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1.1 INTRODUCTION

Following the cyclical peak in 2017, the global slow-
down that began in 2018 continued last year and 
was exacerbated by a political environment of, 
for instance, trade disputes and an ongoing Brexit 
debate. The structural changes that have been initi-
ated in the automotive industry also had a dampening 
effect on economic growth. Monetary policy reacted 
to the deteriorating economic situation by further 
loosening interest rates, and fiscal policy also tried to 
counteract the situation as far as possible. Neverthe-
less, the manufacturing sector has fallen into reces-
sion in many countries. The steady improvement in 
the labor market situation in most countries in recent 
years and the associated growth in aggregate income, 
which has been further supported by continuing low 
inflation rates, have kept developments in the ser-
vice sector strong and prevented stronger declines. 
Whereas there are first indications that labor market 
conditions might not improve further, the service sec-
tor is more recently being affected by the slowdown 
in manufacturing. The recent spreading of the Corona 
virus poses a short-term risk as it might disturb pro-
duction chains worldwide. Nevertheless, the recent 
easing of trade dispute tensions and the prevention of 
a hard Brexit give reason to believe that the situation 
will not deteriorate further. However, a slight recovery 
is to be expected only from the second half of this year 
onward.

Within Europe, growth will remain particularly low 
in Germany and Italy, but France and the United King-
dom will also continue to grow less than the EU aver-
age. Each of these countries 
faces specific challenges that 
are burdening their economic 
climate. While the United King-
dom is in a transition phase 
and has time until the end of 
the year to agree on its future 
relationship with the European 
Union, both Italy and France 
need structural reforms that 
are not considered necessary 
by either their governments 
or electorates. As an exporting 
nation, Germany feels the con-
sequences of de-globalization 
tendencies in the world and 
structural changes in its auto-
mobile industry.

Macroeconomic Conditions  
and Outlook

1.2 CURRENT SITUATION

1.2.1 Global Economy

In 2018, a weakening set in and the global economy 
has continued to slow down further (see Figure 1.1). 
Growth in industrial production even came to a halt. 
The overall stagnant level of production in manufac-
turing reflects both a decline in the advanced econo-
mies and weak development in the emerging markets 
(see Figure 1.2). Also, international trade in goods, 
which witnessed a clear decline during the last quar-
ter of 2018, was more or less stagnant during 2019. 
As a consequence, the world economy has seen two 
consecutive years of overall stagnation in world trade. 

The weakness in industrial production and 
world trade can be attributed to two factors. First, 
demand for motor vehicles has fallen sharply in many 
places, with corresponding slumps in production 
(see Box 1.1). As motor vehicles are a very trade-in-
tensive product group – according to figures by the 
World Trade Organization (WTO), 12 percent of global 
exports of industrially manufactured goods in 2017 
came from the automotive industry – world trade was 
severely negatively affected as a result. The Interna-
tional Monetary Fund (IMF) estimates that about one-
fifth of the decline in world production growth and 
more than one-quarter of the decline in world trade 
growth in 2018 can be attributed to the automotive 
sector (IMF, 2019). 

Second, the trade conflict between the United 
States and China in particular has severely restricted 
the exchange of goods between these countries and 
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thus curbed production. In a survey, one-fifth of US 
companies stated that they had either stopped or 
postponed their investment activities in the first half 
of 2019 in response to the trade conflict (Altig et al., 
2019). Furthermore, South Korea and Japan, coun-
tries with close economic ties to China, are indirectly 
affected. China purchases many of its intermediate 
goods from these countries. The trade conflict had 
negative effects on other regions as well: Canada, the 
European Union, South Korea, and Mexico in particu-
lar have been hit by US import tariffs that were put in 
place from 2018 onward. Furthermore, the risk of new 
US trade policy has not disappeared. For instance, it 
remains uncertain whether US customs duties will be 
imposed on European vehicles. 

The uncertainty about the further existence of 
established international value chains has increased. 
Also ongoing political discussions around Brexit, the 
strikes in France, the riots in Hong Kong, fiscal policy 
in Italy, the political tensions between Iran and the 
United States, to name just a few, have generated 
excessive discussions in the media and have fueled 
uncertainty about the political environment (see  
Figure 1.4). Uncertainty triggers a wait-and-see atti-
tude, which is an important reason for the current 
slowdown of the world economy. It is putting a burden 
on firms’ willingness to invest and therefore slowing 
business investment growth.

