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AT A GLANCE

DIW Berlin Economic Outlook: summer upswing
to follow winter slump

By Guido Baldi, Paul Berenberg-Gossler, Hella Engerer, Simon Junker, Konstantin Kholodilin, Frederik Kurcz, and

Laura Pagenhardt

Omicron wave impacted the German economy and economies worldwide and made for
a bleak winter

If the pandemic subsides, the economy will return to a clear upward growth trend

DIW Berlin forecasting experts predict the German economy will grow by 3.0 percent in 2022
and by 2.9 percent in 2023

Inflation will be higher in 2022 than in 2021 but will likely be well below the two percent
target in 2023

Global economic environment currently full of risks, including Russia/Ukraine and China's
real estate sector

German economy continues on its recovery path and is expected to reach pre-pandemic level in summer 2022
Individual GDP components' contribution to growth in percentage points

Forecast
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FROM THE AUTHORS MEDIA

“If the pandemic gradually subsides worldwide from the spring or summer onward, then

the dislocations in the supply chains will also decrease. When everything has normalized g' &
again, we can expect that the goods shortages and the related price tensions will [=

ease significantly.”

Audio interview with Simon Junker (in German)

— Simon Junker — www.diw.de/mediathek
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ECONOMIC OUTLOOK

DIW Berlin Economic Outlook: summer
upswing to follow winter slump

By Guido Baldi, Paul Berenberg-Gossler, Hella Engerer, Simon Junker, Konstantin Kholodilin, Frederik Kurcz, and

Laura Pagenhardt

ABSTRACT

The Omicron wave of the coronavirus has impacted economies
worldwide, resulting in a bleak winter. Although restrictions

on economic and public life have been less severe than at the
beginning of 2021in many places—mainly due to the progress
of vaccination campaigns—and there are prospects of easing
restrictions in Germany as well, the labor shortage caused

by the current rates of infection is noticeable. Nevertheless,
the economic recovery in Germany has only been inter-
rupted—as soon as the pandemic subsides in the spring, there
will be a marked increase in business for personal service
providers in particular, such as those in the hospitality sector.
With the global economy picking up and supply bottlenecks
dissolving, the export-oriented German industry is expected to
gain momentum too. While inflation will be higher in 2022 than
it was in 2021, it will fall below the two-percent target in 2023,
supporting private consumption. The poor start to 2022 means
that overall, the German economy is likely to grow by 3.0 per-
cent in 2022, less than previously expected. However, the
pre-pandemic level of 2019 will likely be achieved by summer
2022.1n 2023, global economic output is expected to grow

by 2.9 percent.
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Global economy:' Omicron interrupts recovery

The global economy was halted in its tracks as Omicron swept
over the world at the end of 2021. A few months later in early
2022, the situation is unlikely to have changed much. Issues
with international supply chains remain, not least because
quarantine-related labor shortages are hampering trade and
production for the time being. China, too, is expected to
maintain its relatively restrictive COVID-19 containment
policy. Thus, supply bottlenecks will only resolve gradually
over the course of the first half of 2022. However, assuming
the pandemic subsides from the summer onward, a power-
ful recovery is expected, especially in countries with strong
progress in vaccination. The catch-up-driven upswing in
the global economy will slow down from the fourth quar-
ter of 2022 onward, as most advanced economies will have
reached their approximate long-term growth path by then
and the global economy will swing to a more leisurely growth
path (Table 1).

USA: unsustainable growth pace

The US economy continued to grow at a comparatively brisk
rate even in the final quarter of 2021. This was partly caused
by many companies—which had scaled back their just-in-
time production and whose inventories had emptied over the
summer—restocking their inventories due to concern about
the ongoing supply bottlenecks. The temporarily high infla-
tion rate of seven percent significantly reduced households’
purchasing power. While inflation will gradually decline
as global supply chains normalize and the fiscal packages
adopted in December 2020 and March 2021 expire, the end
of fiscal stimulus measures will also dampen private con-
sumption and goods imports. In light of the high inflation
rate, the US Federal Reserve announced it will allow its asset
purchase program to expire in March 2022 and will gradu-
ally increase key interest rates, which will also contribute to
a gradual decrease in the inflation rate.

1 This forecast was completed on February 10, 2022.

DOI: https://doi.org/10.18723/diw_dwr:2022-7-1
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Table 1
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Real GDP, consumer prices and unemployment rate in the global economy

In percent
GDP ‘ Consumer prices
loy rate in percent
Percentage change (year-on-year)
2020 ‘ 2021 ‘ 2022 ‘ 2023 2020 ‘ 2021 ‘ 2022 ‘ 2023 2020 ‘ 2021 ‘ 2022 ‘ 2023

Euro area -6.5 52 37 23 03 26 3.4 1.6 8.0 7.7 7.0 6.7

excl. Germany =7/l 6.2 4.1 20 0.2 23 3.0 17 9.6 9.4 89 8.6

France -8.0 7.0 38 17 0.5 21 27 17 8.0 8.0 7.8 7.6

Italy -9.0 6.5 38 19 -0.1 19 24 16 93 9.5 9.2 89

Spain -10.8 5.0 58 30 -03 30 37 17 15.6 151 143 136

Netherlands -38 46 34 16 11 28 37 21 39 32 34 34
United Kingdom -94 75 43 26 1.0 23 40 24 45 46 42 40
USA -34 57 36 27 12 47 46 21 81 54 37 34
Japan -45 17 29 16 0.0 =02 10 13 28 28 27 25
South Korea -0.9 40 29 26 0.5 24 25 17 40 36 32 31
Central and Eastern Europe =4 53 43 3.9 31 48 47 32 38 4.0 37 35
Turkey 16 10.9 35 38 123 19.6 25.0 15.2 132 122 19 n7
Russia -23 36 24 22 34 6.4 5.2 4.6 5.8 49 47 45
China 23 81 49 5.0 25 0.8 24 3.0
India -6.9 72 76 5.6 6.6 5.1 5.6 4.4
Brazil -42 49 0.5 18 33 87 73 3.0 135 132 132 127
Mexico -84 5.5 3.0 25 34 6.0 49 33 45 40 38 36
Advanced economies -47 5.0 34 25 0.7 33 36 19 6.9 5.5 45 42
Emerging economies -12 74 438 45 46 4.6 5.8 47 5.6 5.4 53 5.2
World -25 6.4 42 3.6 28 4.0 49 35 6.2 5.4 49 48

Note: For the emerging economies (excluding China), the authors prepared their own estimates for 2021.

