Freightos, own calculations
© Sachverstandigenrat | 24-078-03

these economies are only expected to make small contributions to growth in global
trade in goods in 2024. Freight costs have risen since the beginning of the year
due to attacks on cargo ships in the Red Sea and longer transport routes (IfW,
2024; OECD, 2024). However, freight costs are still well below the level of the
second half of 2021. N CHART 5

In the group of advanced economies, the USA and Japan increased their
economic output by 2.5 % and 1.9 % respectively in 2023, which is well above
their potential output growth rates (GCEE Annual Report 2023
items 88 ff.). The US upturn was largely driven by a sharp rise in private con-
sumption. v Box 1 Foreign trade was the main contributor to GDP growth in Japan
due to high exports and lower imports in the first half of 2023. The yen has re-
cently depreciated further and is likely to provide renewed impetus for Japan's
net exports in 2024. In contrast, GDP growth in the United Kingdom and the euro
area was low in 2023 and even negative in the second half of 2023. ~ TABLE 1 On the
expenditure side, private consumption expenditures were weak in both
regions. M [TEM 19 Private consumption also remained subdued in Japan. With the
exception of the USA, the reluctance of private consumers to spend is likely to
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continue to dampen growth prospects in many advanced economies over the fore-
cast horizon.

10. Among the emerging markets, economic growth remains high. Economies
such as India and the Philippines are on the upturn. v 1A8LE 1 The Chinese econ-
omy grew by 5.4 % in 2023, exceeding the government's growth target of 5 %.

N TABLE 1
Gross domestic product and consumer prices of selected countries

Gross domestic product? Consumer prices

Change on previous year in %

a 1
| Changeonpreviousyearin% |
0.9 1.2 1.8 8.0 51 3.7

Weight

Country/country group

Europe 27.8
Euro area 16.7 0.6 0.8 1.5 54 24 2.1
United Kingdom 35 0.1 0.5 1.6 7.3 3.0 2.4
Russia 2.1 3.0 2.5 1.8 5.9 7.3 6.0
Central and Eastern Europe4 1.9 0.4 2.5 3.3 11.4 4.1 3.9
Turkiye 1.2 45 3.1 3.3 53.9 52.0 30.9
Other countries® 2.5 0.8 13 1.9 4.0 2.3 1.7
America 36.9 24 21 1.9 6.8 6.9 4.5
United States 29.0 2.5 2.3 1.8 4.1 3.1 2.4
Latin America® 3.3 1.6 0.9 2.1 33.1 44.3 24.6
Canada 2.3 11 1.2 21 3.9 25 21
Brazil 2.3 2.9 2.1 2.3 4.6 3.8 3.6
Asia 33.5 4.6 4.5 4.3 1.9 1.7 2.2
China 18.7 5.4 5.1 4.7 0.2 0.7 1.8
Japan 45 1.9 0.7 1.5 33 2.4 1.7
India 3.8 7.1 6.6 6.6 5.7 4.9 4.5
Asian advanced economies’ 3.6 1.5 3.5 2.8 3.4 2.4 2.2
Southeast Asian emerging economies 2.9 4.1 4.5 4.9 3.4 2.0 1.8
Total 100 2.7 2.6 2.7 5.3 45 34
Advanced economies® 65.6 1.6 1.6 1.8 4.6 2.8 2.2
Emerging economies™® 34.4 4.7 4.4 4.3 6.8 7.8 5.7
memorandum:
weighted by exports™* 100 1.4 1.8 2.3
following IMF concept? 100 3.2 3.1 3.2
World trade™ - 17 13 2.0

1 - GDP (US dollar) of the named countries or country groups in 2023 as a percentage of total GDP of the named coun-
tries or country groups, corresponding to 90 % of the IMF country group weighted by US dollars and 85 % of the IMF coun-
try group weighted by purchasing power parities. 2 - Price-adjusted. Values are based on seasonal and calendar-adjusted
quarterly figures. 3 - Forecast by the German Council of Economic Experts. 4 - Bulgaria, Czechia, Hungary, Poland, Ro-
mania. 5- Denmark, Norway, Sweden, Switzerland. 6 - Argentina, Chile, Colombia, Mexico. 7 - Hong Kong, Republic of
Korea, Singapore, Taiwan. 8 - Indonesia, Malaysia, Philippines, Thailand. 9 - Asian advanced economies, euro area,
Central and Eastern Europe, Australia, Canada, Denmark, Japan, Norway, Sweden, Switzerland, United Kingdom, United
States. 10 - Latin America, Southeast Asian emerging economies, Brazil, China, India, Russia, Tirkiye. 11 - Total of all lis
countries. Weighted by the respective shares of German exports in 2023. 12 - Weights according to purchasing power
parities and extrapolated to the countries covered by the IMF. 13 - As measured by the Dutch Centraal Planbureau (CPB).

Sources: CPB, Eurostat, IMF, national statistical offices, OECD, own calculations
© Sachverstandigenrat | 24-028-01
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The relatively strong increase in China's economic output was largely due to
strong growth in the first quarter of 2023 following the lifting of pandemic-related
restrictions. Following weak growth in the second quarter of 2023, the Chinese
economy also expanded strongly again in the second half of 2023. vy Box 1 In spring
2024, rising industrial production and higher sales in retail and other service sec-
tors, such as travel and hospitality, are key factors for continued high GDP growth
rates in emerging markets.

N BOX 1

Focus: The major economies of the USA and China

The strong economic growth in the US in the second half of 2023 was broad-based. Private
consumption expenditures made the largest contribution to growth. Additional impetus was pro-
vided by government spending and gross fixed capital formation in construction and manufac-
turing. Consumer price inflation has stabilised at a level above 3 % since summer 2023 and
has not fallen any further. ~n cHART 6 LEFT The core inflation rate and the inflation rate in core
services excluding housing costs ("super core") are still above the overall inflation rate. Accord-
ing to IMF estimates, one reason for the continued high core inflation is the expansionary fiscal
policy (IMF, 2024). In particular, the inflation rate in core services excluding housing costs is a
meaningful indicator of future inflation dynamics (Powell, 2022) and does not suggest a rapid
decline in inflation. As a result, the path for the policy rate cuts expected on the market has
already shifted back a few months at the beginning of the year.

According to the current forecast, the US economy grew by 0.4 % in the 1st quarter of 2024
compared to the previous quarter. The purchasing managers' indices for the manufacturing and
services sectors continued the downward trend of recent months in April 2024, but are still
above or at the growth threshold level. The outlook for US growth in the second quarter of 2024
has therefore cooled further compared to last year. As the domestic economy continues to ex-
pand and inflation in the US is only likely to continue to fall very slowly, the interest rate path
expected by the market is shifting. Accordingly, the interest rate projections published by the
Federal Open Market Committee of the Federal Reserve System for the forecast year 2025
signal a less sharp fall in the US key policy rate (FOMC, 2024). US growth at the end of 2023
supports growth in 2024 due to a high statistical carry-over N GLOSSARY of 1.4 %. A continued
high government deficit should also support growth. The GCEE is therefore raising its forecast
for GDP growth in the US for 2024 to 2.3 %. For 2025, the GCEE is forecasting GDP growth of
1.8 %. N TABLE 1 For inflation, the GCEE forecasts 3.1 % and 2.4 % for 2024 and 2025 respec-
tively.

Following the strong increase at the start of the year, the Chinese economy grew strongly
again in the second half of 2023, at an annualised rate of 5.4 % compared to the previous six
months. On the production side, industrial production provided support. On the expenditure
side, domestic travel made a positive contribution, but private consumption was subdued. Con-
sumer price inflation in China was negative for several months in the second half of 2023.
N CHART 6 RIGHT This was mainly due to declines in food and energy prices. Core inflation, on the
other hand, fell only slightly in the same period.

In the 1st quarter of 2024, Chinese GDP rose by 1.6 % compared to the previous quarter.
Currently, the outlook for Chinese growth in the second quarter of 2024 remains positive. In-
dustrial production and retail sales have been trending upwards since the start of the year. As
in 2023, domestic travel and capital formation in infrastructure are also supporting the Chinese
domestic economy. In contrast, capital formation in residential and commercial construction
continues to decline. As a result, the weak property market continues to weigh on the domestic
economy and poses a risk to the Chinese overall economy (GCEE Annual Report 2023 item 13).
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N CHART 6
Consumer price inflation...

... still elevated in the USA

Change on the same month of previous year in %
resp. contributions in percentage points

... very low in China?

Change on the same month of previous year in %
resp. contributions in percentage points

10 4

o N ~ O [00]
1

-2 TIT T I T T I T[T T T I T T T T [ T T rrrir) -2 T T T I T T T T T[T T T I T T T T [ T T T rrriT)

2021 2022 2023 2024 2021 2022 2023 2024

— Headline inflation — Core inflation® — Headline inflation — Core inflation

Food Services less B Rent of shelter Food and tobacco M Residence

rent of shelter N
Transport & Communication ™ Other3

Energy com- = Commodities less food
modities and energy commodities

1 - Overall index excluding food and energy. 2 - The National Bureau of Statistics (NBS) of China does not publish
weights for the subindices of consumer price inflation. The weights are recalculated every five years, most recently
in January 2021. To estimate the weights for the subindices, consumer price inflation from the year 2021 onwards
is regressed on the subindices under the following two constraints: Each weight is greater than or equal to zero
and the sum of the weights is one. 3 - Includes price changes for the following categories: Clothing; household
articles and services; education, culture and recreation; health care; miscellaneous goods and services.

Sources: BLS, NBS, Refinitiv Datastream, own calculations
© Sachverstandigenrat | 24-081-03

In addition, inflation in China remains at a very low level. At the beginning of the year, state-
subsidised overcapacity in meat production led to a fall in food prices. The deflationary trend
was briefly interrupted in February 2024 due to the New Year celebrations. The price trend was
weak again in March 2024. The GCEE is therefore forecasting Chinese GDP growth of 5.1 %
and 4.7 % for 2024 and 2025. n 1ABLE 1 The GCEE is forecasting inflation to be around 0.7 %
and 1.8 % for 2024 and 2025.

11. Global GDP growth in 2024 is likely to be at a similar level to the previous
year. v cHART 3 LEFT This is signalled by the rising global purchasing managers' in-
dices for the services and manufacturing sectors. On the production side, global
industrial production and trade in goods are likely to increase. In addition, the
policy rate cuts are likely to have a positive effect on financing conditions over the
further forecast horizon and thus slowly boost gross fixed capital formation. In
contrast, fiscal policy is expected to provide little impetus, as many general gov-
ernments around the world are consolidating their budgets. Overall, the GCEE
expects global GDP growth of 2.6 % in 2024 and 2.7 % in 2025. N TABLE 1

Global trade in goods is expected to grow by 1.3 % in 2024 and 2.0 % in 2025.
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N CHART 7
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2. Decline in inflation slows down

Consumer price inflation continued to fall in many economies at the
start of 2024. However, the decline has slowed recently. ~ cHArRT 7 In the USA and
Japan, consumer prices inflation remains at an elevated level. The core rate -
driven by price increases for rents and services - is the main driver of inflation in
the USA. v Box 1 Nominal wages have risen sharply in the USA, the United King-
dom and most recently also in the euro area. ~ cHART 7 The strong wage growth
is likely to be partly passed on to consumers and thus slow down the decline
in inflation. In China, however, falling food prices, which together with tobacco
products account for around 30 % of the basket of goods, contributed to low, in
some cases negative inflation rates. v Box 1

The price of North Sea Brent crude oil has risen considerably since the be-
ginning of 2024 and averaged just under 89 US dollars per barrel in April 2024.
N cHART 8 LEFT This is almost 9 US dollars above the long-term average for the years

Inflation and wage growth in selected economies
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2024Q1 corresponds to the value for January.

Sources: BLS, Eurostat, OECD, ONS, Statistics Bureau of Japan, own calculations
© Sachverstandigenrat | 24-077-02
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N CHART 8

14.

2010 to 2019. On the demand side, the price increase was driven in particular by
an improved economic activity in China and the USA. On the supply side, produc-
tion volumes in the USA, Russia and some OPEC+ member states v GLossARY have
increased. However, OPEC+ is curbing its production capacity and has announced
further production cuts (IEA, 2024). The price is therefore likely to remain high.
Natural gas prices have fallen again since the start of 2024. The wholesale
price for natural gas in Europe was around 29 euros per megawatt hour (MWh)
in April 2024, which is above the average for the years 2010 to 2019 of around 20
euros per MWh, but well below the highs of 2022. The futures price curves indi-
cate a moderate upward trend for the forecast period.

The central banks in the USA, the United Kingdom and the euro area have kept
their key policy rates constant since October 2023. ~ cHART 8 RIGHT Key policy
rates are expected to fall over the forecast horizon due to declining con-
sumer price inflation. The slow decline in inflation in the USA and the United
Kingdom v itEm 12 may be one reason why the markets expect a faster and stronger

Energy prices and key interest rates

Energy prices have recently evolved
differently

€/MWh, US dollar/barrel

Key interest rates” of advanced economies
are likely to fall over the forecast horizon
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Real constant price®

1 - The European Gas Index (EGIX) is based on exchange trades with the respective current front month contracts of the
Trading Hub Europe (THE). A front month contract is defined as a contract maturing in the next month that is traded on
the futures exchanges. 2 - Average futures prices of the last 10 trading days for May 2024 and the following months, as
of 3. May 2024. 3 - Prices are based on delivery at the Henry Hub in Louisiana. Official daily closing prices at 2:30 p.m.
from the trading floor of the New York Mercantile Exchange (NYMEX) for a specific delivery month. 4 - Price in US dollar/
MMBtu (1 million British thermal units) converted into €/MWh. For the conversion of the futures prices, the last available
daily rate is used. 5 - Japan Korean Marker (JKM) is the Northeast Asia spot price index for LNG delivered ex-ship to
Japan und Korea. 6 - Qil price extrapolated with an annual inflation rate of 2 %. 7 - The considered key interest rates
are the main refinancing operations rate and the ECB deposit facility rate for the euro area, the federal funds rate for the
USA and the bank rate for the United Kingdom. 8 - Market participants' expectations of central bank interest rates
derived from the 30-day Federal Funds Futures for the USA the 3-month EURIBOR futures for the euro area and the
overnight index swap forwards for the United Kingdom, as of 3. May 2024.