World trade slightly pick-
 ed up again in the third quar- 
ter of 2019. This was also a 
result of increased trade activ-
ity in the emerging Asian coun-
tries. China’s exports to Viet-
nam, Taiwan, and Singapore 
increased again. At the same 
time, the exports of these 
three countries to the United 
States increased significantly. 
This could be a first indication 
that value chains in Asia are 
becoming more fragmented 
and that parts of production 
in China are being shifted to 
other Asian countries (Clark 
and Kelly, 2019, and Lee, 2019). 
However, the shift in trade is 
also likely to partly reflect the 
fact that Chinese goods are 
increasingly being delivered 
to the United States via other 
Asian countries in order to 
avoid customs duties (Pearson 
and Nguyen, 2019). 

Nevertheless, surveys 
report that economic senti-
ment is, at the world aggre-
gate, at its lowest level since 
the Great Recession. This is 

reflected by the coincident version of the Global Eco-
nomic Barometer (see Figure 1.5).1 The decline is par-
ticularly visible for economic tendency survey results 
stemming from the Western Hemisphere and, within 
that region, North America. In the case of Europe, the 
coincident indicator has fallen to levels comparable to 
what was observed during the peak of the euro area 
crisis in 2012.

World GDP growth is clearly not immune to the 
overall negative assessment of the current economic 
situation and has, as a consequence, fallen below 
its potential rate. However, world GDP growth did 
not fall to the extent that could have been expected 
based upon historical experience. The reason for this 
reduced correlation between industrial production 
and economic tendency indicators on the one hand 
and GDP growth on the other hand is that robust 
developments in services and consumer spending 
have so far been able to partly compensate for the 
weak industrial sector that is driving these sentiment 
indicators. Services and consumer spending have 
been supported over the years by clearly improved 
labor market conditions and more recently by rela-
tively strong wage growth.
1 This indicator is based upon a large number of economic tendency 
surveys conducted in countries all over the world. It is constructed 
such that it has a high correlation with contemporaneous world GDP 
growth. The index has an in-sample average of 100 and a standard 
deviation of 10. See Abberger et al. (2020) for further information.

Source: CPB Netherlands Bureau for Economic Policy Analysis; last accessed on 2 February 2020;
EEAG calculations. © CESifo
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The global cooling has depressed the oil price, 
which has fallen continuously from its peak of over 
USD 70 per barrel in April 2019 to USD 60 in Octo-
ber. The attacks on central oil production facilities 
in Saudi Arabia in mid-September increased oil 
prices sharply only for a few days before oil produc- 
tion there returned to normal. As a consequence  
of the US-Iranian conflict, the oil price rose again  
at the end of 2019, though still remaining below the 
annual average for 2018. The fall in energy prices last 
year has dampened the rise in consumer prices in the 
advanced eco-nomies and in many emerging coun-
tries (see Figure 1.6). 

In contrast, core inflation rates, which measure 
the rise in consumer prices excluding energy and food 
components, have barely moved in most advanced 
economies (see Figure 1.7). In the euro area and in 
Japan, the core inflation rate remained below the 

respective inflation targets of the central banks.  
Only in the United States has core inflation been  
significant, hovering above but close to 2 percent for 
almost two years now. In many emerging markets, 
core inflation rates declined last year. This holds for 
Turkey in particular, whose core rate had peaked at 
just under 25 percent in autumn 2018 due to the sharp 
devaluation of the Turkish lira. Turkish core inflation 
then fell to below 10 percent during the last quar-
ter of 2019. In recent months, core rates also fell in 
Brazil and Russia as a result of the global economic 
slowdown. In China, core in  flation gradually declined 
over the course of 2019 due to both weak internal and 
external demand.

Abb. 3.21

An important reason for the weakness of global indus-
trial production is the automotive industry. Starting 
in the second half of 2018, both sales and production 
saw their first year-over-year declines since the out-
break of the financial crisis. In the three largest global 
automobile production locations – the United States, 
the European Union, and China – production of motor 
vehicles has been declining since the beginning of 
2018 and saw significantly weaker development than 
production in other manufacturing industries. 