Sources: National statistical offices; authors' own calculations.

© DIW Berlin 2022

China: strict containment policy keeps trading
partners nervous

Despite simmering debt problems in the real estate sec-
tor, the Chinese economy grew by 1.6 percent in the fourth
quarter of 2021. Private consumption and exports were the
main drivers of growth, while investment activity was sub-
dued, which is unusual for China. The Chinese government
continues to enact particularly strict measures to contain the
pandemic, such as sealing off entire cities. Due to such meas-
ures, there have been repeated temporary closures of produc-
tion sites or ports, which negatively affect international sup-
ply chains. Further economic growth is being hampered by
pent-up debt, especially in the real estate sector. While the
government seems to have succeeded in preventing a major
crisis so far, the simmering problems will likely cause future
growth rates to be significantly lower than they were in the
decade before the pandemic—especially as further increases
in the potential labor force are now unlikely.

Europe: pandemic affecting growth, but overall
outlook is positive

Three factors are significantly impacting growth in Europe,
especially in the euro area: the most recent waves of the
pandemic, the international supply chain bottlenecks, and

the resulting growing inflation in the final quarter of 2021.
Skyrocketing commodity prices are contributing to high
inflation rates but also reflect uncertainties regarding the
situation between Russia and Ukraine. The situation on the
labor markets, however, is good in many places and con-
sumer confidence has only moderately decreased despite
Omicron. In addition, tourism will pick up noticeably again
in the summer and have a positive financial impact on vari-
ous European vacation destinations. Over the rest of the fore-
cast period, recovery assistance under the European Recovery
and Resilience Facility will have an increasingly stimulating
effect, boosting investment across the board, especially in the
medium term. Taking the high inflation rate into considera-
tion, the European Central Bank (ECB) will gradually design
its monetary policy to be less expansive; however, a rapid
tightening of monetary policy is not expected. For example,
the ECB will likely discontinue its net asset purchases under
the Pandemic Emergency Purchase Programme (PEPP) in
March 2022. The temporary increase to the general Asset
Purchase Programme (APP) will likely continue to support
economic recovery in the euro area. In the United Kingdom,
economic recovery is likely to be somewhat hampered by
various factors occurring in summer: delayed Brexit conse-
quences are having an impact, for example, and UK-EU ten-
sions due to unresolved issues regarding Northern Ireland’s
status are also weighing on developments.

DIW Weekly Report 7+8/2022
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Figure 1

Gross domestic product and use of GDP
Seasonally and working-day adjusted

1. Gross domestic product 2. Private consumption
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Year-on-year growth rate in percent (non-adjusted)

1 So far, only the GDP values are available for 2021; the other quarterly figures have been estimated. These estimations used the monthly figures for special trade in particular, which show significantly lower imports.

Sources: Federal Statistical Office; authors’ own calculations. Forecast from the first quarter of 2022.

© DIW Berlin 2022
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Table 2

Use of GDP, quarter-on-quarter growth rates
Price, seasonally and working-day adjusted, in percent

2021 2022 2023

1 ‘ 1} ‘ 1] ‘ v | ‘ [} ‘ m ‘ '} 1 ‘ I ‘ 1] ‘ v

Private consumption =53 38 6.2 -11 -12 29 3.0 11 0.6 03 0.3 0.2
Public consumption =) 46 =i/ 0.5 0.2 0.0 -0.2 0.0 0.2 03 03 03
Gross fixed capital formation -0.5 13 -22 -0.9 0.1 20 26 14 0.8 0.8 0.8 0.8
Investment in machinery and equipment 0.1 18 =3 =) -0.2 15 22 13 0.8 0.7 0.7 0.7
Construction investment -0.1 0.6 =37 0.4 0.5 37 45 21 1.0 1.0 1.0 1.0
Other investment -26 11 0.9 0.9 0.9 0.9 0.8 0.8 0.8 0.8 0.8 0.8
Change in inventories? 11 -0.1 -0.7 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic uses -20 33 15 -0.6 -05 20 21 0.9 05 0.4 0.4 0.4
Net exports? 02 -0.8 02 -02 02 -0.2 0.0 0.2 0.0 -01 =01 -0.1
Exports 27 0.7 0.1 12 1.0 2.7 35 21 1.0 0.8 0.6 0.6
Imports 27 29 -0.4 2.0 0.6 35 4.0 2.0 10 1.0 0.9 0.9
GDP =17 22 17 =07 -03 17 20 1.0 0.5 03 0.2 0.2

1 So far, only the GDP values are available for 2021; the other quarterly figures have been estimated. These estimations used the monthly figures for special trade in particular, which show signifi-

cantly lower imports.
2 Contribution to GDP growth in percentage points.

Sources: Federal Statistical Office; authors' own calculations. Forecast from Q1 of 2022.