Sources: BoE, ECB, EEX, EIA, Fed, ICE, NYMEX, Refinitiv Datastream, own calculations
© Sachverstandigenrat | 24-075-01
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interest rate cut in the euro area than in the USA and the United Kingdom, in line
with the futures price curves. At the end of 2025, key policy rates in the USA and
the United Kingdom are likely to be just below 4.5 %. In the euro area, they are
likely to fall more sharply to around 2.6 %.

15. Inthe first quarter of 2024, consumer price inflation in the USA, the United King-
dom, Japan and the euro area was moderately higher at rates between 2.5 % and
3.6 % compared to the same quarter of the previous year. v cHART 7 In the forecast
horizon, inflation is no longer likely to be driven primarily by energy prices. v Box 5
v 1TEM 13 Nominal wage growth is expected to remain high and exceed infla-
tion. v itEM 12 The resulting real wage gains are likely to boost private con-
sumption over the forecast horizon, but slow down the rapid decline in con-
sumer price inflation. The GCEE therefore expects a global inflation rate of
4.5 % for 2024, meaning that the target values of the major central banks are
unlikely to be reached by the end of 2024. For 2025, the GCEE expects a global
consumer price inflation rate of 3.4 %. Inflation dynamics continue to remain
subject to increased uncertainty. ~ Box 2 For example, an intensification of geopo-
litical tensions could slow down the normalisation of inflation again. ~ TEm 16

The forecast of global consumer price inflation is derived from the GCEE's indi-
vidual inflation forecasts for 51 countries. ~ TABLE 1 The evaluation of the inflation
forecasts since 2015 shows that they were not systematically biased and
that the forecast errors are similar to the forecast errors of other institutions.
N BOX 2

N BOX 2

Analysis: Evaluation of the GCEE's inflation forecasts

The GCEE has been forecasting the development of GDP and inflation for Germany and 49 other
countries twice a year since 2012. N TABLE 1 In the GCEE Annual Report 2023, the GCEE system-
atically evaluated its GDP forecasts for all 50 countries and showed that they are not system-
atically biased (GCEE Annual Report 2023 box 2). Forecasts are subject to uncertainty. Shocks
can unexpectedly raise the price level, as the energy crisis in 2022 showed (GCEE Annual Re-
port 2022 items 7 f.), or lower it, for example due to an unexpected slump in demand. Forecast
errors are therefore not always avoidable.

Like the GDP forecasts for the 50 countries, the GCEE's inflation forecasts have not been
systematically biased since 2014. ~ cHART 9 LEFT As for the forecast errors for GDP (GCEE Annual
Report 2023 box 2), the uncertainty about the inflation trend and thus the size of the forecast
errors are higher in March than in November. With the additional information available in au-
tumn, inflation for the current year can be better estimated.

The GCEE's forecast errors are also comparable with those of other institutions that publish
their forecasts at similar times. N CHART 9 RIGHT The European Commission and the OECD publish
their forecasts in May or June and in November or December respectively. The IMF forecasts
are usually published in April or October. The median close to zero indicates that inflation was
underestimated just as often as overestimated in the reviewed time period. However, the wider
spread of the positive forecast errors reveals that the forecast errors were larger when inflation
was underestimated. In 2021 and 2022 in particular, the sharp rise in inflation was repeatedly
underestimated by most institutions. This is probably due not least to the tendency to revert to
the mean, which is inherent in many empirical forecasting models (GCEE Economic Outlook
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2022 box 4). According to the mean square error, an indicator of the average forecast quality,
the OECD forecasts are the least prone to revisions.

N CHART 9
Forecast error for CPI growth in 50 countriest

Forecasts of the GCEE are not systematically Forecast errors are larger when inflation
biased has been underestimated?
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1 - Forecast errors are the difference between the realised inflation for the respective year and the forecast for
the same year, which was prepared either in March or November. The whiskers show the 10th to 90th percentile.
The dot represents the median. The 50 countries include those in Table 1 excluding Australia. Forecasts for Vene-
zuela, which were still included in publications until March 2016, are not included. 2 - November and March
forecasts are from the GCEE Annual Report and the GCEE Economic Outlook, respectively. 3 - In the groups of
50 countries, OECD, euro area and G7, 791, 526, 272 and 112 forecast errors are included, respectively. 4 - For
countries in the euro area and the United Kingdom, the Harmonised Index of Consumer Prices (HICP) is used.

5 - The European Commission forecasts the HICP by default. The forecast of the national CPI is only used for
Canada, Japan and the USA.

Sources: European Commission, IMF, OECD, own calculations
© Sachverstandigenrat | 24-114-02

3. Opportunities and risks: Geopolitical tensions
and sticky inflation

16. Geopolitical uncertainty has been significantly higher than the histori-
cal average since the start of 2022. v cHART 10 LEFT The reasons for this are the
ongoing war in Ukraine and the Middle East conflict resulting from the Hamas
terrorist attack on Israel in October 2023. N cHART 10 RIGHT If the uncertainties about
support for Ukraine increase, the geopolitical risk could intensify, especially for
Europe. In addition, a geographical expansion of the war in the Middle East could
affect trade routes for crude oil and natural gas (Tagliapietra, 2023). Distortions
in the Strait of Hormuz bordering Iran, a strait through which around a fifth of
global crude oil and a quarter of global LNG production is shipped, could make

energy significantly more expensive and thus fuel inflation again.
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Geopolitical uncertainty

Geopolitical risk? is elevated since 2022... ... and has increased notably since autumn
2023
15-day moving average 15-day moving average
(@ 2000-2019 = 100) (@ 2000-2019 = 100)
400 1 Russian invasion of the Ukraine 400 1
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attack of the Ukraine

(T = 7.10.2023) (T = 24.2.2022)

1 - The Geopolitical Risk Index reflects the results of automated text searches in ten newspapers in the USA. It is calcu-
lated from the ratio of articles on negative geopolitical events to the total number of articles in each newspaper for each
month (see Caldara and lacoviello, 2022).

Sources: Caldara and lacoviello (2022), own calculations
© Sachverstandigenrat | 24-076-02

17.

Currently, consumer price inflation in the US remains at an elevated
level. v iTEM 12 According to the household survey conducted by the Federal Re-
serve Bank of New York, inflation expectations for the next three years rose
by 0.2 percentage points to 2.9 % in March 2024 (New York Fed, 2024). The Fed's
first interest rate cut could therefore take place later than the markets expect.
Prolonged higher interest rates would have a greater negative impact on
overall economic demand than forecast. In addition, the US government's contin-
ued high budget deficit during the 2024 election year could have a negative impact
on the fight against inflation in the US (IMF, 2024). v Box 1

In contrast to the USA, inflation rates in other economies are falling faster. The
central banks of these economies could therefore lower their key policy rates ear-
lier than the Fed. Large interest rate differentials could lead to sharp de-
valuations of the affected currencies against the US dollar, which could
make imports more expensive in these economies and contribute to higher infla-
tion. In addition, there could also be significant capital outflows from emerging
markets, which are often dependent on foreign capital to raise debt.
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Ill. EURO AREA

18.

19.

20.

In 2023, GDP in the euro area increased only slightly. The temporary de-
cline in global trade, tight monetary policy, the weakening industry in the wake of
of the energy price shock, loss of purchasing power, and dampened consumer con-
fidence all had a negative impact on the real economy. A recovery in private
consumption expenditure due to rising real income, the upturn in global
trade as well as rising global industrial production will drive moderate growth in
the euro area in 2024. Monetary policy easing in the current year should pro-
vide positive growth impetus for 2025. The GCEE expects euro area GDP to grow
by 0.8 % in 2024 and by 1.5 % in 2025. Inflation is likely to fall from 5.4 % in
2023 to 2.4 % in 2024 and 2.1 % in 2025.

1. The economy is facing a slow recovery

In 2023, euro area GDP experienced sluggish growth of 0.6 %; v 7A8LE 3
output remained at roughly the same level throughout the year. v cHART 11 LEFT In
the first quarter of 2024, however, GDP in the euro area grew by 0.3 % compared
to the previous quarter, according to Eurostat's first flash estimate, indicating that
the economy is beginning to recover.

The development of price-adjusted consumption provided moderate support for
the euro area economy in the second half of 2023. However, this was mainly at-
tributed to government consumption, which, adjusted for price, seasonal and
calendar effects, increased in both the third and fourth quarters of 2023 compared
to the previous quarter. v CHART 11 LEFT By contrast, after a slight increase in the
third quarter of 2023 private consumption expenditure only made a mar-
ginal contribution to overall growth in the following quarter. This can be at-
tributed to past losses in real income and the deterioration in consumer confi-
dence. Gross fixed capital formation fell price-, seasonally and calendar-ad-
justed in many euro area economies in the second half of 2023. Excluding Ireland,
it declined significantly in the euro area as a whole in the fourth quarter of 2023.
In addition, the declining changes in inventories v GLossARY contributed negatively
to economic growth in many member states. Among the major economies, gross
fixed capital formation only expanded in Italy, largely due to residential construc-
tion investment as part of the Superbonus programme (European Commission,
2024).

The weak development of global trade in goods and global industrial pro-
duction v cHART 4 also slowed down the economic development in 2023. N 1TEM 8
Not only economies with a high share of the industrial sector in total value added
(GCEE Annual Report 2023 box 3), but also those with a high degree of openness
were more strongly affected. v cHART 11 RIGHT In 2023, the net export contribution
to GDP growth in the euro area was positive at 0.2 percentage points. Neverthe-
less, this was due to the fact that imports fell to an even greater extent than ex-
ports. However, the trend reversal in global trade, v iTEm 8 particularly against
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GDP growth! in the euro area stagnated in the second half of 2023, economies with a high

degree of openness grew relatively weakly?

Gross fixed capital formation and changes in
inventories had a negative impact in the
second half of 2023

Change on previous quarter in %,
growth contributions in percentage points

Member states with higher export-to-GDP ratios
grew more slowly than in the past

Difference in growth* compared to the average
in the years 2010 to 2019 in percentage points
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1 - Price-, seasonally and calendar-adjusted. 2 - AT-Austria, BE-Belgium, CY-Cyprus, DE-Germany, EA-Euro area, EE-Esto-
nia, ES-Spain, Fl-Finland, FR-France, GR-Greece, HR-Croatia, |E-Ireland, IT-Italy, LT-Lithuania, LU-Luxembourg, LV-Latvia,
MT-Malta, NL-Netherlands, PT-Portugal, SI-Slovenia, SK-Slovakia. 3 - As only GDP has been revised so far, but not the ex-
penditure components for 2023, it is assumed that the revision of GDP is a revision of changes in inventories. 4 - Differ-
ence between real GDP growth in 2023 and the average annual growth rate of real GDP in the years 2010 to 2019.

Sources: Eurostat, own calculations
© Sachverstandigenrat | 24-111-03

the backdrop of rising global industrial production, should contribute to the eco-
nomic recovery in the euro area over the forecast horizon. ~ cHART 4

21. The recovery in the euro area in 2024 is also likely to be co-determined by the
development of private consumption demand. The rise in nominal wages and
the decline in inflation rates will lead to an increase in real income. However, the
latter will only gradually translate into an increase in real consumption expendi-
ture over the forecast horizon. v Box 3 Fiscal policy is expected to provide little
impetus for economic development in the euro area, particularly due to the
planned decline in deficits in many euro area economies (European Commission,
2023). N ITEM 34

N BOX 3

Analysis: Effects of changes in price-adjusted disposable income
on the price-adjusted consumption of private households

The relationship between private consumption expenditure and disposable income is a thor-
oughly researched topic in the literature (e.g. Friedman, 1957; Davidson et al., 1978; Hall,
1978; Blinder and Deaton, 1985; Engle and Granger, 1987; Molana, 1991).

In order to analyse the effects of a change in price-adjusted disposable income on price-
adjusted final consumption expenditure of private households, the GCEE estimated an error

Spring Report 2024 - German Council of Economic Experts

17



18

Chapter 1 - Recovery of the German economy is delayed further

correction model (Engle and Granger, 1987; Molana, 1991). For this purpose, price-adjusted
private consumption is regressed on the disposable income of private households in the five
largest economies in the euro area, respectively, in two stages. In the first stage, the long-run
relationship between price-adjusted consumption and disposable income was estimated using
a regression of logarithmised price-adjusted private consumption expenditure on logarithmised
price-adjusted disposable income of private households. In the second stage, the variables in
first differences, the residuals from the first stage - the deviations from the long-run relationship
- and other control variables were regressed on each other in order to estimate the short-run
dynamics. To avoid a bias of the estimates due to extraordinary effects during the pandemic,
the period between the first quarter of 1999 and the fourth quarter of 2019 was used for the
analysis.

N TABLE 2

Real consumption expenditure and real disposable income of private households*

Change in real consumption expenditure of private households>*

Error correction term in t-1 -0.26 " -0.12 -0.27 ™" -0.14 -0.18 "
(0.09) (0.05) (0.08) (0.08) (0.04)
Change in real disposable 0.61 " 0.14 ** 0.26 " 0.19 ** 0.20 ™"
income? in t (0.10) (0.07) (0.04) (0.07) (0.06)
Change in real disposable = 0.21 " - 0.14 *** 0.17 "
income? in t-1 (0.06) (0.05) (0.05)
Change in real disposable = 0.23 ™ = 0.14 ** -
income? in t-2 (0.07) (0.06)
Change in real disposable - 0.16 ™ - 0.11 " =
income? in t-3 (0.05) (0.05)
Change in real consumption - - 0.21 ™ = -
expenditure” in t-1 (0.09)
R? 0.53 0.40 0.59 0.49 0.51
Durbin-Watson coefficient 2.09 2.20 1.77 1.85 2.18

1 - Significance levels: * p-value < 0,1; ** p-value < 0,05; *** p-value < 0,01. Regressions are based on quarterly
values for the period 1999Q1 to 2019Q4. Critical values from Engle and Yoo (1987) and McKinnon (2010) were
used to determine the significance levels of the cointegration between real consumption expenditure and real dis-
posable income of private households and non-profit institutions serving households from the level regression.
Logarithmised price-, seasonally and calender-adjusted values were used for the level regressions, whereby the
level regression for Italy, Spain and the Netherlands includes deterministic time trend in addition to the constant.
The test statistics provided evidence that there is a long-run relationship between real consumption expentiture
and real disposable income in the countries examined (cointegration relationship). The hypothesis of a spurious re-
gression was rejected at a significance level of 1 % for Germany, France and the Netherlands and at a significance
level of 10 % for Spain and Italy. 2 - Changes in the logarithmised price-, seasonally and calender-adjusted values.
3 - The regression includes a constant and, for some member states, additional control variables, such as global
GDP growth compared to the same quarter of the previous year or the trend-adjusted 3-month Euribor interest rate.

