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AT A GLANCE

German economy with delayed recovery;
industry in a tight spot

By Claus Michelsen et al.

DIW Berlin is slightly increasing its growth forecast for the German economy to 3.2 percent for
2021 and to 4.3 percent for 2022

However, the consequences of the pandemic are far from over and setbacks are feared; increasing
raw material shortages are weighing on industry, risk of insolvencies is rising

German exports are benefiting from global economic growth; boom in the USA is compensating
for the weak recovery in some emerging economies

In Germany, overall economic loss due to the pandemic should be around 350 billion euros,
around ten percent of GDP

Returning to a balanced budget too early would cause damage—without investments and innova-
tion, structural changes such as the demographic shift cannot be handled

German economy growing faster than expected in spring 2021; consumption to primarily drive growth in 2022
Individual GDP components' contribution to growth in percentage points

10—

Forecast

2015 2016 2017 2018 2019 2020 2021 2022
- Consumption - Investments Exports - Imports + Year-on-year GDP growth in percent
Source: DIW Berlin Economic Outlook Summer 2021 © DIW Berlin 2021
FROM THE AUTHORS MEDIA

“Service sectors in particular are benefiting from the easing of the lockdown measures.

. , . . , . . [l ]
However, incidences could rise again as re-openings begin. We will only see a sustained =
upswing once the vaccination rate is high enough to approach herd immunity.” [=

— Claus Michelsen, DIW Berlin Chief Economic Forecaster —
Audio Interview with C. Michelsen (in German)
www.diw.de/mediathek
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EDITORIAL

German economy with delayed recovery;
industry in a tight spot

By Claus Michelsen, Guido Baldi, Marius Clemens, Geraldine Dany-Knedlik, Hella Engerer, Marcel Fratzscher, Max Hanisch,

Simon Junker, Laura Pagenhardt, and Sandra Pasch

The coronavirus pandemic will continue to determine eco-
nomic development worldwide in early summer 2021. The
vaccination campaigns have gained momentum, especially
in developed economies, and many countries, including
Germany, are gradually easing restrictions on social life.
The effects of the pandemic are determining the recovery
process, but nevertheless, many service sectors—above all
the hospitality sector and retail industries—have already
been able to achieve significant sales gains in recent months
and thus participate in the progress made in combating the
pandemic.

The manufacturing sector, in contrast, is being significantly
hampered by raw material shortages and other impor-

tant advance services. Despite a return to well-filled order
books, industry and the construction sector cannot meet
demand fully. The prices of important advance services have
increased significantly recently and a large number of busi-
nesses are reporting that the missing advance services are
hindering production. Consequences of the pandemic not
directly related to the spread of the virus or to preventative
measures are now coming into the foreground: For example,
the extraction and production of important raw materials
were shut down during the pandemic and now the rapidly
growing demand cannot be met immediately. Additionally,
demand has shifted, in some cases drastically. In particular,
the shift to digitalization has created skyrocketing demand
for semicondutors in the electrical industry, which has
resulted in a shortage for automotive manufacturing. Such
shortages show that containing the pandemic is a necessary
but insufficient precondition for a quick and smooth eco-

nomic recovery.

Despite these developments, the outlook for the German
economy is somewhat more positive than expected in spring
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2021. For 2021, DIW Berlin is now forecasting growth of

3.2 percent compared to 2020. Strong recovery is expected
to continue into 2022 with growth of 4.3 percent. However,
this should not obscure the fact that the road to fully over-
coming the impact of the pandemic is long and setbacks
must always be expected. It is estimated that the pre-crisis
growth level will be achieved by the final quarter of 2021.
The cumulative, pandemic-related loss of value added in
Germany is around 230 billion euros. Without the pandemic,
economic output would have increased by around 2.5 per-
cent. Overall losses due to the coronavirus pandemic from
2020 and 2021 are 350 billion euros, around ten percent of
GDP. These losses also impact production potential, which
will not reach its pre-crisis level in the medium term: In 2025,
value added is likely to still be lower than projected before
the crisis. Thus, it would be counterproductive to end the
current economic stabilization measures too early. Rather,
additional fiscal stimuli would be helpful to strengthen
production potential in order for it to return to its pre-crisis

growth path sooner.

In the short-term, the German economy will benefit from

the global recovery: Important imports from the mechanical
engineering and automotive sectors are in demand world-
wide. Demand from the euro area and the USA in particular
is better than forecast in spring 2021. In contrast, economic
growth in the emerging markets is less positive than
expected in spring 2021, as brutal waves of the coronavirus
have led to tragic conditions in the hospitals in these coun-
tries. Moreover, the Chinese economy has lost some momen-
tum as well. Nevertheless, despite the raw material shortage
and temporary blockades of important sea trade routes, the

global economy is on a recovery course overall.

DOI: https://doi.org/10.18723/diw_dwr:2021-23-1
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In this forecast, it is assumed this shortage is temporary and
the advanced economies will be able to lift restrictions on
social life on a sustained basis due to the progress in their
vaccination programs. The situation is different for emerging
economies, however, where there are not enough vaccine
doses to comprehensively cover the population. As a result,
recovery in these countries will be repeatedly hindered and
a high risk of further virus mutations remains. If the current
vaccines do not protect from the new variants, recovery in
Europe, the USA, and other parts of the world will also be at
risk.

In Germany, the phased plan to determine the re-openings
and closings of businesses based on the seven-day-inci-
dence that was adopted by the federal and state govern-
ments still applies. According to the plan, many activities
may be carried out largely without restrictions when there
are fewer than 50 new infections per 100,000 inhabitants
within one week, or with additional restrictions at 100 new
infections. Accordingly, many districts and urban municipal-
ities were able to ease restrictions and as a result, business
activity, primarily in the service sectors, is increasing and
currently driving the recovery in Germany. However, it is
also to be expected that infections will increase as social
activities resume. The race to vaccinate against the spread
of further virus mutations has not yet been won. Therefore,
itis assumed in this forecast that regional restrictions will
be necessary in the summer months to keep the spread of
infection under control. This is likely to lead to a stop-go sit-
uation for recovery in the service sectors, at least in districts
currently experiencing higher incidences.