© DIW Berlin 2022

Central and Eastern Europe: Russia/Ukraine
tensions weighing on the area

Industry in Central and Eastern Europe is currently expe-
riencing well-filled order books and production is likely to
gain significant momentum in early summer as delivery
issues gradually resolve. Fiscal stimuli from allocations from
the EU’s recovery fund should also contribute to growth.?
The Russian economy, however, is currently being weighed
down by uncertainties regarding the conflict with Ukraine;
the ruble has weakened against the US dollar and the euro
since the beginning of 2022. All the same, export revenue
has increased due to increase in the price of oil and is reliev-
ing the federal budget.

Although DIW Berlin is lowering its forecast for the global
economy overall, a strong growth rate of 4.3 percent is still
expected for 2022. In 2033, it is likely to be 3.5 percent.

German economy:® pandemic slowing
economy, but industry is ready for a return to
strong activity

The fourth and fifth coronavirus waves impacted the
Germany economy in winter 2021/2022 more negatively
than previously assumed. Although the downward trend of
the industrial sector is likely to have ceased by the end of 2021,
the German economy shrunk markedly in the fourth quar-
ter (Figure 1). Many sectors in the service industry remain

2 Sofar, however, only the Czech Republic's and Romania's Recovery and Resilience Plans have
been approved by the European Commission. Poland's transfer of a total of 24 billion euros in
grants has been jeopardized due to the dispute over compliance with the rule of law.

3 This forecast was completed on February 10, 2022.

unable to do business in an effort to contain the pandemic,
both due to legal requirements and customers’ increased
reluctance and caution. The related significant loss of sales
is likely to continue on into spring 2022 and lead to a fur-
ther decrease in economic output, though less severe than
in 2021. The forecast assumes that the pandemic will sub-
side from spring onward and allow a return to normal. As in
the past two years since the pandemic began, recovery will
be rapid and likely accompanied by strong growth rates, for
example in private consumption (Table 2). Global produc-
tion linkages should also gradually pick up momentum as
the pandemic subsides (Table 3). As the availability of inter-
mediary goods normalizes, industry will also pick up speed
and quickly process backlogged orders. All in all, the German
economy is expected to grow by 3.0 percent in 2022 (Table 4).
Due to the two quarters of negative growth in winter, this is
much lower than previously expected. However, the economy
should exceed its pre-crisis level by summer 2022 and will, on
average, be almost at capacity this year (Figure 2). Primarily
due to continued strong industrial activity, Germany is likely
to experience a strong growth rate of 2.9 percent again in
2023 and will have then closed the output gap.*

Foreign trade likely to pick up speed in summer

Production obstacles over the past year resulted in German
exports lagging behind strong foreign demand, i.e., export-
weighted imports from trading partners (Figure 3). Despite a
setback at the beginning of 2022 and a somewhat downward

4 Capacity utilization is overestimated due to BioNtech's huge jump in profits and is likely

to be nearly half a percentage point lower than determined and shown in the figure. Cf. Simon
Junker et al,, "DIW Economic Outlook Autumn 2021," DIW Weekly Report no. 37 (2021) (available
online; acessed on February 10, 2022. This applies to all other online sources in this report unless
stated otherwise).
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Table 3

ECONOMIC OUTLOOK

Real gross value added of GDP
Percent change over the respective previous quarter, seasonally and
working-day adjusted

2022 2023
1 ‘ 1] ‘ ] ‘ v 1 ‘ 1] ‘ ] ‘ v
Gross value added -03 17 20 1.0 0.5 03 0.2 0.2
Manufacturing 13 25 40 24 11 0.5 0.4 0.4
Construction -03 15 22 13 0.7 0.7 0.6 0.6
Trade. accomodation. transport| -0.6 36 22 0.7 0.5 03 0.1 0.1
Business and production -05 12 22 18 06 03 01 01
services
Public admin. communityand | - _, 10 08 02 01 01 01 01
social serv.

Source: Authors' own calculations.

© DIW Berlin 2022

Table 4

Key economic indicators for the German economy

2020 2021 2022 2023
1

?peearlcgr?tpchange over previous year) St e S 28
Domestic employment (1,000 persons) 44,898 44,920 45,287 45,566
Unemployed (ILO concept) 1,664 1,507 1,294 1,202
Unemployed (BA concept) 2,695 2613 2,291 2,151
Unemployment rate? (ILO concept) 38 35 3.0 28
Unemployment rate? (BA concept) 5.9 5.7 5.0 47
Consumer prices® 0.5 31 3.8 15
Unit labor costs* 34 0.9 17 13
Current account balance. in percent of GDP 7.0 6.9 438 46

Note: As of February 10, 2022.

1 Price-adjusted, chain-linked.
2 As a share of domestic labor force (ILO), resp. civilian labor force (BA).

3 Consumer price index.

4 Compensation of employees (national concept) per hour worked over real GDP.

Sources: National and international institutions; authors' own calculations. Forecast from 2022 onward.

© DIW Berlin 2022
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trend over the further course of the year, foreign demand is
likely to continue on its strong growth path, increasing by
just under six percent in 2022 and by a good four percent in
2023. German exports are likely to expand even more pow-
erfully in the summer once industry has caught up on its
order backlog® and outstanding exports. In 2021, it became
clear that international trade in services—including travel,
with some restrictions—recovers rapidly from the pandem-
ic-related slumps. Although this recovery is currently being
interrupted, it will likely quickly approach the pre-crisis level
from the summer onward. However, undisturbed imports
are a prerequisite for buoyant exports: First, the currently
missing intermediary goods must be imported and flow

5 The existing orders are over a quarter higher than before the pandemic. The average time
frame for processing orders is up to 7.6 months; up until 2019, the average was 5.3 months.

DIW Weekly Report 7+8/2022

into the production process before some of them leave the
country again as part of the end products. Expenditure on
services, a larger share of which is accounted for by vaca-
tion travel, is expected to increase even more strongly than
revenue in 2022.