Sources: ECB, Eurostat, own calculations
© Sachverstandigenrat | 24-119-01

The results from the first stage suggest that there exists a long-run positive relationship
between price-adjusted private consumption and the disposable income of private households
in the economies analysed. N TABLE 2 The regression from the second stage shows ~ TABLE 2 that
changes in price-adjusted consumption expenditure compared to the previous quarter are in-
fluenced not only by contemporaneous changes in price-adjusted disposable income, but also
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by those from previous quarters. As the regression coefficients are much smaller than unity,
price-adjusted final consumption expenditure is likely to respond less strongly to a change in
price-adjusted disposable income. Furthermore, the negative coefficient for the error correction
term implies that deviations from the long-run relationship between price-adjusted final con-
sumption expenditure and disposable income are gradually corrected.

Overall, this means for the forecast horizon that real wage growth resulting from the sharp
decline in inflation and dynamic nominal wage growth will only gradually translate into rising
real final consumption expenditure. The results also indicate that this effect is likely to occur
more quickly in Germany. However, it should be noted that determinants not included in the
model, such as consumer confidence or overall economic uncertainty, can also influence the

short-run dynamics of consumption and saving behaviour. N ITEM 37

22. A possible monetary policy easing in the course of 2024 is likely to have only
a delayed effect on real economic development in the euro area. A struc-
tural vector autoregression of real GDP, the HICP and the key interest rate in the
spirit of Cecioni and Neri (2011), Ramey (2016) and Wolf (2022) suggests that the
full transmission of changes in the nominal interest rate to the real econ-
omy in the euro area takes up to one and a half years. The model also allows con-
clusions to be drawn about the effects of deviations from the development of key
policy rates in the euro area currently expected on the markets. If, for example,
there was no interest rate cut in the forecast horizon contrary to market expecta-
tions, GDP in the euro area would be around 1.0 % lower in the fourth quarter of
2025. However, estimation and identification uncertainty are increased, espe-
cially towards the end of the forecast horizon.

N CHART 12
Robust labour market continues to ensure dynamic nominal wage growth in the euro area

Heterogeneous nominal wage growth in the Job vacancy rate at a high level despite weak
member states in 20231 economy?3
Change on the same quarter of previous year in % % of the sum of filled and vacant positions
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1 - Seasonally and calendar-adjusted (Germany and France seasonally adjusted). The figure shows gross wages and
salaries per hour worked. 2 - Seasonally adjusted. According to the Statistical Classification of Economic Activities in the
European Community (NACE Rev. 2). Includes industry, construction and services (excluding private households with
domestic staff and extra-territorial organisations and bodies). 3 - Values for France for companies with 10 or more
employees; no value for 2020Q1.

Sources: Dares France, Eurostat, own calculations
© Sachverstandigenrat | 24-110-03
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23.

24.

N CHART 13
Real-time and leading indicators are signalling slight recovery in the euro area economy
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Purchasing Managers' Index! again
indicates an expansion in economic activity

As a result of the subdued GDP growth, unemployment in the euro area
stagnated in the winter half-year 2023/24 and stood at 6.5 % in March
2024. The labour market in the euro area is likely to continue to be characterised
by a shortage of labour (GCEE Annual Report 2023 chart 110). Employees are
therefore likely to be retained in companies despite underutilisation of capacity in
the overall economy and in view of the improving economic outlook. It can be
assumed that the demand for labour and employment growth will gradually flat-
ten out in the wake of subdued economic growth and that the unemployment
rate will only change slightly. In view of the tight labour market and past
losses in purchasing power, robust wage growth is expected to continue. However,
wage increases have probably already peaked. ~ cHART 12 LEFT AND RIGHT In addition,
the Indeed Wage Tracker points to a continuing downward trend in nominal wage
increases in the first quarter of 2024 in most of the euro area member states cov-
ered. In view of the declining inflation v iTem 26 and the easing on the labour mar-
ket, it can be assumed that wage pressure will gradually decrease by the end of the
forecast horizon.

Sentiment indicators suggest a slight economic recovery in the first
half of 2024. For example, the aggregate Purchasing Managers' Index in the
euro area has moved significantly away from its low in the fourth quarter of 2023
and exceeded the growth threshold of 50 index points again, indicating an expan-
sion in economic activity. » cHART 13 LEFT According to the European Commission's
Business and Consumer Survey, consumer confidence has recovered from its low
in the fourth quarter of 2022 but remains below average. ~ cHART 13 RIGHT Confi-
dence indicators in industry, construction and trade have largely declined since
the end of 2021, but have mostly stabilised at low levels in the winter half-year

Consumer confidence has recovered from its
low, industrial confidence indicator remains

weak?
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1 - HCOB Eurozone Composite PMI Output Index. 2 - Sectoral confidence indicators from the European Commission's
Business and Consumer Survey.

Sources: European Commission, Eurostat, S&P Global, own calculations

© Sachverstandigenrat | 24-109-02
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N TABLE 3
Gross domestic product, consumer prices and unemployment rate in the euro area

Country/

country group in %* Change on previous year in %

Euro area®

including:
Germany
France
Italy
Spain
Netherlands
Belgium
Ireland
Austria
Finland
Portugal
Greece

memorandum:
Euro area without
Germany
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2023/24. However, confidence in industry once again recorded a slight decline at
the current margin. Confidence in the services sector has been trending sideways
since mid-2022, which is likely due in part to the gradual increase in consumer
confidence and the shift from the consumption of goods to services.

The GCEE expects GDP to grow by 0.8 % in the euro area in 2024.
N TABLE 3In 2025, economic growth in the euro area is likely to recover more
strongly and average 1.5 % for the year. The moderate decline in inflation to-
gether with the robust growth in nominal wages is expected to have a positive ef-
fect on real income. The gradual increase in private consumption expenditure
y Box 3 should therefore drive the economic recovery in the course of 2024. The
moderate recovery in global trade and global industrial production v iteEm 11 should
already provide impetus in 2024, especially for those economies in the euro area
with a high export to GDP ratio. However, higher energy prices, especially elec-
tricity prices, are likely to continue to weigh on growth. It can also be assumed
that policy rate cuts, which are likely to take place from the second quarter of
2024, will only provide further stimulus from 2025 onwards due to more favour-
able financing conditions ~ ITEm 28, especially in the interest-sensitive economic
sectors.
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(caIendar—adjusted)2 P ( ) ploy
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195 0.9 0.8 14 5.7 2.4 il 7.3 7.6 S
14.5 1.0 0.7 1.0 5.9 iLfs 1.8 7.7 7.3 &
10.2 25 2.3 2.0 3.4 3.2 24 12.2 11.7 11.4
7.2 0.2 0.8 1.5 4.1 2.8 2.2 3.5 aLT S
4.1 1.4 14 1.5 2.3 3.7 2.2 5.5 513 5.5
35 - 33 0.1 3.9 5.2 2.0 2.0 4.3 4.4 4.4
3.3 - 0.7 0.3 1.6 7.7 3.8 2.7 5.1 B2 B2
1.9 -10 -02 1.9 4.3 1.2 1.6 7.2 7.9 7.9
1.8 2.3 i) 2.0 5.3 2.2 21 6.6 6.5 6.4
1.5 2.0 15 2.0 4.2 2.7 21 111 10.2 9.8
713 0.8 11 1.7 5.2 25 21 7.8 7.7 7.6

1 - GDP in the year 2023 as a percentage of the GDP of the euro area. 2 - Price-adjusted. Values are based on seasonal
and calendar-adjusted quarterly figures. 3 - Harmonised Index of Consumer Prices. 4 - According to the measuring con-
cept of the International Labour Organization (ILO). For the total euro area and euro area without Germany weighted by
the labour force of 2023. 5 - Forecast by the German Council of Economic Experts. 6 - Weighted average of the 20 euro
area member states.

Sources: Eurostat, own calculations
© Sachverstandigenrat | 24-029-01
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26.

27.

2. Inflation rate already close to the target

HICP inflation in the euro area amounted to around 5.4 % in 2023. It thus con-
tinued its downward trend in the winter half-year 2023/24 ~ cHART 14 ToP
LErT and was 2.4 % in April 2024 compared to the same month of the previous
year. However, compared to the previous quarter, seasonally adjusted HICP in-
flation increased significantly in the first quarter of 2024 and stood at 0.7 %.
N CHART 14 TOP RIGHT

Core inflation also continued its decline, but was still at 2.7 % in April 2024
compared to the same month of the previous year. It is mainly driven by high in-
flation in the services sector. Although it fell to 3.7 % in April 2024 compared to
the same month of the previous year, it remained at 4.0 % in the previous five
months and continued to gain in importance for the overall index in the first quar-
ter of 2024. v CHART 14 TOP LEFT AND RIGHT The strong persistence of services in-
flation is likely to be attributed to strong wage growth v cHART 12 and the greater
role of labour costs in the production of services, as well as the sluggish pass-
through of inflation (GCEE Annual Report 2023 box 7). This contributes signif-
icantly to the high domestic price pressure, which can be seen, for example,
in the 5.3 % increase in the GDP deflator in the fourth quarter of 2023 compared
to the same quarter of the previous year. Inflation for non-energy industrial
goods, on the other hand, has fallen the most among all inflation components
and was 0.9 % in April 2024 compared to the same month of the previous year.
Various other inflation measures also show a downward trend and are already at
2 % in some cases - especially the model-based inflation measures. ~ CHART 14
BOTTOM LEFT Prices at upstream stages of production also fell significantly in some
cases, although some indicators are currently showing signs of normalisation and
thus an easing of the energy price-related effects. N CHART 14 BOTTOM RIGHT

The Governing Council of the ECB had left key policy rates unchanged since
its meeting at the end of October 2023. v cHART 8 RIGHT Since then, it had taken
the view that key policy rates are at a level that, if maintained for a sufficiently
long period, would make a significant contribution to price stability (ECB, 2023a,
2024a). In April, the Governing Council of the ECB indicated that mone-
tary policy easing would be appropriate if its updated assessment of the in-
flation outlook, inflation dynamics and the strength of monetary policy transmis-
sion strengthened its confidence that inflation would approach the target on a
sustained basis (ECB, 2024b). Market participants have already priced in a cut in
the key policy rate at the June meeting. v cHART 8 RIGHT The interest rate rules for
the euro area also suggest that a monetary policy easing in the second quarter of
2024 is likely to be justified. v Box 4
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N CHART 14
HICP inflation? in the euro area falls sharply compared to the same period last year, services

continue to make the largest contribution

Service sector prices continue to gain in Service sector prices rose more strongly
importance compared to the same quarter again in the 1st quarter of 20244
of the previous year
Change on the same quarter of the previous year Change on previous quarter in %
resp. contributions in percentage points resp. contributions in percentage points
12 4 4 -
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8 -
6 2 1
4 4 1 A
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2019 20 21 22 23 2024 2019 20 21 22 23 2024

— Total HICP — Core inflation?

Contributions: Food3® m Services Energy Non-energy industrial goods

Various inflation measures still indicate Price trends at upstream stages of production
increased inflationary pressure in some cases have normalised
Change on previous year in %, monthly Change on previous quarter in %
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— Total HICP — HICP Core inflation2 Import price index (extra euro area)s:
HICP Trimmed mean 30 %° — Intermediate  — Consumer goods®
ds indust
HICP supercore® £00ds Industry
Producer price index (domestic sales)810;
HICP PCCI — HICP PCCI
(total index)” (core inflation)27 — Industry exclud- Consumer goods®

ing energyt

HICP4: Non-energy industrial goods

1 - Harmonised Index of Consumer Prices. 2 - Total index excluding energy, food, alcohol and tobacco. 3 - Food includ-
ing alcohol and tobacco. 4 - Except energy: seasonally and calendar-adjusted values and until the end of 2022 excluding
Croatia. 5 - When calculating the trimmed mean, 15 % of the components (measured by their weighting in the overall
index) with the lowest or highest price increases are excluded at each pointin time. 6 - The supercore measure for the
core rate corresponds to the part of the price increases of the respective components of the HICP excluding energy and
food that can be explained by the output gap in a regression. Details on the calculation in Enrmann et al. (2018).

7 - 3-month moving averages. The Persistent and Common Component of Inflation (PCCI) is a model-based measure of
the core HICP rate in the euro area based on a dynamic factor model for the individual components of the total HICP and
the total HICP excluding energy and food, respectively, in twelve euro area member states. For details on the calculation,
see Banbura and Bobeica (2020a). 8 - According to the Statistical classification of economic activities in the European
Community (NACE Rev. 2). 9 - Excluding food and tobacco. 10 - In 2024Q1 only values from January and February are
included. 11 - Mining and quarrying; manufacturing excluding the main industrial groupings of energy production.

Sources: ECB, Eurostat, own calculations
© Sachverstandigenrat | 24-063-03
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N BOX 4
Analysis: Monetary policy classification (r* and interest rate rules)

As a result of the sharp decline in inflation in the euro area, the markets expect a policy rate
cut in the near future. N cHART 8 Simple interest rate rules (also known as monetary policy reac-
tion functions) such as the Taylor rule can provide guidance on the direction of monetary policy
and are often used as a guide by monetary policy decision-makers.