In line with the weak motor vehicle production fig-
ures, since mid-2018 many countries across the world 
have also been experiencing falling sales and registra-
tion figures (see Figure 1.3). For 2019, global registra-
tion numbers are expected to have declined by more 

than 4 percent after a decline of 1 percent in 2018. They 
are falling particularly sharply in China and India, but 
also in the European Union. The declines are likely to 
be largely structural in nature. In China, for example, 
the tax reductions for car purchases that ended in 
2018, lower subsidies for electric cars, and stronger 
emission regulations from mid-2019 onward are likely 
to explain a large part of the decline. Furthermore, 
Chinese car manufacturers are required to ensure 
that 10 percent of the vehicles sold are equipped 
with an electric engine. This quota has been binding 
since 2019 and is expected to increase over the next 
few years; by 2025, electric vehicles are expected to 
account for one-fifth of all Chinese car sales (Shirouzu 
and Jourdan, 2017).

In the European Union, the temporary problems 
with the Worldwide Harmonized Light Vehicles Test 
Procedure (WLTP) certification in autumn 2018 led 
to a setback in approvals, which, however, was sub-
sequently not made up for. This missing rebound in 
approvals may be related to the increased public 
debate on the environment, mobility, and propulsion 
technologies, which has probably contributed to less 
dynamic purchases of cars with internal combustion 
en  gines. Furthermore, in India the crisis in the shadow 
banking system may be responsible for the slump in 
Indian car purchases (OECD, 2019b). Shadow banks 
in India are very important for the financing of motor 
vehicles (Deutsche Bundesbank, 2019).

Hence, the weak momentum in motor vehicle 
production and sales appears to be driven by struc-
tural phenomena that are likely to persist for the time 
being. A long-term recovery is likely only once the 
transition to electromobility has advanced. 

BOX 1.1 ON THE WEAKNESS OF THE GLOBAL AUTOMOTIVE INDUSTRY 
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1.2.2 United States

After five quarters of GDP growth of around 3 percent 
during the second half of 2017 and most of 2018, growth 

rates have since decreased to 
a level of about 2 percent (see 
Figure 1.8). The quite strong 
expansion at the beginning 
of 2018 thereby compensated 
for the disappointing perfor-
mance estimated for the last 
quarter of 2018. 

The economic stimulus 
induced by the tax reform 
in late 2017 has faded out 
and investment demand 
descended into a cyclical 
downturn (see Figure 1.9). 
Strong increases in public 
spending throughout 2019, 
especially at the federal level 
on defense, together with a 
further robust expansion in 
private consumption stabi-
lized economic growth last 
year. In contrast, both imports 
and exports stagnated during 
2019. The intensification of 
the trade conflict with China 
and the economic slowdown 
in many advanced economies 
had a negative impact on 
exports. In addition, exports 
of aircraft declined because 
Boeing suspended delivery as 
a result of the flight ban on the 
Boeing 737 MAX. Higher costs 
of imports from China and 
reduced demand for interme-
diate goods in the production 
of US export goods dampened 
import demand. 

The US labor market is still 
going strong with the unem-
ployment rate at a record low 
of 3.7 percent on average in 
2019. In addition, a historically 
high number of job openings 
fostered nominal wage growth 
of around 3 percent last year. 
The scarcity in the labor mar-
ket, which is also caused by 
demographic changes such as 
an aging and slower-growing 
population, has so far hardly 
been visible in the labor force 
participation rate. Accord-
ing to OECD data, it has been 
hovering around 66 percent 
since 2011.

Dynamic growth in wages put upward pressure 
on consumer prices and kept core inflation mostly 
above 2 percent. The decline in oil prices last sum-
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mer, however, dominated the development of head-
line inflation. It has reduced inflation to 1.8 percent 
last year, as compared to 2.4 percent in 2018. 

1.2.3 Asia

The economy in China remains subdued, but stabi-
lized over the course of last year due in part to eco-
nomic policy stimuli. Both imports and exports were 
extremely weak throughout 2019 due to the esca-
lation in the trade dispute with the United States. 
The industrial production figures for 2019 show the 
smallest year-on-year increase since 2002. How- 
ever, corporate sentiment has not deteriorated 
further. According to the Caixin-Markit survey, the 
purchasing managers’ index for the manufacturing 
sector has been above the expansion threshold of 
50 points since August last year. The extensive tax 
cuts that were passed at the beginning of 2019, as  
well as infrastructure investments and a loos-
ened credit policy, are having a supporting effect. 