Overall, foreign trade will experience strong growth. In nom-
inal terms, imports are increasing significantly more strongly
than exports in 2022. Import prices are increasing almost
in double digits and the terms of trade are worsening. As a
result, the current account balance will fall to around five
percent in 2022 and remain there in 2023.

Labor market recovery barely affected

The recent waves of infections have had limited effects on
the labor market: In the second half of 2021, an average of
a good 50,000 people found a job each month, with this
momentum continuing until recently. This growth was
largely due to the increase in employment subject to social
security contributions. While the number of mini-jobbers
rose slightly, it decreased somewhat again in the wake of the
winter slump among personal service providers in November
2021. Following a dip at the beginning of 2022 that mainly
affected mini-jobbers, employment growth is expected to
pick up again more dynamically from early summer onward
(Table 5). The number of employed persons is likely to rise
by 370,000 in 2022 and by a further 280,000 in 2023, with
the pre-crisis level achieved by the final quarter of 2022.
Unemployment will fall accordingly significantly: in 2022 by
320,000 people and in 2023 by 140,000 people, with the par-
ticipation rate rising back to pre-crisis levels. The unemploy-
ment rate will decrease significantly in 2022, from 5.7 per-
centto 5.0 percent, and again slightly in 2023, to 4.7 percent.

The slump in production in winter 2021/2022 will again be
absorbed primarily through more extensive use of short-time
work, especially at the beginning of 2022: With almost half
a percentage point in the first quarter of 2022, its effect on
the volume of labor is not as dramatic as at the beginning of
the pandemic.® In addition, due to the high incidence com-
pared to previous waves, the pandemic-related labor shortage
is more extensive than previously. Overall, however, work-
ing hours will expand in 2022. Following the brief interrup-
tion, short-time work will be further reduced to an annual
average of around 380,000 in 2022 and likely no longer play
arole in 2023.

The effective hourly wage is likely to increase by 2.3 per-
cent, more strongly than previous figures. The minimum
wage increases are having an impact here: An increase in
the statutory minimum wage to 9.82 euros at the beginning
of 2022 will be followed by two further increases, the first
on July 1 to 10.45 euros and then on October 1, 2022, to the
12 euros agreed upon in the coalition agreement. Thus, the

6 For comparison: in the second quarter of 2020, around five percent of the decline in work-
ing hours over the course of the year was attributable to the extensive use of short-time work at
the time.
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minimum wage is 10.52 euros on average for 2022, which
is roughly a ten-percent increase compared to 2021. With
a consistent 12 euro minimum wage in 2023, there will be
an annual average increase of 14 percent compared to 2022.
In addition, wages should also increase across the board if
the economy remains strong and labor market shortages
increase. This is supported by the fact that employment is
being built up more in the social security sector and, in turn,
in sectors with relatively high wages, such as manufactur-
ing. Overall, the effective hourly wage is likely to increase
by three percent in 2023.

Inflation even higher in 2022

At 3.8 percent in 2022, inflation will surpass the high inflation
rate of 2021. Despite the absence of the value-added tax effect
(which is likely to make up almost one percentage point),
consumer price inflation remained at 4.9 percent in January
2022, partially due to a steep rise in food prices. However, the
primary drivers of the increase are energy prices, which are
over a fifth higher than in 2021. The carbon pricing increase
at the beginning of 2022 only contributed around two per-
centage points. Skyrocketing commodity prices are the deci-
sive factor: Within just one month, crude oil prices shot up
by a sixth, with gas and electricity prices also near record
level. The only relief has come from the drop in the renew-
able energy (EEG) surcharge, which is to be abolished by the
beginning of 2023 at the latest (as assumed here) and will
provide new relief. However, hardly any further declines are
expected: Oil futures, on which crude oil price assumptions
are based, are only indicating cautiously falling prices. On
average, oil prices in 2022 will be over a fourth higher than
the 2021 average. In 2023, they will only fall by a little less
than a tenth, which will dampen inflation that year. This
is contrasted by the renewed CO, price increase, which is
expected to contribute one-tenth to inflation.

The core inflation rate, which is often used to assess inflation
and excludes the massive rise in energy prices, will climb
to an unusually high 2.6 percent over the course of 2022.
Companies are gradually passing the immense additional
cost caused by the commodity price increases on to consum-
ers. However, upward pressure on prices is expected to slowly
subside as supply bottlenecks for intermediary goods ease
gradually. On the other hand, the upcoming minimum wage
increases will lead to further cost increases on the produc-
tion side, which will also partially raise inflation. While core
inflation will decrease a little in 2023, it will remain high at
two percent. Nevertheless, it is expected to settle at 1.5 per-
cent in 2023, with energy prices falling at the same time.

Consumption likely to recover rapidly in summer
with help of stable incomes

The restrictions on personal services—such as legal require-
ments to provide a vaccination or recovery certificate or cus-
tomers’ voluntary avoidance out of caution—are reflected
in a correspondingly lower level of private consumption.
While consumers’ unspent money can be used elsewhere,

Figure 2

GDP, potential output, and gap
In billion euro, gap in relation to potential
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Sources: Authors' own calculations.
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The German economy will close the output gap in 2022.