The unobservable neutral short-term real interest rate r* N GLOSSARY plays an important role
in the calculation of the Taylor rule. r* is the real interest rate that clears the capital market
without generating inflationary pressure. In order to estimate the development of the neutral
interest rate r* for the euro area, the GCEE uses the Bayesian method of Berger and Kempa
(2019) and Berger and Ochsner (2024) who apply a version of the Holston-Laubach-Williams
(2017) model to estimate r*. The estimate shows an increase in r* from around -0.13 % in
third quarter of 2022 to around 0.8 % in in the fourth quarter of 2023. N CHART 15 RIGHT Taking
this development of r* into account, monetary policy in the euro area should currently be suffi-
ciently tight according to the Taylor rule, meaning that inflation is likely to return to its target of
2 % over the forecast horizon. N CHART 15 LEFT Given the sharp fall in inflation, an interest rate cut
in the second quarter of 2024 is likely to be appropriate.

N CHART 15
Simple interest rate rules suggest an early and gradual reduction in key interest rates

Interest rate according to the Taylor rulet Neutral short-term real interest rate (r*) rises
accounting for additional factor variation? at the current margin
% Forecast period? %
20 - roTEbdsL e 6 -
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10 - 3 7\ Seas
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1999 02 05 08 11 14 17 20 2025 1999 02 05 08 11 14 17 20 2023
— Interest rate implied by the Taylor rule (mean) —r*
Range of interest rates implied by the Taylor rule 90 % probability mass of r*

Key interest rate*

1 - Equation:i=2+ m+ 0,5(m - m*) + 0,5y. i is the interest rate implied by the Taylor rule for the money market; it
depends on the real interest rate in long-term equilibrium (estimated at 2 %), the current inflation rate in deviation
from the central bank's target, (m - n*), and the output gap, y. y = 100(Y-Y*)/Y*, where Y is real GDP and Y* is po-
tential output. 2 - Refers to the euro area with 20 member states. The calculation is based on all combinations of
three inflation measures (HICP, core HICP and GDP deflator), three output gaps (AMECO, IMF and OECD) and three
different equilibrium interest rates (2 % constant, floating r* following Holston et al. (2017) and floating r* follow-
ing Berger and Ochsner (2024). Due to the high volatility of r*, the average value from 2023Q1 to 2023Q4 was
used to calculate the forecast values). The core HICP was approximated by the HICP excluding energy and unpro-
cessed food (time-varying country composition) for the period between 1999 and 2001. 3 - Based on forecasts
by AMECO, ECB, IMF and OECD. 4 - Main refinancing operations rate.

Sources: ECB, European Commission, Fed, IMF, OECD, own calculations

© Sachverstandigenrat | 24-092-01

28. Lending rates have stabilised at a high level since autumn 2023. In January
2024, interest rates on mortgages to private households fell only slightly, while
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those on corporate loans remained largely unchanged (ECB, 2024c¢). A similar
picture emerges for bank lending standards, which were tightened significantly as
monetary policy became more restrictive: In Q1 2024, banks in the euro area
tightened these guidelines for corporate e and consumer credit again slightly,
while they eased those for mortgages for the first time since the end of 2021,
driven primarily by competition in the French banking market (ECB, 2024d).
Overall, the rise in interest rates continues to have a negative impact on credit
growth. In January 2024, the annual growth rates of bank lending to firms
and households (adjusted for sales and securitisations) were close to zero on
average in the euro area and in Germany and France. They were slightly below the
respective figures for the fourth quarter of 2023.

Following the recent tightening of monetary policy, there is a clear gap between
interest rates for fixed-term deposits, which have risen in line with key pol-
icy rates, and those for overnight deposits, which have increased very weakly
due to the market power of banks, for example. This has led to considerable shifts
in household portfolios. For example, the volume of overnight deposits held by
private households in the euro area fell from €5.6 trillion in July 2022 to €5.1
trillion in January 2024. In the same period, deposits with fixed maturities of up
to two years tripled (ECB, 2022, 2024c).

29. The GCEE forecasts an annual average increase in the HICP for the euro area
of 2.4 % in 2024 and 2.1 % in 2025 compared to the previous year, respec-
tively. Inflation is likely to approach the inflation target of 2 % from
above in the course of 2024, as the effects of past energy price shocks and supply
bottlenecks as well as the economic recovery after the pandemic subside and the
monetary policy remains tight and continues to weigh on demand. However, ris-
ing real income should lead to an increase in demand and thus dampen the decline
in price increases. In addition, the high inflation rates in the services sector in
member states with particularly tight labour markets and high increases in unit
labour costs are likely to normalise more slowly against the backdrop of a delayed
pass-through. v 1TEm 47

N BOX 5

Forecast assumptions for the euro area and Germany

Wholesale prices for energy sources - especially for natural gas - continued to fall in the winter
half-year 2023/24 N TEM 13 N TABLE 4 and, adjusted for inflation, are slightly above the average
level for the years 2010 to 2019. Forward prices for natural gas are also expected to rise only
moderately in the winter half-year 2024/25. Accordingly, the GCEE assumes that prices for
natural gas will stabilise at around the current level over the forecast horizon. Wholesale prices
for electricity in Germany are expected to be somewhat more volatile and at a higher price level
than at present. The futures markets for Brent crude oil suggest a downward price trend for
2024 compared to the current level. N ITEM 13

Central banks around the world are likely to cut interest rates in the course of 2024. N [TEM
14 Interest rate rules also suggest a monetary policy easing by the ECB. N Box 4 As central banks
left key policy rates unchanged in the winter half-year 2023/24, the exchange rate of the euro
against the US dollar has shown little momentum. For the forecast horizon, the exchange rate
level of USD 1.09 per euro observed at the end of the data period is assumed to remain
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constant.

The GCEE's forecast is based on the assumption that the direct economic impact of Russia's
war of aggression against Ukraine and the conflict in the Middle East will not worsen in the
future. Dependence on raw material and energy imports from Russia has decreased due to new
suppliers and lower natural gas consumption. Furthermore, the global oil supply is not expected
to become scarcer as a result of the conflict in the Middle East. ~ ITEm 16 However, the continu-
ation of the war in Ukraine and tensions between NATO member states and Russia, as well as
the conflict in the Middle East, continue to contribute to increased uncertainty. N ITEM 16
N TABLE 4
Forecast assumptions1

2023

I T R R
| ot |02 03 osjot]o2]0s]as]ot]o2]as]Qs

US dollar/barrel 822 779 859 830 819 87.3 863 840 821 805 792 781

Qil price (Brent)

Gas price (EGIX THE)
€/MWh 543 359 342 435 280 284 294 332 351 328 325 346

Electricity price (EEX Phelix)
€/MWh 1229 995 983 876 699 565 714 886 956 745 811 934

Overnight rate (ECB)?
% p. a. 2.5 3.3 3.8 4.0 4.0 3.8 3.6 E18 2.8 2.7 2.6 25y

Exchange rate (ECB)
€ in US dollar 107 109 109 108 109 109 1.09 109 109 1.09 109 1.09

1 - Values observed before 2024Q1; assumptions from 2024Q2 onwards. 2 - Deposit facility rate.

Sources: ECB, EEX, ICE, NYMEX, Refinitiv Datastream, own calculations
© Sachverstandigenrat | 24-047-02

The sickness level in Germany has been significantly higher since 2022 and there are no
signs of normalisation so far. This continues to put a strain on the overall economy's labour
volume. A calculation by the GCEE shows that a return of the sickness level to the pre-pandemic
trend would have resulted in an increase in the overall economy's labour volume of around
1.7 % in 2023. While the increased sickness rate has so far mainly been attributed to post-
pandemic catch-up effects in respiratory diseases (GCEE Annual Report 2023 box 8), the lack
of normalisation currently indicates a structurally increased level.

3. Opportunities and risks: Inflation trend
could delay monetary policy easing

30. Unexpectedly strong growth in nominal wages could cause inflation to rise
again (Lagarde and de Guindos, 2024). As a result, the ECB could feel compelled
to keep key policy rates at the current level or higher than currently expected by
the markets. ~ TEm 22 In addition, the transmission of the tight monetary
policy, to the real economy of the euro area could be stronger than initially as-
sumed. A further intensification of geopolitical tensions is also likely to in-
crease macroeconomic uncertainty, which could affect private consumption
through increased precautionary savings by households.
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V. GERMANY

31

32.

The German economy continues to be in a period of weakness. Gross
domestic product fell by 0.5 % in the 4th quarter of 2023, after adjusting for price,
seasonal and calendar effects. Employment growth has almost come to a halt fol-
lowing the increases of recent years. In the winter of 2023/24, the ongoing strikes
and the continued increase in sick leave (Jannsen, 2022; Michelsen and Junker,
2024), but also generally weak demand weighed on the economy. However, there
are signs that the trend is turning and that growth in the German economy
will pick up over the course of 2024. The GCEE expects German GDP to grow
by 0.2 % in 2024 and by 0.9 % in 2025. Gains in real labour income should lead
to rising private consumption expenditures and the improvement in financing
conditions this year should support gross fixed capital formation in construction
in 2025. However, the recovery is likely to be driven exclusively by domestic de-
mand, as exports will be subdued. Inflation is likely to fall from 5.9 % in 2023 to
2.4 % in 2024 and 2.1 % in 2025. Core inflation will amount to 3.0 % in 2024 and
2.4 % in 2025.

1. Economy stabilises

The downturn in winter 2023/24 was broad-based. The weak develop-
ment is reflected in the retail sector, which had to absorb significant losses in sales
and value added. In addition to increased consumption of services by private
households after the end of the coronavirus pandemic, specific problems in the
stationary retail sector are also likely to play a role here (Creditreform, 2024). In
addition, the manufacturing industry recorded a significant decline compared to
the previous year, both in terms of gross value added and the production index.
N CHARTS 16 AND 17 TOP LEFT This decline is linked to weak international demand for
capital goods and thus to the sharp decline in German goods exports. v Box 7 Ac-
cording to the latest ifo economic survey, order backlogs have either fallen signif-
icantly or are not providing much support.

The production index in the manufacturing sector has fallen since 2017. This has
fuelled the debate about structural economic change in Germany (Walk,
2023; Heymann, 2024). Unlike the production index, gross value added has re-
mained stable over the same period, which may alleviate concerns about deindus-
trialisation somewhat (Joint Economic Forecast, 2023; Lehmann and
Wollmershauser, 2024). v Box 6 The reason for the difference between gross value
added and production is a lower input ratio. This decline could be explained by
increasing automation in the production process and the relocation of input-in-
tensive production abroad (Krenz et al., 2021; Lehmann and Wollmershiuser,
2024).
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N BOX 6

Background: On the discrepancy between the production index and gross value added
in the manufacturing industry

The production index, which measures the monthly production volume in the manufacturing
sector, fell by 4.2 % between 2015 and 2023. In 2023, the decline accelerated and amounted
to 6.5 % between January and December 2023, followed by an increase at the beginning of
2024. N cHART 16 In contrast, quarterly gross value added (GVA), which indicates the difference
between the volume of production and intermediate consumption based on the cost structure
survey, was 7.9 % higher in manufacturing in 2023 compared to 2015. In the period between
2017 and 2023, however, the GVA was almost constant.

N CHART 16
Discrepancy between gross value added and production in manufacturing®

2015Q1 =100 %
120 -~ r 20
115 4 - 15
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2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Index: — Gross value added (chain-linked index)2 Production (volume index)3
Change on previous quarter (right-hand scale): Gross value added ™ Production

1 - Seasonally and calender-adjusted values. 2 - Values from 2022Q1 are updated using the production index.
3 - The value for 2024Q1 is calculated as the average of the values for January and February.

Sources: Federal Statistical Office, own calculations
© Sachversténdigenrat | 24-117-02

As the cost structure survey is published with a lag of 20 months, the Federal Statistical
Office provisionally updates the GVA values from 2022 using the production index. Both indica-
tors are therefore synchronized by design since 2022. However, the revised GVA values are also
largely in line in the short term, particularly in qualitative terms. N CHART 16
The input ratio plays an important role in the long-term discrepancy between the two indicators.
If the input ratio of production decreases, the rate of change in GVA is higher than the rate of
change in production, as a decrease in the use of intermediate goods increases value added
for a given level of production. The real input ratio of German industry fell between 2010 and
2021 (Lehmann and Wollmershauser, 2024). Only the cost structure survey for 2022, which
will be published in mid-2024, will provide information on the impact of the input ratio on GVA
in 2022.

Theoretically, the discrepancy could also be attributed to differences in the weighting of the
indicator components instead of the intermediate input ratio. Unlike the GVA, the weights for
the individual economic sectors are fixed in the aggregate production index and correspond to
the GVA sector weights in the base year, which was 2015 until December 2023. Our own cal-
culations show negligible changes in the weights for the period between 2015 to 2020. How-
ever, the energy crisis in 2022 could have led to a shift within the industry sector, thereby
distorting the production index downwards. This hypothesis can also only be tested with the
publication of the next cost structure survey.
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33. Supply-side bottlenecks continue to play a significant role for the overall
economy. However, according to surveys, they have receded somewhat since au-
tumn 2023 (DIHK, 2024a). ~ cHART 17 BOTTOM RIGHT In addition to high sickness
rates and declining working hours, labour hoarding is likely to play an increas-
ing role due to labour shortages. ~ ITEm 51 ~ Boxes 5 AND 8 This hinders reallocation
and can reduce labour productivity. Energy and labour costs also affect com-
panies’ operations. Energy prices are even considered to be the biggest stress fac-
tor in the construction and industry sector, although they have fallen sharply com-
pared to the previous year. v 1TEm 13 In order to reduce their costs, German indus-
trial companies are increasingly investing abroad according to the DIHK survey

(DIHK, 2024b).