However, the recovery is likely to be held back considerably
more by the obstacles faced by industry and the construc-
tion sector, which are not expected to be overcome until fall
2021. Many raw material prices have increased significantly
within a short period of time and there is low availability of
important primary products. On the one hand, this reflects
the global economy’s robust recovery; on the other, it is also
a result of raw material extraction and production shutdowns
during the peaks of the pandemic. However, there is much
to suggest that this development will only have a tempo-
rary impact on value added and that no new supercycle

in demand for raw materials is forming. Accordingly, the

worries of permanently high inflation rates on the consumer

level are likely to be unfounded.

Nevertheless, the higher raw material prices are causing
concern in other areas: Many industrial and construction
sector orders are placed many months in advance without
anticipating corresponding price developments. Small and
medium-sized business as well as many tradespeople may
have been unexpectedly affected by the latest develop-
ments without having agreed upon corresponding hedges
against such price increases. This can lead to orders having
to be carried out with losses or with delays and correspond-
ing contractual penalties due to the delivery difficulties,
particularly in the skilled trades. Depending on volume, this
may cause economic hardship for smaller businesses and
hides the risk of insolvencies despite high demand. In any
case, an increase in insolvencies and business closures is
expected over the coming months. In 2020, the requirement
to report insolvency was suspended and the number of
cases opened was accordingly low; the number of business
deregistrations was also comparably low. This is atypical for
recessions and likely means many businesses must head to

the district court.

An increasing number of corporate insolvencies could

entail negative effects on the labor market. Insolvencies are
expected to rise in the scenario assumed here but a major
wave of insolvencies beyond a normalization of insolvency
activity is not expected. Accordingly, employment subject to
social security should increase strongly and the unemploy-
ment rate is likely to decrease to five percent in 2022. Thus,
the negative effects of the crisis would be overcome quickly,
partly due to the expansive claims of short-time work allow-
ances on the labor market. However, it is already clear that
the results are unequally distributed over economic sectors
and types of employment. The number of the self-employed
has decreased significantly and the number of the margin-
ally employed will probably no longer reach its pre-crisis
level. Employment growth is not being driven by industry,
the core sector of the German economy. Instead, the number
of workers is increasing in some service sectors, the public
sector especially. If a major wave of insolvencies occurs, it is

likely to cost jobs and slow economic recovery overall.
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The development of advance services and product prices is
also putting pressure on profit margins and thus on the abil-
ity to build up necessary equity for investments. In this way,
the increasing raw material prices could significantly hinder
the global investment cycle and thus weigh on domestic and
foreign demand for machines and installations.

Both equity items and the debt of many companies have
already worsened noticeably during the crisis. This is
reflected in the volume of emergency aid and loans granted,
which secures the survival of many companies but also
worsens their balance sheets. The KfW, a German business
development bank, has issued around 50 billion euros in
loans to the business sector. Subsidies and aid were signifi-
cantly greater; these burdens on public debts are noticeable
in the government debt ratio, which has expanded to over
70 percent.

In the run-up to the German federal election in Septem-

ber 2021, calls are now being made for a faster return to a
balanced budget. However, such a return would be too early:
On the one hand, the crisis has not yet been overcome. The
aftereffects are showing up repeatedly in unexpected devel-
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opments, as is now the case on the commodity markets. On
the other hand, there are considerable structural changes
ahead, especially the demographic change, that will weigh
on the growth potential of the German economy. These
changes should be countered with government stimuli: It will
only be possible to get out of debt if Germany's locational
qualities do not fall behind in international comparison and,
above all, if its innovative power is strengthened. Its inno-
vative power is likely to have suffered during the crisis, as
start-ups and thus the potential for new, innovative business
models were missing in large numbers in 2020. Moreover,
businesses may have stopped cost-intensive, high-risk
innovative projects or not begun them in the first place.
Such a development is often met with an expansive indus-
trial policy agenda and public investments, especially in the
United States. Corresponding stimuli for private activities

in research and development, state support for innovative
start-ups, and public investments in research and education
would be important in boosting Germany's growth path. The
steps adopted as part of the German government's future
package provide a tangible impetus in this regard, but are
only a first step in light of the scale of the challenges.
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GLOBAL ECONOMY

Global economy: advanced economies

facing a strong upturn

By Claus Michelsen, Guido Baldi, Geraldine Dany-Knedlik, Hella Engerer, and Sandra Pasch

ABSTRACT

Global recovery is progressing more slowly than was indicated
in 2020 due to high coronavirus rates and related economic
restrictions in Europe and Japan. Recently, a disparate picture
has been forming: In the advanced economies, declining
infection rates and continued progress in vaccination cam-
paigns will presumably lead to a revival that will be especially
noticeable in the retail and service sectors while the manu-
facturing industries will lag behind in the short-term due to
high raw material prices. In some emerging economies, in
contrast, recently skyrocketing coronavirus rates and a lack of
vaccine doses are likely to hinder recovery before the situa-
tion improves. Overall, the growth rate should increase in the
second half of 2021 so that the outlook for the global economy
remains nearly unchanged: DIW Berlin estimates growth of
6.7 percent for 2021 and growth of 4.9 percent for 2022. The
USA, euro area, and China are delivering positive momentum
to this growth, as they have remained spared from a further
wave of the virus.
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Global economic growth had lost significant momentum
at the beginning of 2021. High coronavirus rates hindered
recovery in winter 2020/2021, especially in advanced econ-
omies. Following the powerful upturn in summer 2020, the
global economy increased by 2.7 percent in the fourth quar-
ter of 2020 compared to the previous quarter, but growth
slowed significantly to only 0.7 percent in the first quarter
of 2021 (Figure 1).

Coronavirus infections reached a new high in many European
countries and in Japan in the first quarter of 2021. As a result,
strict containment measures were passed in February and
March 2021, which massively restricted the course of busi-
ness in these countries. Nevertheless, economic losses are
likely to be markedly lower than in spring 2020, primar-
ily because industrial value added remained virtually unaf-
fected by the state of the pandemic. Thus, at 0.6 percent,
euro area production slipped into a recession at the begin-
ning of 2021 after already shrinking in the fourth quarter of
2020. Economic output declined by 1.5 percent in the United
Kingdom in the first quarter of 2021 due to further waves as
well as its exit from the European Union at the beginning
of 2021. Japan’s economic output also declined by 1.3 per-
centin the first quarter. In contrast, the brisk progress of the
vaccination campaign and the financial aid passed in win-
ter 2020 enabled the recovery process in the USA to pick up
speed by the first quarter of 2021: economic output increased
by 1.6 percent in the first three months of 2021 compared to
the previous quarter. And in most of the emerging markets,
primarily China, recovery is initially continuing in the first
quarter of 2021. However, at 0.6 percent, growth in China
was somewhat worse than expected; sluggish normalization
of private consumption in particular has been hindering eco-
nomic recovery in China.