Although the government is 
probably managing to avoid 
an economic slump, the grad-
ual slowdown in the pace 
of expansion of the Chinese 
economy is likely to continue 
in its basic trend. Overall, the 
Chinese economy is expected 
to have expanded by 6.2 per-
cent last year. 

Whereas core inflation has 
steadily declined from 1.9 per-
cent at the beginning of 2019 to 
1.4 percent at the end of it, the 
opposite has happened with 
actual inflation. The latter has 
risen sharply from 1.7 percent 
to 4.5 percent during the same 
period. This increase is due to 
soaring hog prices caused by 
the African swine fever taking 
its toll on the country’s pig 
population. 

In Japan, the domestic 
economy remained clearly in 
an upswing last year, despite 
declining exports. Private 
and public consumption as 
well as investment have been 
driving the expansion. Despite 
the positive development of 
non-residential private in -
vestment, industrial produc-
tion declined noticeably as 
a result of weaker foreign 
demand. Exports to China and 
South Korea in particular fell 
as a result of increasing in -

ternational trade tensions. Anticipation effects of the 
VAT hike from 8 to 10 percent in October have been 
pushing GDP in the third quarter of 2019. In turn, a 
slump is expected for the last quarter. The rise in 
employment has weakened in the past few months, 
probably also because labor has become increasingly 
scarce during the past few years. The unemployment 
rate recently declined to levels last seen in 1991. 
Although wage growth has picked up somewhat, 
it is still decidedly moderate. The small increase in 
the inflation rate as a result of the VAT hike does not 
obscure the fact that the underlying trend in con-
sumer prices is still substantially lower than the Jap-
anese central bank’s target. Monetary policy remains 
expansionary in order to come closer to the inflation 
target of 2 percent. 

In India, growth slowed significantly in 2019. 
Stress and bankruptcies in the non-bank financial sec-
tor increased uncertainty and constrained loan supply 
for households and small enterprises. This, together 
with corporate and environmental regulatory uncer-
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tainty, weighed on demand leading to sector-specific 
weaknesses in the automobile and real estate sector. 
The Reserve Bank of India cut its key policy rate five 
times throughout 2019 for a total of 135 basis points. 
Despite these cuts, a sharp moderation in bank lend-
ing growth weighed on fixed investment. On the other 
hand, private consumption and in particular govern-
ment consumption grew at a high and stable pace. In 
India, growth is projected at 4.5 percent in 2019 and 
is thereby well below its growth rate of 6.8 percent in 
2018.

In the other East Asian economies (Indonesia, 
Korea, Malaysia, Taiwan, Thailand, Philippines, Singa-
pore, and Hong Kong), economic momentum slowed 
down as well. Except for Taiwan, most central banks 
of these countries have cut policy rates last year as 
a reaction. The slowdown is mainly due to a decline 
in demand from the Chinese industry for intermedi-
ate and capital goods. In addition, the slowdown in 
China has exerted downward pressure on interna-
tional commodity prices, and commodity exporters 
like Indonesia have suffered as a result. In Hong Kong, 

Business Cycle Developments in the United States
In constant prices, seasonally adjusted and work-day adjusted

© CESifoSource: US Bureau of Economic Analysis; last accessed on 2 February 2020.
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social unrest has put additional strains on the econ-
omy, even moving it into recession. All in all, real GDP 
is expected to have grown by 2.9 percent in these East 
Asian countries last year.