N CHART 17
Economic indicators in Germany
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1 - Volume index; seasonally and calendar-adjusted values. 2 - Business expectations in the next six months. Differ-
ence in the percentages of firms expecting/reporting an improvement and firms expecting/reporting a deterioration.
3 - Moving 30-day average; seasonally and calendar-adjusted values. 4 - Share of companies reporting the stated
production-limiting factors. Seasonally adjusted values.

Sources: Deutsche Bundesbank, European Commission, Federal Statistical Office, ifo, own calculations
© Sachverstandigenrat | 24-016-02
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N CHART 18

34.

35.

The weak economic development can increasingly be explained by a
decline in overall economic demand. One reason is that private households are
holding back on their private consumption expenditure and incoming orders in
the manufacturing sector are weak. v Box 7 ~ 1TEM 38 In the services sector, 32 % of
companies now report that a lack of demand is hampering their business activi-
ties. N cHART 17 BoTTOM RIGHT This is the highest figure since the pandemic-related
peak of 39 % in Q2 2020.

While private demand is likely to recover over the forecast horizon, fiscal policy
will have a slightly restrictive effect. ~ iTevs 54 Fr. The 2024 federal budget
was adopted without utilising the debt brake exception clause. This goes hand in
hand with consolidation. In particular, expenditure to cushion the energy crisis,
such as the electricity and gas price brakes, are cancelled. The progression-related
increase in nominal tax revenue contributes to consolidation, whereby the adjust-
ment of the income tax rate through the Inflation Compensation Act dampens the
contractionary effect. Overall, the GCEE estimates that the structural deficit in
relation to GDP will fall from —1.5 % in 2023 to —0.8 % and —0.6 % in 2024 and
2025 respectively.

A As GDP is below medium-term potential output, the output gap is negative. This
implies underutilisation. According to the GCEE's estimate, the output gap wid-
ens from 1.2 % of potential output in 2023 to 1.3 % in 2024. N CHART 18 RIGHT Survey-
based capacity utilisation has also fallen across all sectors. However, the forecast
assumes that GDP will converge to normal capacity utilisation. Domestic

Expected economic development in Germany

Development of GDP1 Potential output and output gap®
GDP in billion euro % Billion euro %
850 - - 2 3,600 - e r 4
Forecast period*4 Forecast period*
3,400 A F 2
830 A — —
3,200 \\ A - 0
. L
810 .I I _= llllllll_o 3,000 - - -2
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790 -+ -1
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Chained volumesZ:
Potential output®:
Annual Report 2023 Level (current . .
forecast) — 50 % quantile ™ 5 % to 95 % quantile

— Annual average level

Output gap® (right hand scale):

Change on previous quarter (right hand scale)3:

— 50 % quantile © 5 % to 95 % quantile

Annual Report 2023 ® Current forecast

1 - Chained volumes, price adjusted, reference year 2015. 2 - Seasonally and calendar-adjusted. 3 - Not adjusted.
4 - Forecast by the GCEE. 5 - Estimate by the GCEE. 6 - Quantiles of the sample.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-030-01
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demand, in particular consumption and capital formation, is likely to provide a
moderate boost to GDP growth. v iTEmMs 38 AND 40

GDP growth in the first quarter of 2024 was around 0.2 % according to the Fed-
eral Statistical Office’s flash report of 30 April 2024. A countermovement to the
declines in industrial and construction production at the end of 2023 significantly
contributed to this. ~cHART 17 Top LEFT The currently available sentiment and
real-time indicators have brightened. However, they are still gloomy in a
multi-year comparison, as is the order situation in the industry. N CHART 17 TOP RIGHT
AND BoTTOM LEFT The nowcast for the second quarter points to a GDP growth of
0.2 %. Over the course of 2024, GDP growth rates are likely to increase slightly
compared to the previous quarter, but remain weak overall. 5 cHART 18 LEFT Growth
in 2024 as a whole is also influenced by a statistical overhang of —0.3 % from 2023
and will therefore be just 0.2 %. Quarterly growth rates are likely to fall slightly
again over the course of 2025, implying a growth rate of 0.9 % for the year as a
whole. v TABLE 5 At —0.9 %, the output gap in 2025 will be slightly smaller than in
2024. N CHART 18 RIGHT

Final consumption expenditure

Price-adjusted private consumption expenditure has so far shown little
upward momentum. In the 4th quarter of 2023, it only grew by 0.2 % com-
pared to the previous quarter. One possible reason for this is that although nom-
inal net wages rose sharply by 9.0 % in 2023, price-adjusted growth for 2023 as a
whole was only 2.5 %. This growth is primarily attributable to the 4th quarter of
2023, in which net wages and salaries grew by 1.9 % compared to the previous
quarter after adjusting for price and seasonal effects. At 11.4 %, the savings rate
is also higher than before the pandemic and, according to survey data, there
are no signs of a decline over the next 12 months. Private households are likely
holding back funds as a precautionary measure to prepare for possible future
spending. Consumer expectations regarding the general economic situ-
ation remain gloomy. ~ cHART 19 LEFT These expectations show a negative corre-
lation with the saving ratio. v cHART 19 RIGHT The correlation with expectations about
one‘s own financial situation is also negative and somewhat stronger. However,
this component no longer has a negative impact on consumer confidence.

Private consumption will provide a positive impetus over the course of 2024 and
2025. Net wages are likely to increase by 5.2 % this year and by 3.1 % next
year. Adjusted for consumer price inflation, growth will be 2.7 % and 1.0 % re-
spectively. The decisive factor here is that numerous wage agreements concluded
under the influence of high inflation rates take effect within the forecast horizon
and result in real wage increases in view of falling inflation. v 1TeEm 53 In addition,
the tax-free inflation compensation premium will be utilised in 2024 before it ex-
pires in 2025. Monetary social benefits are also likely to rise sharply at rates of
5.3 % and 3.7 %. By contrast, employment momentum is will be weak and,
in contrast to 2023, provide little impetus for private consumption. v Tem 52
Against this backdrop, growth rates for private consumption expenditure are ex-
pected to be 0.8 % in 2024 and 0.9 % in 2025.
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N CHART 19

Consumption indicators in Germany*

Financial situation of private households Negative correlation between economic
has improved expectations and savings rate*
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1 - Seasonally adjusted values. 2 - The consumer confidence index and the saving propensity indicator are based on
selected questions answered by consumers according to the Joint Harmonised EU Programme of Business and Consumer
Surveys. They relate to the past or coming 12 months. 3 - Based on about 2,000 consumer interviews per month.

4 - Values from 1991 onwards, 3-month averages. Excluding the quarters 2020Q2 to 2021Q2. 5 - Standard deviations

from the mean.

Sources: European Commission, Federal Statistical Office, GfK, own calculations
© Sachverstandigenrat | 24-052-02
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After government consumption fell by 1.5 % in 2023 due to the cancellation
of pandemic-related expenses, it is expected to rise by 1.3 % in 2024 and by
1.1 % in 2025. In 2024, the share of government consumption in GDP is likely
to be 22 % and thus at a higher level than before the coronavirus pandemic of just
under 20 %. In addition to a continued increase in upfront expenditure in the
healthcare sector, the introduction of the 49-euro ticket and the associated allo-
cation of public transport companies to the state sector will also contribute to this.

Capital formation

In addition to the higher financing costs resulting from the tightening of monetary
policy, economic policy uncertainty is making many companies less willing
to invest. For example, the economic policy uncertainty indicator based on the
analysis of newspaper articles by Baker et al. (2016) for Germany is still signifi-
cantly higher than the average for the years 2010 to 2019. ¥ CHART 20 RIGHT According
to this indicator, economic policy uncertainty rose sharply after the Russian attack
on Ukraine and remained at a very high level until March 2024. It fell significantly
in April 2024, but was still above the level of the first coronavirus wave in 2020.
Unexpected increases in economic policy uncertainty can have a dampening effect
on private gross fixed capital formation, especially in the current weak phase of
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N CHART 20
Investment indicators
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Economic slowdown in construction
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the German economy (Caggiano et al., 2014; Salzmann, 2020; Lhuissier and Tri-
pier, 2021). This is in line with current business surveys. According to these, a
lower proportion of companies are planning to expand their capital formation in
spring 2024 than in autumn 2023 (DIHK, 2024a; ifo Institute, 2024a).
N CHART 20 RIGHT N ITEM 48

Gross fixed capital formation in machinery and equipment exhibited an
upward trend until the 3rd quarter of 2023, contrary to the general economic
weakness. In the 4th quarter of 2023, however, it recorded a sharp decline of 3.5 %
compared to the previous quarter. This development was driven in particular by
private company capital formation in vehicles. The subsidisation of electric vehi-
cles, which was valid until August 2023, is likely to have contributed significantly
to this. In 2024, no strong impetus is likely to come from private gross fixed cap-
ital formation in machinery and equipment. This is signalled by the domestic
turnover of capital goods manufacturers, which fell by 2.9 % in January and Feb-
ruary 2024 compared to the average of the previous quarter. In addition, registra-
tions of commercially used vehicles trended sideways in the 1st quarter of 2024.
In the later forecast horizon, demand for more energy-efficient equipment is likely
to pick up slightly. According to the DIHK, replacement investments as an invest-
ment motive for the companies surveyed are at their highest level to date. Public
spending on military weapons systems is likely to boost gross fixed capital

Economic policy uncertainty curbs

mostly hew plants investment plans
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Building permits?: — Economic policy uncertainty indicator3
— Residential Non-residential ifo Economic Survey:
building building Investment expectations

ifo business climate index for the

(right-hand scale)*

construction industry?
(right-hand scale)

1 - Estimated construction cost, including construction work on existing buildings; seasonally and calendar-adjusted.

2 - Current business situation and business expectations in six months. Seasonally adjusted mean value from the differ-
ence between the percentage shares that expect an improvement and those that expect a deterioration. 3 - The index
measures the relative frequency with which the words ‘uncertainty’, ‘economy’ and specific policy-related keywords occur
together in newspaper articles. 4 - The balance is calculated by subtracting the percentage of companies that want to
increase their investments from the percentage of those that want to reduce their investments.

Sources: Baker et al. (2024), Deutsche Bundesbank, ifo, own calculations
© Sachverstandigenrat | 24-017-05
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42.

43.

44.

formation in machinery and equipment over the entire forecast horizon. Overall,
the GCEE expects a decline in gross fixed capital formation in machinery and
equipment of 1.6 % in 2024 and an increase of 2.6 % in 2025.

In 2023, gross fixed capital formation in construction fell for the third year in a
row. The economic weakness of the construction industry was particu-
larly evident in the decline in residential construction investment,
which fell more sharply over the course of the year. Most recently, over 50 % of
the residential construction companies surveyed by the ifo Institute complained
of a severe lack of orders (ifo Institute, 2024b). The sharp rise in mortgage interest
rates in 2023 is likely to have been the main reason for this. ~ Tem 28

Despite all the negative factors, the construction industry as a whole is likely to
have shown a weather-related positive countermovement in the 1st quarter of
2024 compared to the decline in the 4th quarter of 2023. The construction output
figures in January and February 2024 provide very strong signals of this (Federal
Statistical Office, 2024). The economic slowdown in residential construc-
tion is nevertheless likely to continue over the course of 2024. Com-
pared to other sectors of the economy, both business expectations and investment
intentions in the construction industry are currently the worst (DTHK, 2024a).
According to the ifo Institute, the business expectations of companies in the con-
struction industry reached their lowest level since 1991 in February 2024. Expec-
tations have nevertheless improved noticeably recently, but are still at a low level
(ifo Institute, 2024c). N cHART 20 LEFT In contrast, non-residential construc-
tion is likely to support the construction industry, as it did in 2023.
Price-adjusted order backlogs in non-residential construction are still at a high
level after peaking in 2022. In addition, commercial construction is likely to ben-
efit from orders for the renovation of the railway network and the expansion of
the energy grid from 2024.

From 2025 onwards, residential construction investment is likely to
pick up slightly as financing conditions improve. v iTem 27 An initial sign of a re-
covery in residential construction investment in the further forecast horizon is the
increase in new mortgage contracts for residential construction loans (Boysen-
Hogrefe et al., 2024). Overall, gross fixed capital formation in construction is ex-
pected to decline by 1.5 % in 2024 and increase slightly by 0.7 % in 2025.

Foreign trade

The German export industry has cooled down considerably, which, given
its great importance for the German economy, is contributing significantly to the
current economic weakness. ~ cHART 11 Price-adjusted exports fell significantly
by 2.1 % in 2023. The weakness in exports is linked to the weak global trade in
goods in 2023. v 1TEMs 6 FF. The tightening of monetary policy, which has dampened
demand for capital goods, played an important role here. However, the fact that
German exports - unlike in the past - are once again significantly weaker than
global trade is an indication of increased price v cHART 21 RIGHT or technological
competitive pressure on the German manufacturing industry. v Box7
This is increasingly materialising as order backlogs shrink, particularly in the
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automotive industry. N cHART 21 RIGHT The decline in exports was overshadowed by
an even sharper decline in imports (—3.4 %), meaning that the contributions to
growth from net exports were positive for the year as a whole. Accordingly, the
positive net export contribution in 2023 is primarily due to Germany’s weak do-

mestic economy.

N BOX 7
Background: Competitiveness of Germany's exports compared to China

The German and Chinese economies are closely linked to each other. In addition to the strong
importance of Chinese imports (GCEE Annual Report 2022 items 462 ff.), China plays a signif-
icant role as a sales market, particularly in the core areas of automotive and mechanical engj-
neering (Deutsche Bundesbank, 2024).

German exports to China have been declining in real terms since 2018, despite substantial
growth in Chinese GDP. niTEM 10 There are several reasons for this. Firstly, there is an increasing
trend towards the relocation of value added from Germany to China (Stamer, 2023). Products
that are sold in China are increasingly being produced locally. One motivation for German com-
panies to relocate could be to be close to their customers and to reduce their production and
transport costs. In addition, the vertical integration of the Chinese industry has increased. The
value-added share of goods consumed and invested in China has grown significantly, which has
dampened Chinese demand for end products from Germany. In this context, a significant drop
in the intensity of trade in the Chinese manufacturing sector should be mentioned (Joint Eco-
nomic Forecast, 2024).