At the end of the first half of 2021, the declines in infec-
tion rates in advanced economies are contrasting with rap-
idly increasing rates in some emerging economies in Asia
and South America. Therefore, economic developments in
these two groups are likely to drift apart for the time being.
Overall, the advanced economies should return to or con-
tinue on their recovery course over the summer as the cur-
rent waves of the coronavirus subside. This is primarily the

DOI: https://doi.org/10.18723/diw_dwr:2021-23-2
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case for the USA, followed by many European countries and,
somewhat delayed, Japan.! Simultaneously, these countries
are making marked progress in establishing wide-reaching
immunity, which would enable a phased easing of the con-
tainment measures. Although the infection rate in Japan
is small relative to the total population, strict containment
measures weighed on the economy in the first and second
quarters of 2021. The share of the vaccinated population is
still low. Overall, in the advanced economies, the further eas-
ing of restrictions over the summer as well as solid indus-
trial performance should revive precisely those sectors of
the economy that have so far been subject to contact restric-
tions. This is likely to provide sales growth for the retail and
personal services sectors in particular.

In some emerging economies, especially India and Brazil,
case numbers worsened drastically and are likely to signifi-
cantly weigh on growth into the third quarter of 2021. Public
life was partially or almost completely paralyzed in most of
the emerging economies affected. Additionally, many of these
countries have been unable to begin comprehensive vaccina-
tion campaigns due to vaccine shortages. The domestic econ-
omies of the affected countries in Asia and South America
should be accordingly hindered over the summer. Moreover,
travel warnings and quarantine requirements have been
implemented for travelers returning from these areas, result-
ing in a major lack of income from international tourism.
So far, China has been spared from the increases in infec-
tion rates in Asia. The Chinese government’s strict contain-
ment strategy as well as the acceleration of its vaccination
campaign in May 2021 significantly lower the probability of
another increase in case numbers and, thus, a wide-reach-
ing lockdown. Chinese economic output, together with the
production from advanced economies, are likely to have car-
ried global growth in the second quarter of 2021 and com-
pensated for the growth losses in some emerging markets.

The different developments in coronavirus rates are also
reflected in consumer confidence. For example, consumer
sentiment in the USA, the euro area, and the UK bright-
ened noticeably in April and May 2021. In contrast, consum-
ers in India and Brazil currently view the future more pes-
simistically (Figure 2). Moreover, the severity of the restric-
tions on public life can also be seen in retail sales. Industrial
output as well as purchasing manager sentiment, however,
remained almost untouched by pandemic-related develop-
ments since the beginning of 2021. For example, the pur-
chasing manager indices for the manufacturing sectors in
the advanced and emerging economies have recently been
above the expansion wave of 50 index points (See chart-
book world). Moreover, international retail is continuing its
upward trend and should continue to be supported by sta-
ble industrial growth.

1 The seven-day-incidences in most European countries as well as in the USA have been declin-
ing since mid-April 2021. As of publication, they are at fewer than 50 new infections per 100,000
inhabitants in one week.
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Advanced economies are carrying the continuing recovery.

Figure 2
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Consumer confidence in advanced economies has brightened considerably recently.
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Figure 3

Global economic indicators
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Table

Real GDP, consumer prices, and unemployment rate in the global economy

In percent
GDP ‘ Consumer prices
Unemploy rate in percent
Change over previous year in percent
2019 ‘ 2020 ‘ 2021 ‘ 2022 2019 ‘ 2020 ‘ 2021 ‘ 2022 2019 ‘ 2020 ‘ 2021 ‘ 2022

Euro area 13 -6.7 41 47 13 0.1 23 15 75 8.0 84 7.9

without Germany 16 /) 45 49 12 -0.1 21 12 9.5 9.7 10.3 9.7

France 15 -8.2 5.7 44 13 0.5 14 11 85 8.1 9.2 87

Italy 03 -89 42 47 07 -03 14 12 10.0 @3 10.0 9.8

Spain 20 -10.8 56 6.6 0.7 03 15 13 141 15.8 15.8 14.4

Netherlands 16 =37 26 34 28 12 18 15 34 39 44 43
United Kingdom 14 -9.8 54 55 17 1.0 18 24 38 45 57 5.2
USA 22 -35 6.9 37 19 12 35 20 37 81 54 43
Japan 0.0 -47 22 3.0 05 0.0 0.2 10 24 28 25 20
South Korea 20 -0.9 38 26 0.4 0.5 17 14 37 39 40 37
East-Central Europe 42 -36 5.0 45 27 31 40 33 33 37 40 37
Turkey 10 16 53 27 15.2 123 15.2 129 137 132 133 131
Russia 18 -26 26 27 45 34 53 41 46 5.8 5.5 49
China 6.0 20 83 5.5 29 25 18 23 36 40 37 36
India 46 -6.9 8.9 79 37 6.6 43 39
Brazil 14 -44 42 23 38 33 5.4 40 19 135 14.9 138
Mexico 0.0 -85 5.2 33 34 34 41 35 35 4.4 39 34
Developed economies 16 -48 5.4 39 15 0.8 26 18 45 6.9 5.7 49
Emerging economies 46 -14 7.4 5.4 38 41 38 37 438 5.4 53 5.0
World 35 2.7 6.7 49 29 28 3.4 3.0 47 6.0 55 5.0

Sources: National statistical offices; DIW Berlin Economic Outlook Summer 2021.

© DIW Berlin 2021

From the second half of 2021, the global economic upturn
will pick up again strongly. For the purposes of this forecast,
it is assumed that the pandemic will be able to continue to
be contained in most advanced economies until the sum-
mer and that the increasing immunity there will prevent fur-
ther intense waves of the virus. The existing restrictions on
social life will be successively lifted and replaced with less
far-reaching measures. From the fourth quarter of 2021, the
restrictions should barely hinder economic activity. General
hygiene and social distancing rules, mask requirements, and
capacity constraints will continue to apply to selected eco-
nomic sectors, such as the event or tourism industries. The
pandemic is expected to be combated more slowly in less
advanced economies; especially in countries in which the
vaccination campaigns are not progressing as quickly, the
only initial response can be a severe lockdown.