Figure 3

Foreign demand and (real) German exports
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While exports dragged behind demand in 2021, they are likely to experience a power-

ful catch up in 2022.

there are limited options for doing so, in part as a result of
certain goods, such as electronics, being in short supply.
Thus, as was the case during previous waves, consumption
is likely to be significantly lower in winter, especially in the
first quarter of 2022, compared to summer 2021. However,
the slump will be nowhere near as severe as in the winter
0f2020/2021, as the sharp increase in the share of the vacci-
nated population has allowed significantly more activity. In
addition, companies have adapted more and more to oper-
ating under pandemic conditions. Ultimately, affected sec-
tors, such as the hospitality industry, will suffer a substan-
tial but comparatively modest drop in sales (Figure 4). From
summer 2022 onward, assuming the pandemic situation
subsides, private consumption is likely to revive rapidly, as

DIW Weekly Report 7+8/2022
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Box

Fiscal policy framework

The COVID-19 pandemic has dominated fiscal policy since 2020.
As in 2021, the elimination of many measures will provide restric-
tive stimulus in 2022 (Table Box). Nevertheless, the pandemic is
still creating significant burdens for public budgets. Much of the
tax relief that was passed is having an impact and the investment
programs will require additional expenditure in 2022 and 2023.
Moreover, in response to the fifth wave of the coronavirus, some
measures, such as fiscal support for the self-employed, were ex-
tended until the end of March 2022. Throughout 2022, grants to
hospitals, additional expenditure for the vaccination campaign as
well as for the purchase of medicines, and for other materials will
continue to be necessary. In 2023, however, the additional ex-
penditure related to the pandemic will likely be gone. The climate
change mitigation program set up over the past years will also
require significant additional expenditure over the forecast period.

The partial abolition of the solidarity surcharge is still impacting
tax revenue in 2022. Moreover, the personal allowance will be
raised and the income tax rate caps will be shifted. However, these
changes will not be enough to offset the effects of cold progression
in 2022. Greater consideration of this effect is assumed for 2023.

Changes to fiscal policy are also leading to greater expenses

for social security. For example, the basic pension continues to
require additional expenditure. At the beginning of 2022, a long-
term care insurance reform came into effect, which is only partially
financed by contributions. Although fiscal policy ensured that the
cumulative contribution rate to social security remained below the
40 percent threshold during the pandemic, demographic trends
will now gradually cause contribution rates to rise, especially from
2023 onward. From 2023, the contribution rate for unemployment
insurance as well as for the pension insurance system will be sig-
nificantly increased. The average additional contribution to health
insurance is also likely to increase.

Itis still difficult to assess the consequences of realigning fiscal pol-
icy as laid out in the coalition agreement. Only a few projects have
been sufficiently specified as of publication, including an increase
of the tax-exempt amount of savings, an extension of the working
from home allowance, and “super deductions” for digital goods. It

is also becoming apparent that employees' contributions to the
statutory pension insurance scheme will likely be fully deductible
from 2023 onward.

The mini-job threshold will increase to 520 euros per month and
the minimum wage will be increased to 12 euros per hour on
October 1,2022. However, the related effects on public budgets
will be minimal. Changes to the Participation Opportunity Act

it did in the previous two years, and then sustainably. From
the middle of 2022, it is expected to exceed its pre-crisis level
and to be accompanied by strong growth in the hospitality
and travel sectors.
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(Teilhabechancengesetz), the abolition of Arbeitslosengeld Il (a
type of long-term welfare assistance), the introduction of a citizen's
dividend, and improvements to BAf6G (in terms of housing bene-
fits or family support) have all been announced. These measures
cannot be estimated at present, neither in terms of their form nor
in terms of their timing. However, it is known and quantifiable that
a Pflegebonus for health care workers will be paid out in 2022.

The realignment of climate policy is also likely to result in signif-
icant effects impacting the public budgets. Surprisingly and at
short notice, the government subsidy for energy-efficient build-
ings was ended; a successor regulation has not yet been decided
upon. It is also known that the EEG surcharge will be transferred
to the federal budget from 2023 at the latest and financed from
the Energy and Climate Fund. As a result, end consumer prices for
electricity customers are likely to sink significantly and subsidies
to the producers to increase. A climate change mitigation emer-
gency program has been announced and should be elaborated

on by the end of 2022. It is likely that additional measures, such as
vehicle taxation or subsidies, will be adopted, although they cannot
be estimated as of publication. The same applies to differentiating
the truck toll according to CO, emissions, which is targeted for
2023. Many of the announced measures, such as those in the area
of climate change mitigation—for the construction of new housing
or the participation of the federal government in the financing of
new social housing—will be accompanied by public investment.
However, there are no concrete designs available yet.

With the measures mentioned in this forecast, fiscal policy will
clearly be restrictive in both 2022 and 2023. However, the reported
restrictive stimuli are likely to be significantly lower as early as
2022 as plans agreed upon in the coalition agreement are imple-
mented. The first indications are likely to come from the decision
on the key parameters for the 2022 budget and the draft budget
for 2023, which will be approved by the cabinet on March 9.

Private household income is continuing on its upward
growth trend, in part due to government support measures.
Over the past year, labor income has risen powerfully and is
expected to increase by around 4.5 percent in 2022 and 2023



ECONOMIC OUTLOOK

Tabelle

Fiscal policy measures’

Burdens (—) and relief (+) on the general government budget in billions of euros compared to the previous year