With the change in its value creation, China is increasingly pushing into the core areas of
the German manufacturing industry and is therefore also competing on the sales market in
third countries. The share of German exports in EU imports and global exports has been falling
for several years. At the same time, the corresponding Chinese shares have risen (Matthes,
2023; Barkin and Sebastian, 2024). In the electrical industry, China has already overtaken Ger-
many in terms of EU imports. China is also rapidly increasing its market share in electric vehicles
in Europe, albeit from a lower level. According to surveys of German vehicle manufacturers,
58 % of companies see China as the technology leader in their field in the next 5 years (AHK
Greater China, 2024).

The Chinese government plays a key role in this context. Extensive subsidies for the industry
distort competition (THINKIDESK, 2017; Mattera and Silva, 2018; OECD, 2019), allowing Chi-
nese companies to build up overcapacities. The Chinese government's "Made-In-China-2025"
investment programme is likely to reinforce this development, as it aims to expand market
shares in certain industrial sectors.

45.

The recovery of the global economy and world trade in particular should help
German exports gain some momentum in 2024. Improved export expecta-
tions are already pointing to a stabilisation. The impact of the global tightening of
monetary policy is likely to slowly recede and thus only have a slight negative im-
pact on foreign demand for capital goods towards the end of the forecast horizon.
However, the upward trend will be significantly less strong than before the out-
break of the energy crisis. As in the overall economy, trend growth in the export
industry has declined significantly. ~ iTEm 58 The GCEE expects exports to fall by
0.3 % this year and to grow by a modest 1.8 % in 2025. Imports are also likely
to gain momentum as a result of rising demand for intermediate products for
export goods and rising consumer demand. Due to the negative overhang in 2023,
imports will shrink by 0.6 % in 2024 and grow by 2.2 % in 2025.
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N CHART 21
Export indicator! and price competitiveness?
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1 - The indicator is based on the GDP development of 50 trading partners. The weighting of each country corresponds to
its share of German exports. Country definitions as in Table 1. Seasonally and calendar-adjusted. 2 - The indicator is
based on Germany's inflation rates relative to those of 37 trading partners as well as exchange rates and corresponds to
the sum of contributions to growth; a positive change indicates reduced price competitiveness of German products. Cal-
culation and country definitions based on the approach of the Deutsche Bundesbank. Forecast by the GCEE. 3 - Growth
contributions of the respective regions. 4 - Forecast by the GCEE for the export indicator and the price competitiveness
indicator. 5 - Bulgaria, Czechia, Hungary, Poland, Romania. 6 - Seasonally adjusted. 7 - Annual averages of the quar-
terly survey values of the European Commission. Values shown with reversed sign. The value for 2024 refers to the first
two quarters of 2024.

Sources: Deutsche Bundesbank, European Commission, ifo, national statistical offices, own calculations
© Sachversténdigenrat | 24-051-01
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N TABLE 5
Key economic indicators for Germany

e —r el L L

Gross domestic product®® Growth in % -0.2

Final consumption expenditure Growth in % 3.2 -1.0 0.8 0.9
Private consumption® Growth in % 3.9 -0.7 0.6 0.9
Government consumption Growth in % 1.6 -1.5 1.3 1.1
Gross fixed capital formation Growth in % 0.1 -0.7 -1.0 1.5
Investment in machinery & equipment® Growth in % 4.0 3.0 -1.6 2.6
Construction investment Growth in % -1.8 -2.7 -15 0.7
Other products Growth in % -0.7 -0.6 1.8 2.4
Domestic demand® Growth in % 3.2 -0.8 0.0 1.1
Net exports ﬁrg‘g::ei‘zggb:;:‘;?s “12 0.6 0.1 ~01
Exports of goods and services Growth in % 3.3 -22 -0.3 1.8
Imports of goods and services Growth in % 6.6 -34 - 0.6 2.2
Current account balance® % 4.2 5.9 6.7 6.7

Persons employed (domestic) 1,000 45,596 45,933 46,054 46,099

Persons employed, covered by social security 1,000 34,507 34,789 34,967 35,091

Registered unemployment, stocks 1,000 2,418 2,609 2,679 2,592
Unemployment rate’ % 5.3 5.7 5.8 5.6
Consumer prices® Growth in % 6.9 5.9 2.4 21
Budget balance® % -25 -21 -15 -1.0
Gross domestic product per capita®®** Growth in % 11 -14 -0.2 0.6
Gross domestic product, c::)lendar-adjusted11 Growth in % 19 0.0 0.2 11

1 - Forecast by the GCEE. 2 - Price-adjusted. Change on previous year. Also applies to all listed components of GDP.

3 - As the expenditure-side composition of the revisions to GDP in 2023 is still pending, it is assumed that they represent
an adjustment to the changes in inventories. 4 - Including non-profit institutions serving households. 5 - Including mili-
tary weapon systems. 6 - In relation to GDP. 7 - Registered unemployed in relation to civil labour force. 8 - Change on
previous year. 9 - Regional auhorities and social security according to national accounts; in relation to GDP. 10 - Popu-
lation development according to medium-term projection of the GCEE calculations. 11 - Price-adjusted. Change on pre-
vious year.

Sources: Federal Employment Agency, Deutsche Bundesbank, Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-032-01

2. Inflation on track, core inflation remains high

46. Consumer price inflation has continued to fall since autumn 2023. In the
1st quarter of 2024, it was 2.5 % year-on-year, compared to 5.6 % in the 3rd quar-
ter of 2023. However, the high inflation in 2023 will lead to base effects in 2024,
which will have a significant impact on year-on-year inflation (ECB, 2023b). For
example, inflation rose again in the first quarter of 2024 compared to the previous
quarter, while it fell year-on-year. Core inflation is significantly higher than the
overall rate and has also weakened less. In the 1st quarter of 2024, it was 3.4 %
year-on-year, after 5.2 % in the 3rd quarter of 2023. ~ cHART 22 LEFT Domestic in-
flation, as measured by the GDP deflator, is significantly higher than
imported inflation, which dampens the consumer price index. The GDP
deflator rose by 4.6 % in the 1st quarter of 2024 compared to the same quarter of
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N CHART 22

Inflation in Germany

Inflation declines Domestic inflation still elevated
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1 - Forecast by the GCEE. 2 - Overall index excluding food and energy. 3 - Consumer price index, seasonally and
calender-adjusted. 4 - Average over the period from 1999 to 2022. 5 - Increases in labour productivity have a
negative impact on the GDP deflator. 6 - According to the domestic concept.

Sources: Deutsche Bundesbank, Eurostat, Federal Statistical Office, own calculations
© Sachversténdigenrat | 24-039-02

47.

the previous year. The flash report from the Federal Statistical Office suggests that
deflator growth has slowed significantly by 1.8 percentage points compared to the
4th quarter of 2023. However, the extent to which this can be explained by special
effects or whether the result will be revised again will only become clear when the
detailed results are published. In the 4th quarter of 2023, for example, special
effects in changes in inventories lifted inflation sharply and will also have an im-
pact on the GDP deflator in 2024 due to the overhang. On the distribution side,
compensation of employees is the main contributor to the increase, while the
profit share is only small. ~ TEmS 15 AND 26

The decline in the annual CPI rate is will continue until the third quarter of 2024,
albeit at a much slower pace. Core inflation is expected to remain under price
pressure. Unit labour cost momentum remains high due to wage settle-
ments that have already been agreed on and low productivity growth resulting
from the economic weakness. In 2024 and 2025, nominal unit labour costs will
rise by 5.3 % and 3.1 % respectively according to the hourly concept, with an av-
erage growth of 1.6 % in the years 2010 to 2019. As the level of aggregate operating
surpluses and self-employment income has fallen in the course of 2023, new price
pressure is less likely to be cushioned. v cHART 22 RIGHT At the same time, the un-
derutilisation of capacity in the overall economy assumed in the forecast
horizon is likely to have a dampening effect on cost pass-through (Banbura
and Bobeica, 2020). Labour costs are likely to be passed on primarily in the ser-
vices sector, as wage intensity is particularly high here (GCEE Annual Report
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2023 box 7). Compared to goods, it is also relatively difficult to switch to foreign
services.

Annual average inflation of 2.4 % is expected in 2024. In 2025, it is likely to
be 2.1 %. The core rate is expected to be 3.0 % in 2024 and 2.4 % in 2025. The
GDP deflator will rise by 3.1 % and 1.8 % respectively.

3. Opportunities and risks: Budget policy and
propensity to consume

Uncertainty about the future shape of budgetary and economic policy
is currently high. As a result of the ruling of the Federal Constitutional Court in
November 2023, funds from special funds are available to a significantly lesser
extent than previously planned in the budget (BVerfG, 2023; GCEE, 2024). As a
result, the already limited fiscal policy scope has narrowed further and the pres-
sure to consolidate has increased. In particular, there is uncertainty about the spe-
cific consolidation course in 2025. It is uncertain whether the restrained spending
policy assumed in this forecast will be sufficient to comply with the debt brake or
whether additional savings efforts will be necessary.

The reaction of private households to the expected real income growth
could boost growth more strongly than assumed in this forecast. Although it is
assumed that saving behaviour will tend to normalise, it will remain elevated for
precautionary reasons. Accordingly, private consumption will expand only mod-
erately. However, in the event of stronger spending of real income growth, con-
sumption could rise disproportionately. ~ TEm 38

4. Demographic change and low
reallocation characterise the labour market

The labour market remains largely resilient to the economic downturn.
Employment rose by 0.1 % in the 4th quarter of 2023 compared to the previous
quarter, but growth is increasingly weakening. » cHART 23 LEFT The increase in em-
ployment subject to social insurance contributions is the main driver of growth.
In the 4th quarter of 2023, the unemployment rate rose by 0.1 percentage points
to 5.8 % compared to the previous quarter. ~ cHART 23 LEFT Cyclical short-time work
increased slightly to 0.6 % of employees subject to social insurance contributions
in February 2024, but remains at a moderate level given the economic situation
(BA, 2024a).

Since the Corona pandemic, structural conditions on the German la-
bour market have deteriorated and matching efficiency has decreased.
This can be seen in the outward shift of the Beveridge Curve for the period 2022
and 2023 compared to the pre-pandemic level. v cHART 23 RIGHT Influencing factors
that have caused this development can be found on both the supply and demand
side. On the supply side, an increasing shortage is emerging due to demo-

graphic change and declining average working hours. On the demand side, an
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N CHART 23
Development of the labour market
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1 - Seasonally adjusted. 2 - Place of work in Germany regardless of place of residence (national concept). 3 - The
representation of the inverse relationship between the vacancy rate and the unemployment rate is also known as the
Beveridge curve and is a simple model for supply and demand on the labour market. While movements along the stylised
curve represent cyclical fluctuations in employment, an outward shift in the curve indicates a deterioration in structural
conditions (e.g. increased search frictions or increased skill mismatch) and thus a lower efficiency of the labour market.
4 - Ratio of vacancies to be filled immediately according to the IAB Job Vacancy Survey to the sum of vacancies to be
filled immediately and employees subject to social insurance contributions.

Sources: Federal Employment Agency, Federal Statistical Office, Institute for Employment Research (IAB), own calculations
© Sachverstandigenrat | 24-061-01

increasing hoarding of labour can be observed, as many companies are refraining
from making redundancies despite the poor economic situation. v sox 8 Both of
these factors make it more difficult for companies to fill vacancies and at the same
time prevent a significant increase in unemployment. There is also a risk that ex-
isting unemployment will become solidified due to an increasing skill and regional
mismatch between jobseekers and vacancies (BA, 2024b).

N BOX 8
Focus: Persistent labour hoarding in the German labour market

Since the 2008 financial crisis, employment growth in Germany has decoupled from economic
growth. This is primarily due to a shift in the sectoral composition towards more labour-intensive
services (Klinger and Weber, 2020). Despite the poor economic development, employment in
Germany is also currently continuing to rise. N CHART 23 LEFT In 2020 and 2021, the government
supported the retention of labour in Germany in order to cushion the temporary effects of the
Corona pandemic. The government support measures included coronavirus business aid, the
suspension of the obligation to file for insolvency and easier use of short-time work (Fitzen-
berger and Walwei, 2023). As a result, Germany - in contrast to the USA - experienced labour
hoarding and therefore no major reallocation of employees. Instead, both the number of em-
ployment relationships subject to social security contributions that started and those that
ended declined (Garnadt et al., 2021). N CHART 24 LEFT

Various indicators suggest that labour hoarding will continue to be widespread in the com-
ing years. On the one hand, transitions from employment to unemployment have barely
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Hardly any reallocation on the labour market?
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Low labour reallocation during the COVID-19 Signs of increased labour hoarding
pandemic
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1 - Seasonally adjusted values. 2 - Quarterly values. 3 - Transitions from employment subject to social insur-
ance contributions to unemployment (SGB Ill) relative to the stock of employment subject to social insurance
contributions. Data available from July 2007. 4 - The indicator is based on data from the Harmonised Business
and Consumer Surveys and measures the (weighted) percentage of companies that expect their production to fall
but employment to remain the same or even rise.

Sources: European Commission, Federal Employment Agency, own calculations
© Sachverstandigenrat | 24-112-01

increased despite the current economic weakness. N CHART 24 RIGHT On the other hand, Germa-
ny's score on the European Commission's survey-based Labour Hoarding Indicator has been
significantly higher than most other EU countries since the beginning of 2022. At the current
margin, this is more than 50 % above the value at the end of 2019. N CHART 24 RIGHT While labour
hoarding helps to stabilise the labour market in the short term, it can have a negative impact
on overall economic productivity in the medium term by preventing the reallocation of workers
to more productive companies (Cooper et al., 2017; Giupponi and Landais, 2023).

52.