Powerful economic growth in the USA, robust production
gains in China, and production recovery in the euro area are
expected to buoy the global economy over the further course
of the forecast period. Additionally, good and sustained devel-
opment of industry is expected overall. Nevertheless, the
recent high industrial raw material prices and temporary sup-
ply bottlenecks of primary products should weigh on indus-
trial value added in the short term. Irrespective of this, cor-
porate investment is likely to develop solidly in many places.

The loosening of many coronavirus-related restrictions
should significantly boost private household consumption,

as some of the recently weak private consumption is likely
to catch up. It is expected that sufficient immunity and less
fear of new waves will give private consumption additional
momentum and decrease the savings rate.

The labor market is likely to recover more sluggishly than
production in many places. With rapidly progressing immus-
nity and fiscal stimuli, the unemployment rate should con-
tinue to decline in advanced economies as long as emer-
gency aid for businesses, such as short-time work allowance,
is not ended too early. In many less developed and emerg-
ing economies, which often have less fiscal leeway, the sit-
uation in the employment sector will likely only gradually
improve. Therefore, gradual recovery on the labor markets
is also likely to weigh on wage developments in many econ-
omies; because of this, only a moderate increase of the con-
sumer price inflation is expected in many places (Figure 3).

Additionally, fiscal stimuli are likely to support the recovery
over the coming years. The fiscal aid packages passed in the
USA in the amount of over two and a half trillion USD are
expected to provide the biggest boost. In addition, substantial
fiscal aid from the European Recovery and Resilience Facility
is expected to flow to some large euro area economies in
2021 already and by 2022 in any case. Thus, the first approv-
als of spending programs by the European Commission and
corresponding advance payments of funds can be expected
from the end of July 2021. If the programs submitted so far
are all approved in 2021, the upfront payments of 13 percent

DIW Weekly Report 23+24 /2021
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of the countries’ plans are expected to total 34 billion euros
for the year. In contrast to the short-term stimulus packages
designed to stabilize corporate and household revenues dur-
ing the lockdown phases, the financial assistance recently
launched in many places contains a substantial proportion
of investment-enhancing funds that will support the recov-
ery process over the next years.

In addition to expansionary fiscal policy, the further favora-
ble financing conditions will support corporate investments.
Although there has recently been a strong upturn in con-
sumer price inflation in many places, a significant part of
this increase can be attributed to energy and food prices,
which are usually subject to greater fluctuations. The crude
oil price recently increased to around 70 USD per barrel and
thus was slightly below the pre-crisis level. Thus, the central
banks of the major economies have so far seen no need for
action. Monetary policy should remain expansionary initially.
Nevertheless, long-term interest rates are increasing slightly
due to the improved economic outlooks in most advanced
economies. Overall, however, the interest rate should remain
low. Initial restrictive monetary policy steps over the course
of the global economy recovery are expected from the sec-
ond half of 2022.

Overall, global economic growth at the beginning of 2021
was somewhat stronger than last projected, primarily due
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to the powerful recovery in the USA and the milder than
expected growth losses in Europe. However, beginning in
summer 2021, the production losses in some emerging mar-
kets are likely to weigh more heavily on the global econ-
omy than previously forecast. Thus, global production will
likely only be able to reach its long-term growth path by
the second half of 2022. Overall, DIW Berlin confirms its
global economic forecast from spring 2021 and is expect-
ing growth rates of 6.7 percent for 2021 and 4.9 percent for
2022 (Table).

Downward risks have lessened recently due to the progress
in vaccination campaigns. However, the overall forecast
remains tainted with predominantly negative risks, espe-
cially due to the continuing uncertainties about the course
of the pandemic and the effectiveness of available vaccines
against new virus mutations. If ineffective, stricter restric-
tions would be required again, especially in countries with
low vaccine protection. In turn, this would likely further
delay an economic upswing. Another risk is that corporate
and personal insolvencies will rise sharply, in particular as a
result of the continuing (partial) lockdowns. This could lead
to significantloan defaults and destabilize the financial mar-
kets, which could also jeopardize the solvency of a number
of countries. Global recovery, on the other hand, would be
strengthened by faster vaccine distribution and more effec-
tive treatments for COVID-19.
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German economy: uncertainty remains

despite rebound

By Claus Michelsen, Marius Clemens, Max Hanisch, Simon Junker, and Laura Pagenhardt

ABSTRACT

Following prolonged coronavirus-related lockdowns, the
German economy is slowly beginning to experience growth
again. Due to an increasing number of vaccinated people

and declining infection rates, many branches are hoping for

a return to normal business operations, especially service
providers in sectors hit hard by the pandemic, such as the cul-
tural, event, and travel sectors. German industry, which fared
better over the past few months than during the first lockdown
in 2020, is being held back by worsening raw material short-
ages. Nevertheless, at 3.2 percent for 2021 and 4.3 percent for
2022, the growth of economic output in Germany is expected
to be somewhat higher compared to spring 2021. However, the
forecast remains subject to considerable uncertainty. Another
flare-up of new infections could lead to setbacks as well as

to a large wave of insolvencies. However, the situation could
develop better if the infection rate remains low and private
consumption picks up more quickly and sustainably than
expected.

168 DIW Weekly Report 23+24 /2021

The German economy is on a recovery course following the
flattening of the third wave of the coronavirus. The sectors
affected by the lockdowns are restarting operations and a
strong global economy is leading to a brisk demand for prod-
ucts “Made in Germany.” German industry was able to main-
tain its production and a powerful recovery will begin for
many service sectors in summer 2021 as infection rates sink
and the vaccination campaign continues. GDP will increase
at a strong rate over the further course of 2021 (Figure).
However, despite growth of 3.2 percent in 2021 (Table), capac-
ities remain underutilized. With an average annual increase
of 4.3 percent, normal utilization will be reached in 2022.
A failure to invest, a lack of innovation and start-ups, dis-
tortions on the labor market and in vocational training and
education, and business closures have damaged potential.

In the present forecast, it is assumed that the incidence can
be kept permanently low enough for all sectors to return to
regular operations only from late summer 2021 onward. With
the number of unvaccinated people still high, increases in
infection rates are expected; at least regionally, re-openings
will have to be reversed over the next weeks. Thus, recovery
in the service sector is progressing but taking longer than
in summer 2020.