2022 2023 2022 2023
Revenue of regional and local authorities? Social security expenditure
Partial abolition of solidarity surcharge -14 -0.4 Basic pension -19 0.8
0ld Age Income Act (Alterseinkiinftegesetz) =15 -16 Pension adjustment (east) -0.5 -0.5
Additional revenue from increasing pension taxation 0.4 0.4 Long-term care insurance reform -12 -0.7
Changes to tobacco tax 18 0.6 Reintroduction of the sustainability factor in 2022 12 0.0
Second Act on Family Benefits (Zweites Familienleistungsgesetz) -45 -0.6 Other measures® -0.7 -0.2
Income tax rate shift in 2023 and 2024 -35 Coronavirus aid
Full deductibility of statutory pension insurance contributions - Financial aid to companies 290 6.0
as of 1/1/2023 ) Reduction of VAT rates incl. reduced expenditure for government n i
Increase of tax-exempt savings amount on 1/1/2023 -0.5 purchases ’ ’
Extension of working from home allowance -1.0 Stabilization of EEG surcharge 28 3.0
Tax incentives for R&D -1.0 -10 Declining balance method of depreciation -35 0.5
"Super deductions” for digital goods and extension of income tax 8 Research funding -0.1 0.5
loss offset rules until the end of 2023 ’ Face masks, tests, vaccines 5.0 0.0
BMF communication on service life of computer hardware and 20 24 Financial aid for health care sector 50 9.0
SEILEIE , Neustart Kultur program 10 04
e fax Tneasures . plt bE Catch-up program for children -0.5 13
.COZ price Increase for heat and transport sectors (Climate Cab- 16 18 Extraordinary economic aid November and December 2020 14.0 0.0
inet decision) e
Additional measures (Climate Cabinet decision) -0.5 -02 childbonus I & e
. ) Reduced VAT in gastronomy -0.7 25
Social security revenue
. . _— Easier access to short-time allowance 5.0 25
Reduction of insolvency payment contribution by 0.03 percent-
age points on 1/1/2022 03 00 Other coronavirus measures 49 21
Increase in statutory long-term care insurance contribution for i a6 Coronavirus measures 67.3 278
childless persons by 0.1 percentage points as of 1/1/2022 ’ ’ Overall 108.0 69.3
Increase in unemployment insurance contribute rate by 0.2 per- 25 Compared to nominal GDP 28 17
centage points on 1/1/2023 ’
Increase in the average additional contribution to statutory As of February 2, 2022.
health insurance by 0.1 percentage points on 1/1/2021 and 12
1/1/2023 1 Without macroeconomic repercussions.
Increase in mini-job threshold to 520 euro/month on 10/1/2022 0.0 0.1 2 The effec.ls ‘()f‘lhe taxlaw changes apply to the fiscal year. -

_ o o 3 Fund Jurisdiction Act (Fondsstandortgesetz), corporate income tax modernization, amendment
Increase in statutory pension insurance contribution rate by 35 to the Race Betting and Lottery Act (Rennwett- und Lotteriesteuergesetz), First Act on Family Bene-
0.3 percentage points on 1/1/2023 fits (Erstes Familienentlastungsgesetz), Act to Prevent Tax Evasion in E-Commerce Concerning the

Expenditure of local and regional authorities Sale of Goods (Gesetz zur Vermeidung von Umsatzsteuerausfillen beim Handel mit Waren im Inter-
Decrease in EEG surcharge in accordance with the climate net), increase in the disability lump sum and adjustment to other tax regulations , tax-incentivized
package and transfer of the EEG surcharge to the federal budget 12,6 housing development program, Annual Tax Act 2020 (Jahressteuergesetz 2020), Act on the Further
in mid-2022/as of 1/1/2023 Tax Promotion of Electric Mobility and the Amendment of Further Tax Regulations (Gesetz zur
Pflegebonus in 2022 ~10 10 steuerlichen Forderung der Elektromobilitat und zur Anderung weiterer steuerlicher Vorschriften),

. . . . . increase in the minimum wage to 12 euros/hour and in the minijob threshold from October 1, 2022.

Law on Structural Improvements in Coal-Mining Regions (StStG) =03 = 4 Expansion of full-day schools, March 2020 federal investment package, Work of Tomorrow
Funds for broadband expansion and the Digitalpakt 0.0 -03 Act (Arbeit-von-morgen-Gesetz), 13,500 new jobs in security and justice, Participation Oppor-
Act on Good Early Childhood Education and Care (Gute-KiTa-Gesetz) -0.4 1.0 tunity Act (Teilhabechancengesetz), changes to the housing allowance, the Strong Families
One-time heating cost subsidy for housing allowance recipients ~02 02 Act (Starke-Familien-Gesetz), increasing BAfdG, the Act to Improve Qualification Opportunities

" X ) . . . (Qualifizierungschancengesetz), Relief of the Fee Burden on Relatives Act (Angehdrigenentlas-
Adg!uonsl E.n.ergy and Climate Fund expenditure (Climate -63 21 tungsgesetz), the Agricultural Investment Program, increase in development aid, Baukindergeld
IR (grant to support purchase of owner-occupied housing for families with children).
Defense -30 30 5 Work of Tomorrow Act (Arbeit-von-morgen-Gesetz), Nursing Staff Reinforcement Act (Pflegeper-
Recovery aid 2021 (federal and state) -20 0.0 sonal-Stérkungsgesetz), Schedule Service and Supply Act (Terminservice- und Versorgungsgesetz),
Other measures* 00 07 increase in the supplementary period for those with reduced earning capacity, Act to Improve

as short-time work is reduced and employment and hourly
wages increase. Although higher progressive income taxes
have a greater impact, the net increase in labor income is
still noticeable. Various relief measures are also having an

Health Care Provision and Old-Age Care (Gesundheitsversorgungs- und Pflegeverbesserungsgesetz).

Sources: The German Federal Government; authors' own calculations and estimations.