Key employment indicators, such as the ifo Employment Barometer and the IAB
Labour Market Barometer, point to a further slight increase in employment
in the short term in April 2024. However, advancing demographic change will
limit further employment growth (AR 2023 chart 110). After an increase of 0.3 %
in 2024, employment is therefore expected to stagnate in 2025 for the forecast
period. N ITEMS 23 AND 38 N TABLE 6

Due to the economic recovery in 2024 and the continued tight situation on the
labour market, there will only be a slight increase in unemployment.
N CHART 23 RIGHT Companies are expected to counter the current economic weakness
by reducing their hiring but not by laying off their employees. ~ Box 8 On the other
hand, well-trained workers without a job are unlikely to have any problems find-
ing new employment due to the continuing high level of shortages on the labour
market. In 2025, the stronger economic recovery should lead to a decline in un-
employment. N TABLE 6
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N TABLE 6

Labour market in Germany

| 2022 | 2023 | 2024* | 2025" |

Annual value

1,000 persons %

Labour force? 46,800 47,119 47,370 47,382 0.5 0.0
Unemployed persons3 1,343 1,334 1,460 1,426 9.4 -23
Employed persons” 45596 45,933 46,054 46,099 0.3 0.1

Employees subject to social security contributions 34,507 34,789 34,967 35,091 0.5 0.4
Exclusively marginally employed® 4,125 4,197 4,136 4,062 -15 -18

Registered unemployed persons 2,418 2,609 2,679 2,592 2.7 -3.2

Underemployment excluding short-time work® 3,185 3,449 3,515 3,397 1.9 -34

Short-time work (Employment equivalence)7 161 74 63 56 -14.4 -12.1

Yearly averages in % Percentage points

Unemployment rate (FEA)8 5.3 5.7 5.8 5.6 0.1 -0.2

Unemployment rate (ILO)° 3.1 3.0 3.3 3.2 0.2 -0.1

Change on previous year in %

Collectively agreed wages (hourly concept) 2.2 3.7 4.6 3.0

Effective wages10

4.3 6.3 Bl ST

1 - Forecast by the GCEE. 2 - Unemployed and employed persons in their working age with residence in Germany (na-
tional concept); as defined by the national accounts systems. 3 - According to the measuring concept of the Internatio-
nal Labour Organization (ILO). 4 - Employed persons in Germany independent of their residence (domestic concept).

5 - Employed workers with a monthly wage up to 450 Euro and, since 1 October 2022, with a wage of up to 520 euro

(8 8 Absatz 1 Nr. 1 SGB IV). 6 - According to the concept of underemployment by the FEA. 7 - Since 2023 forecast by
the GCEE. 8 - Registered unemployed persons in relation to civilian labour force. 9 - Unemployed persons in relation
to the civilian labour force, in each case persons in private households aged from 15 to 74 years. 10 - Gross wages and
salaries (domestic concept) per employees' hour worked.

Sources: Federal Employment Agency (FEA), Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-033-02

53.

54.

A further increase in real wages is expected for the current year, mainly due
to wage increases already agreed last year and the decline in inflation. Nominal
wage growth is expected to return to a lower level in 2025 due to low inflation and
the economic situation. v 1ABLE 6 Real wages are expected to return to their pre-
pandemic level until the end of the forecast period.

5. Reorganisation of public finances
after the crises

The Federal Government is not applying the debt brake exception clause again in
the current year after the years 2020 to 2023. Following the Federal Constitu-
tional Court's ruling in November 2023, reserves formed in special funds as part
of the exception clause are no longer available (GCEE, 2024). Overall, there is
less fiscal policy room for manoeuvre in the forecast period than in
previous years. In addition to the expiry of crisis-related one-off measures, such
as the electricity and gas price brakes, this will lead to a subdued nominal increase
in public spending.
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57.

N CHART 25

Recovery of the German economy is delayed further - Chapter 1

Government spending is expected to increase slightly in 2024, both in
nominal terms and relative to GDP, despite the expiry of measures to con-
tain the energy crisis. v cHART 25 LEFT In addition to higher defence spending, this is
also due to additional capital formation for climate protection. Monetary social
benefits will remain at a higher level in relation to GDP than before the crisis
years, not least due to the increase in child benefit and the reform of housing ben-
efit. There are major fiscal policy challenges for the 2025 financial year. From
2025, the Federal Ministry of Finance plans to return to the federal government's
financial plan adopted in July 2023 (BMF, 2024). This provides for significantly
lower expenditure in the core budget than estimated for 2024. In addition, the
financing and scope of the measures from the KTF funds is still open. While ex-
isting KTF reserves can still be utilised for this in the current year, these are likely
to be largely exhausted in the coming year. However, the actual amount of funds
used could be significantly lower than estimated. One reason for this is that these
are often not fully utilised.

Government revenue is expected to increase by around 5.1 % in nominal
terms in 2024. In relation to GDP, government revenue will also increase in
the current year. The increase in tax revenue will be dampened in the current year
by lower revenue and by the shift in the income tax rate as a result of the Inflation
Compensation Act. The increase in social security contributions will continue un-
abated in the coming year, with the abolition of tax-free inflation compensation
premiums exacerbating the rise. In contrast to previous years, tax revenue in 2025
is not expected to be dampened again by rate adjustments, meaning that revenue
will increase by a nominal 4.5 % in the coming year.

The government's financing deficit is expected to decline over the fore-
cast period. N CHART 25 LEFT After —2.1 % in 2023, this is expected to amount to

Development of public finances

Government expenditure and revenue? Debt-to-GDP ratio continues to fall
converging
% of GDP % of GDP % of GDP
5+ - 8 N0y
85 -
49 - - 6
A ®
46 A \ - 4 75 -
43 4—% L 2 70 1
65 - —
40 0 60 -
37 - -2 55 1
50 -
34 - - -4
Forecast period? 45 1 Forecast period?
31 T T T T T T T T T T T T T T T T T T T '6 40 T T T T T T T T T T T T T T T T T T T 1
2005 09 13 17 21 2025 2005 09 13 17 21 2025
— Expenditure Revenue — Debt-to-GDP ratio

Budget balance (right hand scale)

1 - National accounts (nominal values). 2 - Forecast by the GCEE. 3 - General government gross debt as defined in the

Maastricht Treaty.

Sources: Deutsche Bundesbank, Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-087-01
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N CHART 26

58.

—1.5 % and —1.0 % of GDP in 2024 and 2025, respectively. v TABLE 10 APPENDIX This
assumes a cautious spending policy on the part of the federal government due to
the restrictions imposed by debt brake and the fact that some funds from special
funds are no longer available. Whether this forecast is compatible with compli-
ance with the debt brake in 2025 cannot be assessed with certainty, as the ac-
counting system used for the debt brake differs from the national accounts. Fur-
thermore, the cash outflow from the special funds is unclear. v item 55 If the con-
solidation requirement for 2025 required to comply with the debt brake turns out
to be higher than assumed in the forecast, this could additionally dampen the
economy slightly. The debt ratio is likely to fall slightly over the forecast
period and amount to 63.4 % of GDP in 2024 and 63.0 % in 2025. N CHART 25 RIGHT

6. Medium-term growth remains subdued

The medium-term projection estimates potential output in Germany for the
next five years under the given structural regulatory framework. An im-
portant determinant here is the current dynamics of population development. Un-
til now, the estimation of immigration was based on the population forecast of the
Federal Statistical Office, which is only updated every three years. A new approach
makes it possible to update the data annually and thus map demographic devel-
opments and the integration of immigrants into the labour market in more detail
and use them for the projection. v Box 9

The GCEE estimates potential growth at 0.5 % in 2024 and 0.4 % in 2025.
N cHART 26 LEFT In the following years up to 2029, potential growth is likely to remain

Growth contributions of components to potential output and labour volume?!

Potential output Labour volume?
Percentage points Projection Percentage points Projection
20T period 20y period
1.5
1.5 ~
I 1.0
Y II III 0 A
I -0.5 I S
0 -1.0 = l I I I
'0.5 T T T T T T T T T T T T T T T T T T 1 '1.5 T T T T T T T T T T T T T T T T T T 1
201012 14 16 18 20 22 24 26 2029 201012 14 16 18 20 22 24 26 2029

— Potential growth (%)

Labour volume ™ Capital stock

Labour force B Average working hours per
person in employment

Total factor productivity

Structural B Participation
unemployment rate rate

Migration3 — Change in labour volume (%)

1 - Calculations by the GCEE. 2 - The output elasticity of labour is 0.66. 3 - Explicitly modelled from 2024; included in
labour force until 2023.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-046-01
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at around 0.3 % to 0.4 %. This means that the growth prospects until the end of
the decade have hardly changed compared to the autumn estimate for 2023. The
GCEE breaks down the growth in potential output into contributions to growth
from capital input, labour input and total factor productivity (TFP). No significant
growth impetus is expected from capital input. The ongoing stagnation in capital
formation since 2021 is reflected in relatively low annual trend growth of around
0.9 % in capital input. According to the projections, TFP growth ~ GLossaAry will
also amount to just 0.3 % in the coming years. N CHART 26 LEFT

59. Due to data revisions and methodological changes in the population projection,
the volume of labour in 2022 and 2023 has been revised upwards compared to
the autumn estimate for 2023. N cHART 26 RIGHT N Box 9 This does not change the fact
that labour is likely to remain a scarce factor in the coming years. In particular,
the progressive ageing of the baby boomers will lead to a steady decline in the
labour force potential. From 2024 and until the end of the projection horizon,
only negative contributions to growth can therefore be expected from the

volume of labour.

N BOX 9

Background: Methodological changes in the population projection

Since 2022, the 15th coordinated population forecast has been the basis for estimating the
development of the labour force as part of the GCEE's growth projection. As the population
forecast is only updated every three years, this can lead to distortions if developments in the
meantime deviate significantly from the assumed developments. This is particularly the case
with immigration at the current margin. In order to be able to incorporate up-to-date information
on population development into the medium-term growth projection in the years between the
official forecasts, the GCEE has made methodological changes to the population projection.
This is now based on the current population status as well as updated assumptions on immi-
gration, birth rate and life expectancy. In addition, a distinction will be made in future between
three groups: the native population, i.e. all people who were recorded in the population statis-
tics up to the previous year, future immigrant skilled workers and future refugees. This classifi-
cation makes it possible to map the various demographic movements and integration into the
labour market in more detail and more up-to-date than before.

A net immigration of 550,000 people is assumed for 2024, including around 250,000
skilled workers and 300,000 refugees. These values decrease linearly to 150,000 and
100,000 people respectively by 2032, following the example of the 15th coordinated popula-
tion forecast. It is assumed that all immigrants are on average 25 years old and are equally
divided between male and female. In addition, any economic frictions in the labour market
integration of immigrants are taken into account. It is assumed that the labour market partic-
ipation rate of immigrants is 65 %. The structural unemployment rate of immigrant skilled work-
ers is set at 8 % and that of refugees at 30 %.
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APPENDIX

N TABLE 7
Components of the forecast for GDP growth (in %)

T L

Statistical overhang at the end of the previous year® - 02 -03

Growth rate over the course of the year® 09 -21 1.6 0.8 - 0.2 0.9 1.0
Annual rate of change of GDP, calendar adjusted 1.1 - 4.2 3.1 1.9 0.0 0.2 1.1
Calendar effect (in percentage points) 0.0 04 00 -01 - 0.2 0.0 - 0.1
Annual rate of change of GDP® 1.1 - 3.8 3.2 1.8 - 0.2 0.2 0.9

1 - Price adjusted. 2 - Forecast by the GCEE. 3 - Percentage difference between the level of GDP in the last quarter of
year t and the average level of quarterly GDP in the total year t (Annual Report 2005 Box 5), seasonally and calendar ad-
justed. 4 - Percentage change of the fourth quarter on the fourth quarter of the previous year, seasonally and calendar
adjusted. 5 - Deviations in sums due to rounding.

Sources: Federal Statistical Office, own calculations

© Sachverstandigenrat | 24-037-01

N TABLE 8

Contributions to growth of gross domestic product by expenditure components®
Percentage points

e s 2022 2023 20 Lz

Domestic demand® - 29 - 07
Final consumption expenditure 1.4 - 22 1.4 2.3 - 07 0.6 0.7
Private consumption® 0.8 - 3.0 0.8 1.9 - 04 0.3 0.4
Government consumption 0.5 0.8 0.7 0.3 - 03 0.3 0.2
Gross fixed capital formation 0.4 - 05 0.0 0.0 - 01 - 0.2 0.3
Investment in machinery & equipment® 0.1 - 0.8 0.2 0.3 0.2 - 0.1 0.2
Construction investment 0.1 0.4 - 03 - 0.2 - 03 - 0.2 0.1
Other products 0.2 - 0.2 0.1 0.0 0.0 0.1 0.1
Changes in inventories® - 0.3 - 0.2 0.9 0.7 0.1 - 03 0.0
Net exports - 03 - 10 0.9 - 12 0.6 0.1 - 01
Exports of goods and services 1.1 - 44 4.2 1.6 - 11 - 0.2 0.8
Imports of goods and services - 14 3.4 - 34 - 2.8 1.7 0.3 - 0.9
Gross domestic product (%)° 11 - 38 3.2 1.8 - 0.2 0.2 0.9

1 - Contributions to growth of price-adjusted GDP. Deviations in sums due to rounding. 2 - Forecast by the GCEE. 3 - As
the expenditure-side composition of the revisions to GDP in 2023 is still pending, it is assumed that they represent an
adjustment to the changes in inventories. 4 - Including non-profit institutions serving households. 5 - Including military
weapon systems.