The upswing in industry, however, is progressing under dif-
ficult conditions. Foreign demand in particular is booming
in the wake of international economic recovery programs.
However, production was initially somewhat stunted by mas-
sive bottlenecks in advance payments, but presumably only
until late summer 2021. Exports reflect these delays, as they
will not return to full speed until later in the year.

The coronavirus pandemic has noticeably weighed on the
labor market over the course of the lockdown. As in spring
2020, companies combated restricted business activity pri-
marily through massively implementing short-time work.
Short-time work will be noticeably reduced over the course of
the recovery and thus contribute significantly to labor input,
which is necessary for a noticeable increase in value added
in the remaining quarters of 2021. However, the number of
employed persons is likely to expand more strongly with an
end to the pandemic in sight.

DOI: https://doi.org/10.18723/diw_dwr:2021-23-3
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Table 1

Key economic indicators for the German economy

2017 2018 2019 2020 2021 2022
Real GDP' (percent change over previous year) 26 13 0.6 -48 32 43
Domestic employment (1000 persons) 44262 44868 45269 44818 44741 45084
Unemployed (ILO concept) 1621 1468 1373 1846 1901 1631
Unemployed (BA concept) 2533 2340 2267 2695 2666 2327
Unemployment rate? (ILO concept) 38 34 32 42 43 37
Unemployment rate? (BA concept) 57 52 5.0 59 58 5.1
Consumer prices 15 18 14 0.5 27 18
Unit labor costs? 11 28 32 42 0.2 0.0
Government budget balance*
in billion EUR 444 61.6 525 -149.2 -160.7 -79.4
in percent of GDP 14 18 15 -45 -45 =2
Current account balance, in percent of GDP 78 7.9 7.5 7.0 6.6 5.4

1 Price-adjusted, chain-linked

2 As a share of domestic labor force (ILO), resp. Civilian labor force (BA)

3 Compensation of employees (national concept) per hour worked over real GDP
4 According to ESA 2010

Sources: Data from national and international institutions; DIW Berlin Economic Outlook Summer 2021; forecast from 2021 onward.

© DIW Berlin 2021

Table 2

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

2020 2021 2022

1 ‘ 1] ‘ 1] ‘ v 1 ‘ 1] ‘ 1] ‘ v | ‘ ] ‘ 11l ‘ v

Private consumption =22 =15 n2 -23 =54 5.0 28 27 19 12 1.0 1.0
Public consumption 11 13 10 0.1 0.2 03 05 03 0.2 0.2 0.1 0.1
Gross fixed capital formation -0.4 -6.7 37 25 03 14 23 19 0.2 0.9 0.8 0.8
Investment in machinery and equipment 43 -43 -13 37 11 0.9 17 16 09 0.9 0.8 0.7
Construction investment -6.8 =15 159 19 =02 26 43 32 -14 11 0.9 0.9
Other investment =5 0.2 0.9 0.1 -16 0.8 0.8 038 0.8 0.8 0.8 0.8
Change in inventories' 0.1 =01 -19 0.5 14 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic uses -10 -1.6 5.1 =02 =3 3.0 22 2.0 11 0.9 038 0.8
Net exports' =ilil -2.4 38 0.7 -0.6 =05 =04 0.0 -03 -0.2 -0.2 =02
Exports =3 -20.4 179 44 18 0.6 22 31 14 12 11 11
Imports =il -16.9 9.2 33 38 19 37 3.4 23 19 17 17
GDP =20 =97 87 0.5 -18 23 16 19 07 0.6 0.5 0.5
Gross value added -16 -103 83 0.5 -0.8 23 16 19 0.7 0.6 0.5 0.5
Manufacturing -36 -18.6 14.4 6.6 0.4 =05 20 31 13 0.9 0.8 0.8
Construction 41 -30 -3.0 9.1 -49 16 17 15 0.9 0.8 0.8 0.8
Trade, accomodation, transport -11 -14.0 13.7 -23 -32 53 28 3.0 0.7 0.7 0.4 0.4
Business and production services -18 =111 4.6 14 0.0 11 15 22 0.7 0.7 0.5 0.5
Public admin, community and social services -14 -76 9.7 -39 -03 39 1.0 0.8 0.4 0.4 0.4 0.4

1 Contribution to GDP growth in percentage points

Sources: Federal Statistical Office; DIW Berlin Economic Outlook Summer 2021, forecast from Q2 2021 onward.

© DIW Berlin 2021

Due to the declines in the 2020 winter half-year, there will be
76,000 fewer employed people compared to 2020 in 2021 on
average. Thanks to dynamic growth over the further course
of 2021, it will increase by 340,000 people in 2022. In 2021,
unemployment will decrease accordingly little to 5.8 percent.
However, over the course of 2022, it will reduce markedly
more on average to 5.1 percent. Until recently, wage growth
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came close to matching the solid increases seen before the
crisis. In 2021, hourly wages should increase noticeably, by
over 2.5 percent, and by almost two percent in 2022.

Inflation will remain moderate over the entire forecast
period. However, at 2.7 percent, it is decidedly higher in
2021. In addition to the end of the VAT reduction and rapidly
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increasing oil prices, a further factor has been driving infla-
tion over the past weeks: global bottlenecks in many impor-
tant raw materials and advance payments have led to mas-
sive price increases for these goods. This is likely to con-
tinue for the time being but will presumably subside from
late summer 2021 onward. Altogether, inflation will tempo-
rarily exceed three, partially 3.5 percent, and it will be 2.7 per-
cent for 2021 as a whole. Inflation will decrease to 1.8 per-
cent in 2022, as most non-recurring effects will no longer
apply. Thereby, the increase by two-tenths of a percentage
point due to the renewed carbon tax increase is included.

Lockdown restrictions primarily curtailed private consump-
tion. Diversionary effects could also not prevent consump-
tion from collapsing. However, unspent funds were saved
and cash reserves in particular skyrocketed. As was the case
in 2020, repealing lockdown measures is associated with a
rapid increase in consumption. Wage incomes will increase
by five percent in both 2021 and 2022, with an even greater
netincrease in 2021. Despite a restrained increase in income
from self-employment and assets—a stronger increase is
expected in 2022—available income will grow noticeably in
2021 and 2022. Moreover, households are likely to return to
normal saving behavior. After the savings rate ballooned to
20.1 percent at the beginning of 2021, which is almost equal
to the record level of the second quarter of 2020, it should
sink markedly over the course of the year and achieve the
pre-crisis level of almost 11 percent in 2022. Nominally, con-
sumer spending will increase powerfully, in real terms it will
be damped by higher inflation in 2021.