© DIW Berlin 2022

effect, such as the Second Act on Family Benefits (Zweite
Familienleistungsgesetz), the personal allowance increase,
and the change to the basic income tax rates (see Box).
However, the increase in monetary social benefits will end

DIW Weekly Report 7+8,/2022

61



Table 5
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Labor market performance
In millions of people

2018 2019 2020 2021 2022
Persons in employment (domestic concept) 4527 44.90 44.92 4529 4557
Self-employed, family workers 415 4.04 3.93 3.86 3.80
Employees subject to social security contributions 33.54 3358 33.92 3436 34.57
Public officers, judges, military personnel 1.86 1.88 190 192 1.94
Mini-jobbers (without a second job) 457 477 376 376 3.88
Other 114 113 14 139 137
/-
tonnGemany o v e | O o com o on
Persons in employment (national concept) 4513 44.80 44.80 45.17 45.45
Unemployed (ILO concept) 137 1.66 151 129 120
Active population 46.50 46.47 46.31 46.46 46.65
For information only:
Unemployed 227 270 261 229 215
Unemployment rate (BA concept) in percent 5.0 5.9 5.7 5.0 47
Unemployment rate (SGB concept?) in percent 6.3 74 7.2 6.2 5.9
Unemployment (NSA concept?) in percent 30 36 33 28 26
Unemployment rate (ILO concept) in percent 32 38 35 30 28
Employed persons (domestic concept - ILO) 422 4.8 4.4 a7 420

1 Unemployed persons registered at the Federal Labor Office in relation to active civil population.

2 Unemployed persons registered at the Federal Labor Office in relation to the sum of unemployed and employed persons
subject to social insurance contribution.

3 Unemployed persons (ILO concept) in relation to unemployed (ILO) and employed persons (national concept).

Sources: Federal Statistical Office; Federal Labor Office; authors' own calculations.

© DIW Berlin 2022

Figure 4

Hospitality sales and table reservations’
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1 Table reservations were scaled using a regression.

Sources: OpenTable, Macrobond; authors' own calculations.
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The recent drop in table reservations is indicating a slump in the hospitality sector.
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with the reduction of short-time work, as the related trans-
fer payments will also expire. Overall, disposable income
has remained remarkably stable and will roughly maintain
its 2021 tempo throughout the forecast period.

Private consumption will increase by almost double digits in
nominal terms in 2022, in large part due to the temporarily

high inflation. In 2023, increases in nominal consumption
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and prices will lose speed. Real private consumption is likely
to grow by almost six percent in 2022, reaching the pre-crisis
level. In 2023, it will approach the pre-crisis trend with growth
of just under four percent.

Shortages and skyrocketing prices weighing on
investments

The sustained material and transport bottlenecks are con-
tinuing to weigh on equipment investment. Large parts of
the well-filled order books could not be put into production
at the end of 2021. However, there were signs of a slight
easing in January 2022; the business climate among capital
goods manufacturers increased significantly. Nevertheless,
were Omicron to spread throughout China, it would lead to
renewed restrictions in local production there as well as in
international trade, reversing this trend. A new record high
of eighty-five percent of capital goods producers surveyed by
the ifo Institute indicated limitations due to material short-
ages. Therefore, only a slight increase is expected for the
purchase of machines, equipment, and vehicles in the first
quarter of 2022. Nonetheless, new domestic orders increased
strongly again at the end of 2021. From summer onward as
the pandemic subsides, supply bottlenecks gradually dis-
solve, and the high backlog of existing orders can begin to
be processed, the catch-up effects are likely to be all the more
pronounced. In the medium term, however, growth will be
hampered by other factors. Increasing investment plans are
being impeded in particular by high energy costs, which
mean tighter budgets for many companies: In a survey con-
ducted by the Association of German Chambers of Industry
and Commerce (Deutscher Industrie- und Handelskammertag,
DIHK) last fall, more than a quarter of the companies sur-
veyed reported less financial leeway for investments due to
electricity and gas expenses.”

In the second half of 2021, construction investments across
all sectors declined, in some cases significantly, due to short-
ages and strong price increases for construction materi-
als. Construction prices are likely to continue their upward
growth trend over the course of 2022. High material costs
are gradually being passed on to contractors and increasing
staff shortages are likely to drive prices up further: Two-thirds
of the contractors surveyed in a DIHK poll said they were
unable to fill positions due to a shortage of skilled workers.?
These issues are primarily affecting residential construction,
where a (still) high order backlog is already being offset by
a decline in new orders. The renovation sector, where pro-
duction recently slumped, has been especially affected. Many
households are likely to postpone orders for work that is not
urgently necessary in the hopes that prices will be lower in the
future, and the short-term elimination of the energy-related
renovation subsidy is further impeding renovation planning.
A mixed picture is emerging over the course of the forecast:

7  Cf. Deutscher Industrie- und Handelskammertag, DIHK-Umfrage: Unternehmen leiden unter
hohen Strom- und Gaspreisen (2021) (in German; available online).

8 Cf. Deutscher Industrie- und Handelskammertag, DIHK-Fachkriftereport 2021 (2021) (in
German; available online).


https://www.dihk.de/de/themen-und-positionen/wirtschaftspolitik/energie/dihk-umfrage-unternehmen-leiden-unter-hohen-strom-und-gaspreisen-61652
https://www.dihk.de/de/themen-und-positionen/fachkraefte/beschaeftigung/fachkraeftereport-2021
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on the one hand, residential construction investments will
pick up speed again as material shortages resolve. On the
other hand, more powerful real increases will be prevented
by high prices. Commercial construction is likely to compen-
sate for the lower residential construction, at least in part.
While it was also significantly impacted by material short-
ages and uncertainties due to the fourth wave in the second
half of 2021, sentiment brightened at the beginning of 2022.
Civil engineering in particular recorded an increase in orders
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which, following a subdued start to 2022, should be reflected
in strong investment momentum over the summer. Public
construction experienced especially weak development in
2021. In particular, the funds invested in the future package,
including for the expansion of daycare centers and broad-
band, have hardly been used. If these funds are accessed
more in 2022 and if the ambitious construction plans laid
out in the coalition agreement are made concrete and tack-
led, greater momentum can be expected here once more.