Sources: Federal Statistical Office, own calculations

© Sachverstandigenrat | 24-035-01
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N TABLE 9

Key figures of the national accounts
Absolute values

2023 | 2024' | 2025* 2024° 20257
1. half-year| 2. half-year| 1. half-year| 2. half-year

Use of domestic product
at current prices

Final consumption expenditure billioneuro  2,978.2 3,083.9 3,177.6 1,504.4 1,579.5 1,552.6 1,625.0
Private consumption2 billioneuro  2,089.7 2,155.0 2,217.6 1,052.7 1,102.4 1,084.8 1,132.8
Government consumption billion euro 888.5 928.8 959.9 451.7 A477.1 467.8 492.2

Gross fixed capital formation billion euro 904.2 912.7 937.3 4425 470.2 451.7 485.6
Investment in machinery & equipment3 billion euro 275.5 277.2 289.9 132.0 145.2 137.3 152.6
Construction investment billion euro 486.8 489.9 495.0 242.4 247.5 243.1 251.9
Other products billion euro 141.9 145.7 152.4 68.1 77.6 71.3 81.1

Domestic demand* billioneuro  3,954.7 4,059.7 4,176.0 1,983.4 2,076.3 2,038.6 2,137.4

Exports of goods and services billioneuro  1,942.5 1,951.1 2,016.3 965.2 985.9 990.5 1,025.9

Imports of goods and services billioneuro  1,771.0 1,749.3 1,813.8 854.6 894.7 879.8 934.0

Gross domestic product“ billioneuro 4,126.2 4,261.5 4,378.5 2,094.0 2,167.5 2,149.2 2,229.3

Chained volumes

Final consumption expenditure billion euro 2,394.4 24138 2,436.4 1,189.4 1,224.4 1,200.1 1,236.3
Private cons,umption2 billioneuro  1,692.7 1,703.0 1,717.9 837.2 865.6 844.3 873.5
Government consumption billion euro 700.5 709.7 717.3 351.5 358.2 355.1 362.2

Gross fixed capital formation billion euro 657.4 650.9 660.8 316.3 334.6 319.0 341.8
Investment in machinery & equipment3 billion euro 229.2 225.6 231.4 107.7 117.9 109.6 121.8
Construction investment billion euro 306.2 301.7 303.7 149.5 152.2 149.3 154.4
Other products billion euro 123.9 126.1 129.2 59.4 66.8 60.8 68.4

Domestic demand* billioneuro  3,103.3 3,104.7 3,138.0 1,527.9 1,576.8 1,541.6 1,596.3

Exports of goods and services billioneuro  1,605.2 1,599.9 1,629.1 794.5 805.5 804.9 824.2

Imports of goods and services billioneuro  1,447.2 1,4379 1,469.7 704.6 733.2 716.7 753.0

Gross domestic product billion euro  3,268.6 3,274.0 3,305.0 1,620.9 1,653.0 1,632.9 1,672.0

Price Development (deflators)

Final consumption expenditure 2015=100 124.4 127.8 130.4 126.5 129.0 129.4 131.4
Private consumption2 2015=100 123.5 126.6 129.1 125.7 127.4 128.5 129.7
Government consumption 2015=100 126.8 130.9 133.8 128.5 133.2 131.7 135.9

Gross fixed capital formation 2015=100 137.5 140.2 141.8 139.9 140.6 141.6 142.1
Investment in machinery & equipment3 2015=100 120.2 122.9 125.3 122.6 123.1 125.3 125.3
Construction investment 2015=100 159.0 162.4 163.0 162.1 162.6 162.8 163.2
Other products 2015=100 114.5 115.5 117.9 114.7 116.2 117.3 118.5

Domestic demand* 2015=100 127.4 130.8 133.1 129.8 131.7 132.2 133.9

Terms of Trade 2015=100 98.9 100.2 100.3 100.2 100.3 100.2 100.3
Exports of goods and services 2015=100 121.0 122.0 123.8 121.5 122.4 123.1 124.5
Imports of goods and services 2015=100 122.4 121.7 123.4 121.3 122.0 122.8 124.1

Gross domestic product® 2015=100 126.2 130.2 132.5 129.2 131.1 131.6 133.3

Production of domestic product
Employed persons (domestic) 1,000 45,933 46,054 46,099 45,893 46,214 45,963 46,234
Labour volume million hours 61,661 61,759 61,857 30,323 31,435 30,427 31,430
Labour productivity (per hour) 2015=100 105.7 105.7 106.5 106.7 105.0 107.1 106.2
Distribution of net national income
Net national income billioneuro  3,080.4 3,144.7 3,240.2 1,527.1 1,617.5 1,572.4 1,667.8

Compensation of employees billioneuro  2,158.8 2,277.0 2,368.7 1,087.7 1,189.3 1,138.2 1,230.5

Gross wages and salaries billioneuro  1,778.9 11,8722 1,943.8 891.7 980.4 931.6 1,012.1
among them: net wages and
salaries® billioneuro  1,219.3 1,282.3 1,321.5 602.8 679.6 624.8 696.7
Property and entrepreneurial
income billion euro 921.6 867.7 871.4 439.5 428.2 434.1 437.3
Disposable income of private
households? billioneuro  2,295.5 2,369.8 2,430.7 1,173.9 1,195.9 1,203.7 1,227.0
Savings rate of private households>® % 11.4 11.4 11.1 12.6 10.3 12.2 10.1
For information purposes:
Nominal unit labour costs’ 2015=100 123.5 130.0 134.0 125.3 134.7 130.2 137.8
Real unit labour costs® 2015=100 97.8 100.0 101.2 97.0 102.8 98.9 103.4
Consumer prices 2020=100 116.7 119.5 122.0 118.8 120.2 121.5 122.4

1 - Forecast by the GCEE. 2 - Including non-profit institutions serving households. 3 - Including military weapon systems. 4 - As the expenditure-
side composition of the revisions to GDP in 2023 is still pending, it is assumed that they represent an adjustment to the changes in inventories.

5 - Compensation of employees minus social contributions of employers and employees and income tax of employees. 6 - Savings relative to dis-
posable income. 7 - Compensation of employees per working hour (employee concept) in relation to real GDP per working hour (employed person
concept). 8 - Compensation of employees per working hour (employee concept) in relation to GDP per working hour (employed person concept).
Sources: Federal Employment Agency, Federal Statistical Office, own calculations

© Sachverstandigenrat | 24-038-01
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N TABLE 9 CONTINUED

Key figures of the national accounts
Change on the previous year in %

2023 2024* 2025" 2024" 2025"
1. half-year | 2. half-year half-year | 2. half-year

Use of domestic product
at current prices

5.2 3.5 3.0 3.8 &8 3.2 2.9 Final consumption expenditure
5.6 3.1 29 3.0 3.2 3.1 2.8 Private consumption?
4.4 4.5 3.4 5.7 34 3.6 3.2 Government consumption
5.6 0.9 2.7 -0.1 1.9 2.1 3.3 Gross fixed capital formation
8.7 0.6 4.6 -0.4 1.6 4.0 5.1 Investment in machinery & equipment®
5.0 0.6 1.1 =103 1.6 0.3 1.8 Construction investment
1.9 2.6 4.6 1.4 3.7 4.7 4.6 Other products
4.1 2.7 2.9 2.6 2.7 2.8 2.9 Domestic demand*
-1.6 0.4 3.3 -15 2.4 2.6 4.1 Exports of goods and services
-6.7 -12 3.7 -4.0 1.6 2.9 4.4 Imports of goods and services
6.4 3.3 2.7 3.6 3.0 2.6 2.8 Gross domestic product4
Chained volumes
-1.0 0.8 0.9 0.7 0.9 0.9 1.0 Final consumption expenditure
-0.7 0.6 0.9 0.3 0.9 0.8 0.9 Private consumption2
-15 1.3 1.1 1.6 1.0 1.0 1.1 Government consumption
- 0.7 -1.0 1.5 -2.0 = (03l 0.8 2.2 Gross fixed capital formation
3.0 -16 2.6 -26 -0.6 1.8 83 Investment in machinery & equipment®
- 2.7 -15 0.7 -26 -0.3 -0.1 1.4 Construction investment
-0.6 1.8 2.4 1.3 2.1 2.4 2.5 Other products
-0.8 0.0 1.1 -0.5 0.6 0.9 1.2 Domestic demand*
-22 -0.3 1.8 -20 1.3 1.3 2.3 Exports of goods and services
-34 - 0.6 2.2 -26 1.3 1.7 2.7 Imports of goods and services
-0.2 0.2 0.9 -03 0.6 0.7 1.2 Gross domestic product
Price Development (deflators)
6.2 2.7 2.1 3.1 2.3 2.3 1.9 Final consumption expenditure
6.3 2.5 2.0 2.7 2.3 2.2 1.8 Private consumption2
6.0 3.2 2.2 4.0 2.4 2.5 2.0 Government consumption
6.3 2.0 1.2 1.9 2.0 1.2 1.1 Gross fixed capital formation
5.6 2.2 2.0 2.2 2.3 2.2 1.8 Investment in machinery & equipment®
7.9 2.1 0.4 2.3 1.9 0.4 0.4 Construction investment
2.5 0.8 2.1 0.1 1.4 2.3 2.0 Other products
4.9 2.6 1.8 3.1 2.1 1.9 1.7 Domestic demand”
4.1 1.4 0.0 2.0 0.7 0.1 0.0 Terms of Trade
0.6 0.8 1.5 0.5 1.1 1.3 1.7 Exports of goods and services
- 34 - 0.6 1.4 - 15 0.3 1.2 1.7 Imports of goods and services
6.6 31 18 3.9 24 1.9 1.7 Gross domestic product*
Production of domestic product
0.7 0.3 0.1 0.3 0.3 0.2 0.0 Employed persons (domestic)
0.4 0.2 0.2 - 0.6 0.9 0.3 0.0 Labour volume
- 0.7 0.0 0.8 0.2 - 0.1 0.4 1.2 Labour productivity (per hour)
Distribution of net national income
6.6 2.1 3.0 2.2 1.9 3.0 3.1 Net national income
6.7 5.5 4.0 5.7 3.3 4.7 &5 Compensation of employees
7.0 5.2 3.8 5.4 5.1 4.5 3.2 Gross wages and salaries
among them: net wages and
9.0 5.2 3.1 5.1 5.2 3.7 2.5 salaries®
Property and entrepreneurial
6.3 - 59 0.4 - 54 - 6.3 - 1.2 2.1 income
Disposable income of private
6.1 3.2 2.6 35 3.0 25 2.6 households>

Savings rate of private households?®
For information purposes:

6.7 58} 3.1 5.9 4.8 S 2.3 Nominal unit labour costs’
0.0 2.2 1.3 2.0 2.4 2.0 0.6 Real unit labour costs®
5.9 2.4 2.1 2.5 2.3 2.3 1.8 Consumer prices

1 - Forecast by the GCEE. 2 - Including non-profit institutions serving households. 3 - Including military weapon systems. 4 - As the expenditure-
side composition of the revisions to GDP in 2023 is still pending, it is assumed that they represent an adjustment to the changes in inventories.

5 - Compensation of employees minus social contributions of employers and employees and income tax of employees. 6 - Savings relative to dis-
posable income. 7 - Compensation of employees per working hour (employee concept) in relation to real GDP per working hour (employed person
concept). 8 - Compensation of employees per working hour (employee concept) in relation to GDP per working hour (employed person concept).
Sources: Federal Employment Agency, Federal Statistical Office, own calculations

© Sachverstandigenrat | 24-038-01
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N CHART 27
Components of German GDP1
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Billion euro % Billion euro %
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Chained volumes®: Annual averages: Change over previous quarter (right hand scale):
Annual Report 2023 — Current forecast Annual Report 2023
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1 - All components of GDP reported price-adjusted. 2 - Not seasonally and calendar-adjusted. 3 - Including military
weapon systems. 4 - Including non-profit institutions serving households. 5 - Reference year 2015, seasonally and
calendar-adjusted. 6 - Current forecast period. Forecasts by the GCEE.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-049-02
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N TABLE 10
General government revenues and expenditures and selected fiscal indicators®

- Change on previous year
Billion euro g : P y
in %

2023 | 2024 | 2025 [ 2024 | 2025° |

Total revenues 1,901.8 1,999.4 2,089.1 51 4.5
Taxes 953.7 984.8 1,027.9 3.3 4.4
Net social contributions 709.6 757.2 794.7 6.7 4.9
Sales 157.8 172.6 179.5 9.4 4.0
Other current transfers 311 31.3 31.9 0.7 18
Capital transfers 19.4 19.6 20.1 0.9 2.6
Property income 30.0 33.8 35.0 12.3 3.6
Other subsidies on production 0.2 0.2 0.2 0.0 0.0

Total expenditures 1,989.2 2,063.9 2,134.2 3.8 3.4
Social benefits other than social transf. in kind 661.4 696.1 721.7 5.3 3.7
Social benefits in kind 359.8 369.0 379.7 2.6 2.9
Compensation of employees 327.4 348.4 363.3 6.4 4.3
Intermediate consumption 256.5 274.0 280.9 6.8 2.5
Subsidies payable 66.3 40.2 38.8 -39.5 -35
Gross capital formation 108.0 115.7 121.8 7.1 5.3
Other current transfers 91.5 93.1 97.0 1.7 4.2
Capital transfers 82.6 86.4 86.6 4.7 0.2
Property income 36.1 41.4 44.8 14.6 8.1
Other taxes on production 0.3 0.3 0.3 3.3 6.0
Acquisitions less disposals of non-prod. assets -0.7 - 0.7 - 0.7 0.0 0.0

Budget balance -874 - 64.5 -451 X X

Fiscal indices (%)°
Tax ratio* 23.5 23.5 23.8 X X
Tax and contribution ratio® 39.6 40.1 40.9 X X
Budget balance -21 — 15 -1.0 X X
Structural budget balance® -15 -0.8 - 0.6 X X
Structural primary balance® -0.7 0.2 0.5 X X
Debt-to-GDP ratio’ 63.6 63.4 63.0 X X

1 - National accounts (nominal values). 2 - Forecast by the GCEE. 3 - In relation to GDP. 4 - Taxes including inherit-
ance tax and taxes entitled to the EU. 5 - Taxes including inheritance tax and taxes entitled to the EU, and actual social
contributions. 6 - Based on the estimate for potential output. Calculated with a budget semielasticity of 0.504. The
budget semielasticity measures by how many percentage points the relationship between budget balance and GDP
changes in the event of a 1 % increase in GDP. 7 - General government gross debt as defined in the Maastricht Treaty.

Sources: Deutsche Bundesbank, Federal Statistical Office, own calculations
© Sachverstandigenrat | 24-034-01
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