Equipment investment is developing robustly, particularly
against the backdrop of the rapidly improving global econ-
omy, but also due to the progress made in combating the
pandemic. Together with high capacity utilization in indus-
try, private investments are likely to increase strongly. Public
investment in equipment is also providing impetus, in par-
ticular due to the projects in the German government’s cli-
mate and future packages. Building investments were off to
a better start in 2021 than expected at the beginning of the
year, when it experienced a primarily weather-related produc-
tion collapse. High demand for living space remains unaf-
fected: building permits for new construction achieved its
highest number in 15 years. However, the global shortage
of important building materials, such as lumber and steel,
is temporarily stunting growth.
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Imports will continue a noticeable upward trend over the
course of increasing domestic growth and the sustained pow-
erful global economic growth; however, it will be temporar-
ily dampened by strong price increases. Travel is expected
to pick up as the pandemic is contained, as it had already
spiked temporarily in recent months. The current account
balance will decrease to 5.4 percent by 2022 in relation to
economic output.

Restrictions on economic activity during the lockdown also
affected public finances. At almost 161 billion euros, the
deficit is expected to be around ten billion euros higher in
2021 than in 2020. On the one hand, the rebounding econ-
omy is driving revenue from taxes and social contributions.
Moreover, the renewed increase in the VAT rate and, primar-
ily, rising private consumption are boosting sales tax reve-
nues. On the other hand, expenditures are rising: The vac-
cination and testing strategy is noticeably increasing gov-
ernment purchases and the emergency measures account
for around 25 billion euros in the first quarter of 2021. Ten
and five billion euros, respectively, are expected to flow out
as investment grants from the future package contained
in the economic stimulus program, which is also boosting
public investment. A noticeable deficit of 79 billion euros
is also expected for 2022. Previously at 70 percent in 2020,
the debt-to-GDP-ratio is likely to be 72 percent in 2021 and
69 percent in 2022.

Aslong as the pandemic is not contained, this forecast is sub-
ject to considerably more uncertainty than usual. A further
wave of infections could occur, especially in late fall 2021, due
to the colder weather, new virus mutations, stalled vaccina-
tion progress, or a decrease in vaccination protection. Such
factors would lead to a setback in economic activity. However,
it is also possible case numbers can be sustained at the cur-
rent low level. In that case, a more rapid recovery will take
place, especially for the service sector. A more drastic num-
ber of insolvencies than assumed here would slow growth,
especially over the further course, as fewer capacities would
be available and indirect income effects will dampen con-
sumer spending. The current shortage in important mate-
rials and supplies could last longer; this would stunt indus-
trial growth primarily but also increasingly result in higher
consumer prices and thus weigh on consumer spending. By
contrast, consumption may receive a much stronger boost if
the savings accumulated during the crisis were to be spent
to a much greater extent.
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APPENDIX: NATIONAL ACCOUNTS DATA

The Main National Accounts Data for the Federal Republic of Germany
Forecast for 2021 and 2022

2020 2021 2022
2020 2021 2022
1st half of year |2nd half of year| 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 -10 -0.2 0.8 -0.5 -15 -0.8 0.5 0.9 0.7
Hours worked, per working day =53 0.9 22 -5.6 -5.0 0.4 13 30 14
Working days 15 0.1 =01 0.5 24 0.0 0.2 0.8 -1.0
Labor volume, calendar-monthly -47 0.8 28 =55 -4.0 -0.5 20 47 11
Labor productivity' 0.0 23 14 -11 1.0 35 12 12 16
Gross domestic product, price adjusted -4.8 32 43 -6.5 -3.0 30 33 6.0 27
2. Disposition of GDP in current prices
a) Billion EUR
Final consumption expenditure 2,466.0 2,567.6 2,764.5 1195.9 1,270.1 12253 1342.2 13442 14203
Private consumption expenditure? 17116 17793 1,959.1 832.2 879.4 8415 937.8 952.2 1,006.9
Government consumption expenditure 754.4 7883 805.4 363.7 390.7 383.8 404.4 3920 4134
Gross fixed capital formation (GFCF) 7384 799.2 852.2 3531 3853 3739 4253 4073 4449
Construction 2151 2388 2526 98.0 171 109.2 129.6 119.6 1329
Machinery and equipment 388.8 4237 456.6 1916 197.2 2005 2232 2205 236.1
GFCF in other products 1346 136.7 143.1 63.6 710 643 724 67.2 759
Change in stocks® -617 -184 -203 -11.4 =503 -4.0 -14.4 =55 -147
Domestic uses 31427 33483 3,596.4 1537.6 1,605.1 1,595.2 17532 17459 1,850.5
Balance of exports and imports 1935 195.2 158.9 823 1112 1123 829 938 65.0
Exports 1,460.1 1,660.1 1,800.4 7039 756.2 8017 858.4 888.7 9117
Imports 1,266.7 1,465.0 16416 6216 645.0 689.4 775.5 7949 846.7
GDP 3336.2 3,5435 3755.2 1,619.9 17163 1707.5 1,836.0 1839.7 1915.5
b) Percentage change over previous year
Final consumption expenditure -1.8 41 7.7 -24 -13 25 5.7 9.7 5.8
Private consumption expenditure? =53 4.0 101 -59 -47 11 6.6 132 74
Government consumption expenditure 71 45 22 6.8 73 5.5 35 21 22
Gross fixed capital formation (GFCF) =13 82 6.6 -20 -0.6 59 10.4 8.9 4.6
Construction -10.4 ni 5.7 -155 -5.8 15 10.7 9.5 25
Machinery and equipment 4.0 9.0 78 59 23 4.6 132 10.0 58
GFCF in other products 03 15 47 0.2 0.5 1.0 20 4.6 48
Domestic uses =33 6.5 74 =& =3 37 9.2 9.4 5.6
Exports -9.7 137 85 -126 -6.8 139 135 10.9 6.2
Imports -10.6 157 121 -11.4 =0 10.9 20.2 153 9.2
GDP -33 6.2 6.0 -43 -23 54 7.0 77 43
3. Disposition of GDP, adjusted for prices
a) Chain-linked estimated in billion EUR
Final consumption expenditure 2,296.9 23211 24622 1118.5 1178.4 1177 1203.4 1,206.9 1,255.3
Private consumption expenditure? 1,616.6 16293 1,765.2 783.9 8327 7757 853.6 8617 903.4
Government consumption expenditure 679.2 690.5 697.2 3340 3452 3410 3495 3451 3521
Gross fixed capital formation (GFCF) 665.4 699.8 729.4 3174 348.0 3299 369.9 350.0 379.4
Construction 206.1 226.6 2372 940 1121 1037 1229 1124 1248
Machinery and equipment 3322 346.5 3615 162.6 169.6 165.9 180.5 175.5 186.0
GFCF in other products 1249 125.0 1289 59.3 65.6 59.1 65.9 60.9 68.0
Domestic uses 29247 3,010.8 31803 1434.4 14903 14467 1,564.1 1555.6 1624.8
Exports 1426.3 1570.0 1673.5 686.8 7395 766.6 803.4 8285 8449
Imports 12746 1,409.2 1,550.1 625.4 649.2 671.8 731.4 7525 797.6
GDP 3,078.2 3,175.9 33116 1,497.2 1,581.1 15425 1633.4 1634.6 1677.0
b) Percentage change over previous year
Final consumption expenditure -33 11 6.1 -43 -22 -0.1 21 8.0 43
Private consumption expenditure? -6.0 0.8 83 -73 - 46 -11 25 1.1 5.8
Government consumption expenditure 37 17 1.0 35 39 21 13 12 0.7
Gross fixed capital formation (GFCF) =27 5.2 42 -41 -14 39 6.3 6.1 26
Construction -1.6 9.9 47 -16.7 -6.9 103 9.6 8.4 15
Machinery and equipment 23 43 43 28 19 21 6.4 5.8 30
GFCF in other products -11 0.1 31 -12 -0.9 -0.4 0.5 3.0 32
Domestic uses -41 29 5.6 -46 -36 0.9 5.0 7.5 39
Exports -9.4 10.1 6.6 =126 -6.1 1.6 8.6 8.1 52
Imports -84 10.6 10.0 =3 -78 7.4 136 12.0 82
GDP -48 32 43 -6.5 -3.0 30 33 6.0 27
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Continued: The Main | Accounts Data for the Federal Republic of Germany
Forecast for 2021 and 2022
2020 2021 2022
2020 2021 2022
1st half of year |2nd half of year| 1st half of year |2nd half of year| 1st half of year |2nd half of year