1.2.4 Latin America and Russia

Growth in Latin America (Brazil, Mexico, Argentina, 
Colombia, Chile, and Venezuela) was gravely subdued 
at 0.5 percent in 2019. This was mainly due to excep-
tional circumstances in some of the largest econ-
omies. Despite weak global trade, regional export 
growth actually picked up in the first half of 2019. 
Trade was boosted by diversion especially to Mex-
ico caused by bilateral tariffs imposed by the United 
States and China, as well as by continued solid growth 
in the United States. As these effects faded and world 
trade continued to slow down, export growth in the 
region also slowed in the second half of the year. The 
economic slowdown prompted the central banks in 
Brazil, Mexico, and Chile to lower key interest rates. 
While interest rates in Colombia remained stable 
throughout the year, in Argentina they were more 
of a roller-coaster ride. Primary elections in August 
triggered a sharp rise in government bond yields 
amid a wider sell-off of Argentine assets. In Mexico, 
investment remained weak and private consumption 
slowed, reflecting uncertainty over key policy deci-
sions by a new government and higher borrowing 
costs. Also a mining disaster in early 2019 could not 
stop Brazil's slow recovery. The deep socioeconomic 
and humanitarian crisis in Venezuela continued to 
have a devastating effect on the welfare of the general 
public, leading to massive emigration waves. With the 
exception of Argentina and Venezuela, where large 
currency devaluations or acute shortages of essen-
tial goods have led to higher inflation, the economic 
slowdown has led to a decline in inflation. 

In Russia, growth rose to a six-year high of 
2.3 percent in 2018, despite tighter international eco-
nomic sanctions and pressure 
from the financial markets. 
The acceleration in activity 
was supported by the rise in 
oil prices, a solid contribution 
from net exports and special 
factors such as energy-re-
lated construction projects 
and the hosting of the World 
Cup. Industrial activity slowed 
in early 2019 as compliance 
with agreed cuts in oil pro-
duction as a non-OPEC part-
ner became effective. Retail 
sales growth also slowed due 
to a VAT increase at the begin-
ning of 2019. In the first half of 
2019, inflation in Russia was 
trending upward, driven in 

part by rising oil prices but also by the VAT hike. Sub-
sequently, while facing softening trade prospects 
amid slowing industrial production growth, inflation 
dynamics reversed, allowing the central bank to cut 
interest rates by a total of 150 basis points. Private 
investment remained low due to political uncer-
tainty and the prospects of a longer term slowdown 
in potential growth due to intensifying demographic 
pressures. Overall, Russian growth slowed signifi-
cantly in 2019 to a four-year low of 1.2 percent. 

1.2.5 European Economy

1.2.5.1 Cyclical Situation

Aggregate economic production in the euro area 
has been expanding only moderately since the sec-
ond quarter of 2019 (see Figure 1.11) and has hence 
shifted down another gear from the relatively high 
rates in 2017. It has since remained below poten- 
tial growth. On the expenditure side, the economic 
weakness is particularly evident in foreign trade and 
gross fixed capital formation.2 Private consumption 
spending proved to be a robust pillar of the econ-
omy. Public spending also expanded strongly (see 
Figure 1.12). 

On the production side, the weakness is mainly 
found in the manufacturing sector, where value 
added has been declining for over a year now (see 
Figure 1.13). Business services and in particular the 
provision of scientific and technical services have 
also lost considerable momentum since the economic 
peak at the beginning of 2018. Consumer-related ser-

2 The unusual peaks in the second quarter of 2017 and 2019 shown 
in Figure 1.11 are related to developments in Ireland, where national 
accounts recorded strong growth in fixed capital formation and im-
ports. The unusual investment and import data for the second quar-
ter of 2015 are related to a purchase of intellectual property from 
abroad by a Dutch resident subsidiary of a large international enter-
prise (see Statistics Netherlands, 2018). These one-off events are not 
considered relevant for describing the cyclical developments in the 
euro area.
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vices, on the other hand, have so far proved robust 
and construction has continued to expand strongly, 
including last year. 

However, the weak phase in manufacturing 
does not affect all countries and economic sec-
tors equally. A country comparison shows that the 
sen timent is currently particularly gloomy where 
capital and in  termediate goods account for a large 
share of industrial production. This is particularly 
the case in Germany, which only narrowly escaped 
a tech nical recession last year. By contrast, coun-
tries with comparatively high consumer goods pro-

duction current  ly have a more positive industrial 
sentiment. These countries benefit from the robust 
consumer demand in many advanced economies, 
which have been driven by strong but gradually  
slowing em  ployment growth and by relatively high 
wage dynamics. In France and Spain in particular, 
industrial sentiment deteriorated less than in Ger-
many, and the increase in overall economic produc-
tion was higher. Italy also has a comparatively high 
share of consumer goods in industrial value added. 
However, production activity in the domestic econ-
omy remains weak due to structural problems. This 

divergence between con-
sumer goods producers on the 
one hand and investment and 
intermediate goods produc-
ers on the other is also evident 
in the euro area as a whole. 

