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Frosty prospects for the German economy

The German economy will continue to stagnate in winter 2024 /2025.
Industry is suffering from a loss of international competitiveness. For
this reason and due to the unclear economic policy outlook, firms and
consumers are holding back on spending, although incomes have
increased recently. Consumer spending will only increase more strongly
once the uncertainty subsides. According to the winter forecast of the
Halle Institute for Economic Research (IWH), gross domestic product in
Germany is expected to fall by 0.2% in 2024 and to expand by 0.4% in
2025. In September, the IWH forecast had still assumed a zero growth in
2024 and a growth of 1.0% in 2025. In East Germany, gross domestic
product will increase by 0.5% both this year and in 2025.

Table
Forecast for Germany: Key Economic Indicators® for Germany, 2023-2026
2023 2024 2025 2026
percentage change over previous year (price adjusted)
Germany -0.3 -0.2 0.4 1.3
East Germany® 0.7 0.5 0.5 1.2
percentage change over previous year in %
hours worked 0.4 -0.2 -0.1 0.3
hourly union wages 3.6 4.8 3.1 2.5
hourly actual wages 6.6 5.2 3.1 2.3
unit labour costs® 6.7 5.2 2.9 1.3
consumer price index 5.9 2.2 2.0 2.2
1,000 persons
employment (domestic) 46 011 46 111 46 106 46 186
unemployment® 2 609 2 787 2 889 2 895
in %
unemployment rate? 5.7 6.0 6.2 6.2
East Germany® 7.2 7.5 7.7 7.7
in % of nominal GDP
general government overall balance 2.6 2.4 2.0 -2.2
current account balance 5.9 6.1 5.9 5.6

a East Germany including Berlin. - P Per hour (IWH calculations). - ¢Federal Employment Agency (BA) concept. —
4 Unemployment in % of civilian labour force (Federal Employment Agency (BA) concept).

Sources: Federal Statistical Office; 2024-2026: IWH forecast (as of December 12, 2024).

At the turn of the year, global production should continue to expand at roughly the same
rate as in the decade before the pandemic. The economy remains remarkably robust in
the US, but performs only modestly in the euro area. In China, a property crisis continues
to weigh on residential construction and the finances of households, firms and regional
authorities. The US president-elect is expected to at least partially fulfil his campaign
promise of tariffincreases in 2025. This will result in higher prices and a more restrictive
monetary policy in the US, because output is already at more than full capacity. The
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consequences for global trade and German exports will be negative, and the
international division of labour will become less efficient. In the short term, however,
trade and production are likely to benefit from attempts to pre-empt tariff increases by
concluding deals quickly.

The German economy continues to stagnate at the end of 2024. Economic production
and exports are currently only around the same level as in 2019. In the third quarter,
investment in equipment was significantly lower than in 2019. The poor export business
explains the declining demand for new equipment. “Structural problems such as the rise
in energy prices in Germany, the ageing of the labour force and the shortage of skilled
workers are not easy to solve,” says Oliver Holtemoller, head of the Macroeconomics
Department and Vice President at the IWH. “This leads to uncertainty among private
households that react by saving more.” In addition, uncertainty about economic policy
has increased more and more. Concerns about jobs are also emerging, as employment
growth has come to a standstill. Gross domestic product is expected to stagnate again in
the final quarter of 2024. In the first few months of 2025, the federal government's pro-
visional budget will limit public spending, which is an additional dampening factor.
However, a new government will be formed sometime next spring. This should reduce
economic policy uncertainty, and private consumption is likely to pick up somewhat.
After all, real net wages have recently risen significantly. The looser monetary policy is
also helping the economy. “Still, a strong upturn is not to be expected,” says Oliver
Holtemoller.

There are considerable risks to this forecast. Firstly, large firms in the manufacturing
sector have recently announced significant job cuts. If the reports of large-scale job cuts
continue, the recovery in consumer demand forecasted here would probably not mate-
rialise in the coming year according to the IWH researchers. In addition, a global trade
war would hit the export-orientated German economy particularly hard. Finally, there
is a domestic political risk: “If economic confidence is to increase again, a stable govern-
ment with a recognisable economic policy concept has to be formed next spring,” eco-
nomist Oliver Holteméller says, “and there is no guarantee that this will happen.” For
2024, the 68% forecast interval for GDP growth ranges from -0.5% to 0.1%, for 2025
from -0.9% to 1.9% and for 2026 from -0.5% to 3.3%.

The extended version of this forecast contains three boxes (all in German):

Box 1: On the estimation of potential output

Box 2: On the effect of the start of production at the Griinheide car factory on gross
domestic product in Brandenburg in 2022 and 2023

Box 3: On the public deficit in the context of European fiscal rules

Publication:

Drygalla, Andrej; ExfS, Franziska; Heinisch, Katja; Holteméller, Oliver; Kimpfe, Martina;
Lindner, Axel; Mukherjee, Sukanya; Sardone, Alessandro; Schultz, Birgit; Zeddies, Gétz:
Konjunktur aktuell: Frostige Aussichten fiir die deutsche Wirtschaft. [WH, Konjunktur
aktuell, Jg. 12 (4), 2024. Halle (Saale) 2024.
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The IWH list of experts provides an overview of IWH research topics and the
researchers and scientists in these areas. The relevant experts for the topics listed there
can be reached for questions as usual through the IWH Press Office.

The Halle Institute for Economic Research (IWH) — Member of the Leibniz Association was founded in 1992.
With its four research departments — Financial Markets; Laws, Regulations and Factor Markets; Macro-
economics; Structural Change and Productivity —, IWH conducts economic research and provides eco-
nomic policy recommendations, which are founded on evidence-based research. With the IWH's guiding
theme “From Transition to European Integration”, the institute’s research concentrates on the determinants
of economic growth processes with a focus on efficient capital allocation in a national and European
context. Particular areas of interest for the institute are macroeconomic dynamics and stability, microeco-
nomic innovation processes, productivity and labour markets, the dynamics of structural adjustment pro-

cesses, financial stability and growth and the role of financial markets for the real economy.

The Leibniz Association connects 97 independent research institutions that range from the natural,
engineering and environmental sciences via economics, spatial and social sciences to the humanities.
Leibniz institutes address issues of social, economic and ecological relevance. They conduct knowledge-
driven and applied basic research, maintain scientific infrastructure and provide research-based ser-

vices. For further information, see https://www.leibniz-gemeinschaft.de/en/.
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