4. Price level of national expenditure (2015 =100)

Percentage change over previous year

Private consumption expenditure’ 0.7 31 16 15 0.0 22 4.0 19 14

Government consumption expenditure 843 28 12 32 B 34 22 09 15

Gross fixed capital formation (GFCF) 15 29 23 22 0.8 19 38 27 20
Construction 13 10 1.0 14 12 1.0 1.0 11 1.0
Machinery and equipment 17 45 33 3.0 0.4 25 6.4 4.0 27

Exports -0.4 33 17 0.0 -08 20 45 26 10

Imports -24 46 19 -26 =) 32 5.8 29 0.9

GDP 16 2.9, 16 24 0.8 23 36 17 16

5. Distribution of income

a) Billion EUR

Primary income of private households? 23874 2,475.5 2,594.0 1,183.2 1,204.2 1,212.2 1,263.3 12723 13216
Employers' social contributions 332.0 340.0 350.7 161.5 170.5 164.5 1755 7m3 179.4
Gross wages and salaries 15115 15837 1,661.0 720.7 790.9 7453 838.4 7938 867.2
Other primary income of private households* 543.9 551.8 582.2 301.0 24238 3024 249.4 3073 275.0

Primary income of other institutional sectors 386.1 486.7 555.4 148.0 2381 199.7 287.0 259.2 296.2

Net national income (primary income) 2,773.5 2,962.2 3,149.4 13312 14423 14119 1,550.4 1,531.5 1,617.8

Consumption of fixed capital 657.7 681.4 mo 3291 3286 3373 3442 3533 358.6

Gross national income 34312 3,643.7 3,861.2 1,660.3 1,770.9 1,749.1 1,894.5 1,884.8 1976.4

Memorandum item:

Net national income (factor costs) 2,501.1 2,658.8 27937 1,194.6 1,306.5 1,266.1 13927 1348.8 1,444.9
Property and entrepreneurial income 657.5 7351 782.0 3124 345.2 356.3 3787 383.8 398.2
Compensation of employees 18436 19237 2,017 8822 961.4 909.8 1,013.9 965.0 1,046.7

b) Percentage change over previous year

Primary income of private households? -15 37 48 -13 -1.8 24 49 50 46
Employers' social contributions 24 24 31 28 20 19 29 41 22
Gross wages and salaries -0.7 48 49 -0.9 -0.5 34 6.0 6.5 34
Other primary income of private households* -6.0 15 5.5 -43 -8.0 0.5 27 16 102

Primary income of other institutional sectors -193 26.1 141 -30.7 -10.2 349 20.6 298 32

Net national income (primary income) -45 6.8 6.3 =57/ -33 6.1 75 85 44

Consumption of fixed capital 28 36 45 36 20 25 47 47 42

Gross national income =47 6.2 6.0 -4.0 13 54 7.0 78 43

Memorandum item:

Net national income (factor costs) -25 63 5.1 -39 -11 6.0 6.6 6.5 38
Property and entrepreneurial income -84 1.8 6.4 -13.0 -39 141 97 77 5.1
Compensation of employees -0.1 43 46 -0.2 -0.1 31 55 6.1 32

6. Income and expenditure of private households

a) Billion EUR

Mass income 1,019.5 1,079.4 11283 480.0 539.5 500.5 5789 533.8 594.5
Net wages and salaries 654.4 666.8 6722 3227 3318 336.8 3300 3322 339.9
Social benefits 140.3 145.6 149.1 69.1 n2 7.9 737 737 75.4
Fewer levies on social benefits 5439 551.8 582.2 301.0 2428 3024 2494 307.3 275.0