There are several rea-
sons for the weakness of 
capital and intermediate 
goods producers. One is that 
these industrial sectors are 
usually export-oriented and 
integrated into global value 
chains. Accordingly, they are 
also more affected by politi-
cal uncertainties than service 
providers or producers of 
consumer goods. Uncertain-
ties are currently arising from 

Business Cycle Developments in the Euro Area
In constant prices, seasonally adjusted and work-day adjusted

© CESifoSource: Eurostat; last accessed on 2 February 2020.
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global trade conflicts and from the political confusion 
surrounding Brexit. Furthermore, China’s demand for 
investment and intermediate goods fell sharply in the 
wake of its current economic weakness, which also 
has an effect on Europe due to China’s importance as 
a global demand engine. At the same time, structural 
factors related to the automotive industry play a role 
as well. Efforts are currently being made to imple-
ment large-scale production of electric vehicles, 
which is likely to go hand in hand with a reorientation 
of established value chains among automobile man-
ufacturers. In many countries, the transition to new 

driving technologies is also being politically enforced 
or at least strongly debated in society. In this environ-
ment, customers will initially remain cautious. This 
can explain the weak development of new car reg-
istrations in an otherwise strong consumer market. 
Furthermore, the crisis in the capital and intermedi-
ate goods sectors is in part also a cyclical phenome-
non following the boom phase in 2017.

Since early 2019, the unemployment rate in 
the euro area has not fallen any further and hovers 
around 7.5 percent. This pattern more or less holds 
for all large economies in the euro area and the Unit-
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Table 1.1
Labor Costsa 