Konstantin Kholodilin is a research associate in the Forecasting and
Economic Policy Department at DIW Berlin | kkholodilin@diw.de

Frederik Kurcz is a PhD student in the Macroeconomics Department
at DIW Berlin | fkurcz@diw.de

Laura Pagenhardt is a research associate in the Forecasting and Economic
Policy Department at DIW Berlin | pagendhardt@diw.de

DIW Weekly Report 7+8/2022

63


mailto:gbaldi%40diw.de?subject=
mailto:pberenberggossler%40diw.de?subject=
mailto:hengerer%40diw.de?subject=
mailto:sjunker%40diw.de?subject=
mailto:kkholodilin%40diw.de?subject=
mailto:fkurcz%40diw.de?subject=
mailto:pagendhardt%40diw.de?subject=

ECONOMIC OUTLOOK

The Main National Accounts Data for the Federal Republic of Germany'
Forecast for 2022 and 2023

2022 2023
2021 2022 2023
1st half of year | 2nd half of year | 1st half of year | 2nd half of year
1. Origin of GDP
Percentage change over previous year
Domestic employment 0.0 0.8 0.6 1.0 0.6 0.7 0.5
Hours worked, per working day 22 16 15 22 10 16 15
Working days 0.1 -0.1 -0.8 0.8 -10 0.0 -16
Labor volume, calendar-monthly 23 22 13 41 0.5 23 0.4
Labor productivity? 0.5 0.7 16 -13 27 23 0.8
Gross domestic product, price adjusted 28 3.0 29 2.8 32 4.6 13
2. Disposition of GDP in current prices
a) Billion EUR
Final consumption expenditure 25715 2763.4 2878.0 1331.6 14318 1410.9 1467.1
Private consumption expenditure® 1767.2 1936.6 2038.1 9272 1009.4 9997 1038.4
Government consumption expenditure 8043 826.8 840.0 404.4 4224 4112 428.7
Gross fixed capital formation (GFCF) 788.7 864.1 9187 4083 455.8 4421 476.6
Construction 2283 2433 2615 1.8 131.4 124.5 137.0
Machinery and equipment 4191 4725 5021 226.2 246.4 2440 258.0
GFCF in other products 1413 1483 155.1 703 779 736 815
Change in stocks* -8.8 257 349 1.6 141 17.8 172
Domestic uses 33514 3653.2 38317 17516 1901.6 1870.8 1960.8
Balance of exports and imports 215.6 155.1 154.2 88.9 66.2 94.6 59.6
Exports 1690.2 1902.5 2025.6 9252 977.4 1009.9 1015.8
Imports 1474.6 1741.5 1871.4 8363 9112 9153 956.2
GDP 3567.1 3808.3 3985.9 1840.4 1967.8 1965.4 20204
b) Percentage change over previous year
Final consumption expenditure 44 75 41 9.4 5.7 6.0 25
Private consumption expenditure? 35 9.6 5.2 17 77 7.8 29
Government consumption expenditure 6.6 28 16 4.4 13 17 15
Gross fixed capital formation (GFCF) 72 9.6 6.3 9.2 9.8 83 46
Construction 52 6.6 75 17 n2 13 42
Machinery and equipment 10.3 127 6.2 149 10.8 7.9 47
GFCF in other products 17 4.9 4.6 5.0 49 4.6 4.6
Domestic uses 5.6 9.0 49 10.2 8.0 6.8 31
Exports 15.6 126 6.5 132 19 9.2 39
Imports 16.2 18.5 71 20.8 16.5 9.4 49
GDP 5.9 6.8 47 73 6.2 6.8 27
3. Disposition of GDP, adjusted for prices
a) Chain-linked estimated in billion EUR
Final consumption expenditure 23249 24248 2494.9 1772 1247.6 12301 1264.9
Private consumption expenditure? 16217 17171 17839 825.8 8913 878.8 905.0
Government consumption expenditure 701.4 7071 711.0 350.7 356.4 3512 359.8
Gross fixed capital formation (GFCF) 676.7 699.7 7280 3326 367.1 3518 376.2
Construction 2153 225.4 2403 1037 1217 1143 126.0
Machinery and equipment 3288 3376 347.7 163.2 1744 1701 1776
GFCF in other products 1311 135.8 140.0 64.7 711 66.8 733
Domestic uses 29835 3085.8 3184.1 1493.9 1591.9 15653 1618.9
Exports 1569.2 1668.6 1765.1 8113 8572 8827 8824
Imports 1370.9 1477.4 1576.1 704.6 772.8 773.6 802.6
GDP 3183.2 32791 3373.6 1601.1 1678.0 1674.3 1699.2
b) Percentage change over previous year
Final consumption expenditure 13 43 29 5.5 32 45 14
Private consumption expenditure? 0.4 5.9 39 74 45 6.4 15
Government consumption expenditure 34 0.8 0.6 13 03 0.1 1.0
Gross fixed capital formation (GFCF) 19 34 4.0 12 5.5 58 25
Construction 36 47 6.6 -04 9.4 102 35
Machinery and equipment 13 27 3.0 11 41 43 18
GFCF in other products 0.6 35 31 37 34 31 31
Domestic uses 14 34 32 33 36 48 17
Exports 9.6 6.3 5.8 41 85 88 29
Imports 7.2 78 6.7 5.6 9.9 9.8 38
GDP 28 3.0 29 28 32 46 13
1 So far, only the GDP values are available for 2021; the other quarterly figures have been 2 GDP (price-adjusted) per man hour.
estimated. These estimations used the monthly figures for special trade in particular, which 3 Including private organizations without pecuniary reward.
show significantly lower imports. 4 Including net increase in valuables.

Sources: Federal Statistical Office; authors' own calculations.
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