Other primary income* -935 -90.9 -928 -46.9 -46.6 -453 -455 -46.3 -46.5

Other transfers received (net)® 1,983.9 2,061.6 2,140.8 987.6 996.3 1,022.4 1,039.2 1,0533 1,087.4

Disposible income

Memorandum item: 57.4 583 59.1 27.9 295 283 299 288 304

ﬁd:) ”:;;‘;:‘flﬂj;hfeif:eg: imnet equity of households 17116 17793 19591 8322 879.4 8415 937.8 9522 10069

Private consumption expenditure 329.7 3406 2408 1833 146.4 2093 1313 129.9 m.0

Saving 16.2 16.1 10.9 18.1 143 19.9 123 12.0 9.9

Saving ratio in percent® 0 0 0 0 0 0 0 0 0

b) Percentage change over previous year

Mass income 28 44 32 23 33 43 44 35 28
Net wages and salaries -0.1 5.9 45 -06 0.4 43 73 6.7 27
Social benefits 79 19 0.8 72 87 44 -0.5 -13 30
Fewer levies on social benefits 36 37 24 34 39 4.0 34 24 24

Other primary income* -6.0 15 5.5 -43 -8.0 0.5 27 16 102

Disposible income 07 3.9 3.8 07 0.7 35 43 30 4.6

Private consumption expenditure =53 4.0 101 =59 -47 11 6.6 132 74

Savings 49.7 33 -293 47.8 522 142 =103 =3JL) =55
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APPENDIX: NATIONAL ACCOUNTS DATA

Continued: The Main National Accounts Data for the Federal Republic of Germany
Forecast for 2021and 2022

2020 2021 2022
2020 2021 2022
1st half of year | 2nd half of year| 1st half of year |2nd half of year| 1st half of year |2nd half of year
7. Government revenues and expenditures®
a) Billion EUR
Revenues
Taxes 7.4 804.9 8533 388.1 3833 406.2 3987 430.7 422.7
Direct taxes 428.0 4339 452.5 2142 213.8 215.5 2184 2252 2274
Indirect taxes 3434 371.0 400.8 173.9 169.5 190.6 180.3 205.5 1953
Net social contributions 607.1 626.5 656.9 295.0 3120 3021 3245 317.6 3393
Property income 19.5 149 172 1.6 78 73 77 9.7 76
Other transfers 241 259 273 12 129 n3 14.6 123 15.0
Capital transfers 15.4 16.4 17.0 7.0 8.4 74 9.0 77 93
Sales 1256 129.6 1334 57.9 67.7 589 70.6 60.6 727
Other subsidies 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total revenues 1,563.1 1,618.3 1,705.2 7.0 7922 7931 8252 838.6 866.6
Expenditures
Intermediate consumption 2093 2133 210.6 97.3 12.0 102.9 1103 100.2 110.4
Compensation of employees 2837 2915 298.7 136.2 147.5 140.1 1514 1435 1551
Social benefits in kind 3112 3331 346.3 150.2 161.1 159.8 1733 167.4 1789
Property income (interests) 222 20.6 19.5 17 10.5 10.8 9.8 10.3 93
Subsidies 71.0 67.5 45.2 373 337 449 22.6 229 223
Social benefits 593.0 604.7 609.6 2921 301.0 305.8 2989 301.0 308.5
Other transfers 826 94.2 102.0 39.9 427 46.6 477 49.8 521
Gross capital formation 923 96.9 101.7 410 513 421 54.9 441 57.6
Capital transfers 477 58.0 519 176 30.0 228 35.1 19.5 324
Acquisitions less disposals of non-financial non-produced assets -12 -12 -12 -0.5 -0.7 -0.5 -0.7 -0.5 -0.7
Other taxes on production 03 03 03 0.2 0.2 0.2 0.2 0.2 0.2
Total expenditures 17123 1,7791 1,784.6 823.0 8893 875.6 903.4 858.4 926.3
Balance -149.2 -160.7 -79.4 =521 =971 -825 -78.2 -19.8 -59.7
b) Percentage change over previous year
Revenues
Taxes -6.7 43 6.0 -6.7 -6.8 47 4.0 6.0 6.0
Direct taxes -6.4 14 43 =78 -4.9 0.6 21 45 41
Indirect taxes =7/ 8.0 8.0 =52 590 9.6 6.4 78 83
Net social contributions 16 32 48 18 15 24 40 51 46
Property income =g -234 15.5 =77 -10.7 =37 =74} 334 =13
Other transfers -43 75 54 =11 -6.9 0.6 135 9.2 24
Capital transfers n7 6.4 36 15.8 85 5.2 74 38 34
Sales 0.6 32 29 -12 21 17 44 29 3.0
Other subsidies -14.0 -41 0.0 =7.9 -17.4 -103 0.0 0.0 0.0
Total revenues -29 3.5 5.4 -3.0 -28 29 42 5.7 50
Expenditures
Intermediate consumption 15.1 19 -12 17.2 132 5.8 -15 =27 0.1
Compensation of employees 45 27 25 44 45 29 26 24 25
Social benefits in kind 36 7.0 39 16 5.6 6.4 76 47 32
Property income (interests) -19.0 =73 =52 -181 -20.0 -75 -7.0 =54 -5.0
Subsidies 130.5 -49 -331 159.3 105.2 204 =329 -49.1 =13
Social benefits 87 20 0.8 79 9.6 47 -0.7 -16 32
Other transfers’ 84 17 71 32 52 6.7 5.0 33 44
Gross capital formation 72 5.0 49 8.9 5.8 26 6.9 48 5.1
Capital transfers’ 6.7 103 -6.1 36 3.0 5.2 5.1 -33 -28
Acquisitions less disposals of non-financial non-produced assets’ 0.0 0.0 0.0 0.1 -0.1 0.0 0.0 0.0 0.0
Other taxes on production’ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total expenditures 9.9 3.9 03 9.9 9.9 6.4 16 -20 25
1 GDP (price-adjusted) per man-hour. 4 Entrepreneurial income/operating surplus and received minus 7 Absolute change over previous year in billion EUR.
2 Including private organizations without pecuniary reward. paid asset income. 8 All administrative units including social security.
3 Including net increase in valuables. 5 Transfers, received minus paid.

6 Current saving as percentage of disposable income.

Sources: Federal Statistical Office (Fachserie 18: Volkswirtschaftliche Gesamtrechnungen); DIW Berlin Economic Outlook Summer 2021.
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