Compensation  
per employeeb

Real  
compensation

Labor 
productivity Unit labor costs Relative unit  

labor costsd Export performancee

1999–
2013

2014–
2019 2019 1999–

2013
2014–
2019 2019 1999–

2013
2014–
2019 2019 1999–

2013
2014–
2019 2019 1999–

2013
2014–
2019 2019 1999–

2013
2014–
2019 2019

Germany 1.4 2.7 1.5 0.5 1.2 0.8 0.5 0.7 – 0.3 0.9 2.3 3.5 – 1.2 0.9 0.1 0.4 – 0.1 – 0.7
France 2.4 1.3 0.3 1.0 0.4 – 0.2 0.7 0.7 0.5 1.6 0.6 0.3 – 0.1 – 0.9 – 3.1 – 1.4 – 0.3 0.8
Italy 1.8 1.0 0.9 – 0.1 0.1 0.4 – 0.3 0.0 – 0.4 2.3 1.4 2.2 0.2 0.3 – 1.1 – 2.9 – 0.1 1.3
Spain 2.3 0.9 1.1 0.1 0.1 – 0.7 0.6 0.4 0.1 1.9 0.8 2.7 0.1 – 0.5 – 0.2 – 0.7 0.3 – 0.3
Netherlands 2.5 1.4 1.3 0.7 0.1 – 1.4 0.8 0.7 0.0 1.8 0.8 3.0 – 0.3 – 0.3 – 0.8 – 0.3 0.6 0.4
Belgium 2.5 1.3 0.9 0.9 – 0.2 – 0.4 0.9 0.5 – 0.1 1.8 0.7 2.0 0.3 – 0.6 – 1.4 – 1.3 0.1 – 0.8
Austria 2.0 2.3 1.4 0.5 0.5 0.6 0.7 0.5 0.5 1.4 2.1 2.9 – 0.3 0.1 – 0.7 – 0.5 0.2 1.4
Finland 2.7 0.8 0.9 1.1 – 0.6 – 1.3 0.8 0.7 0.5 2.0 0.2 1.4 – 0.6 – 0.3 – 1.7 – 1.3 – 0.4 1.5
Greece 2.6 – 0.5 0.2 0.5 – 0.4 – 1.3 0.7 – 0.4 – 0.2 2.7 0.5 2.8 0.3 – 0.6 – 0.5 – 0.9 1.3 2.9
Ireland 3.3 2.1 1.7 1.3 0.5 1.2 1.7 6.4 3.0 1.8 – 3.5 1.1 0.7 – 5.0 – 2.6 1.7 10.3 8.5
Portugal 2.5 1.1 1.0 0.3 – 0.4 0.0 1.1 0.3 1.1 1.8 1.5 1.6 – 0.1 0.3 – 1.2 – 0.3 1.4 1.1
Slovakia 6.0 4.3 3.5 3.0 3.5 1.7 3.3 1.4 1.7 2.2 3.4 6.0 1.4 1.5 2.4 4.5 0.0 – 0.8
Slovenia 5.3 3.0 2.5 1.9 1.6 0.3 1.8 1.4 1.0 3.4 1.9 4.8 – 0.2 0.1 1.6 0.9 3.3 5.7
Estonia 7.0 4.3 – 5.0 4.1 3.6 3.5 2.1 2.8 4.7 4.5 6.0 1.7 3.4 2.1 1.4 – 0.1 1.9
Sweden 3.4 2.7 1.6 2.0 0.6 – 0.1 1.4 1.0 1.1 2.1 1.9 2.2 0.3 – 2.8 – 4.2 – 0.7 0.7 1.9
Denmark 2.9 1.7 0.8 0.9 0.8 0.3 0.9 0.8 0.6 2.1 0.9 1.0 0.1 – 0.3 – 1.9 – 0.6 – 0.1 1.8
Poland 4.9 5.2 4.2 1.9 3.9 2.2 3.2 3.1 4.5 2.1 2.4 4.5 – 0.7 0.6 0.2 2.3 3.5 2.4
Czech Republic 4.5 5.0 3.1 2.8 3.0 1.9 2.3 2.2 1.9 2.0 3.1 5.0 2.3 1.5 1.3 3.3 1.3 – 0.4
Hungary 6.4 4.3 4.0 1.5 1.1 0.0 1.9 1.3 2.9 4.9 2.9 4.5 1.4 – 0.6 – 1.1 3.6 1.8 2.7
United Kingdom 3.5 2.4 1.6 1.6 0.6 0.3 1.1 0.4 0.1 2.3 1.8 2.7 – 1.2 – 0.1 – 0.2 – 1.9 – 2.1 – 3.3
Switzerland 1.4 0.2 0.4 0.7 0.5 – 0.5 0.6 0.5 – 0.2 1.0 – 0.1 1.3 0.9 0.1 1.2 – 1.1 – 2.7 – 1.4
Norway 4.6 2.5 1.6 0.0 1.7 3.1 0.6 0.6 – 0.4 4.1 2.0 3.8 2.6 – 2.9 – 1.5 – 3.6 – 2.0 – 0.8
Iceland 6.2 6.7 1.3 1.3 3.6 2.1 1.6 1.5 – 0.8 4.8 4.5 2.7 – 1.5 6.2 – 7.7 0.7 0.6 – 6.8
United States 3.1 2.7 1.8 1.2 1.0 0.9 1.6 0.8 1.0 1.5 2.0 2.8 – 1.8 3.5 2.7 – 1.2 – 1.1 – 0.6
China 3.9 1.0 – 1.6 9.0 0.7 3.6
Japan – 0.7 0.7 0.2 0.4 0.0 0.1 0.9 0.0 0.2 – 1.2 1.0 0.5 – 2.5 – 0.4 2.4 – 2.7 0.2 – 1.5

a Growth rates for the total economy; b Compensation per employee in the private sector; c Compensation per employee in the private sector deflated by the GDP deflator; 
d Competitiveness: weighted relative unit labor costs; e Ratio between export volumes and export markets for total goods and services. A positive number indicates gains 
in market shares and a negative number indicates a loss in market shares. 

Source: OECD Economic Outlook, November 2019.
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 ed Kingdom (see Figure 1.14). Employment growth in 
the euro area has also slowed since the end of 2018. 
This development is mainly driven by the manu- 
facturing industry. And here, too, is a divergence 
across countries, which can be explained by differ-
ent production structures. The share of capital and 
in  termediate goods in industrial value-added cor-
relates negatively with employment growth in the 
period from 2018 to late 2019, while a high share 
of consumer goods was accompanied by strong  
growth. Overall, the slowdown in the labor market 
is therefore primarily due to the slowdown in eco-
nomic activity, which is particularly pronounced in 
manufacturing. 

Even though the dynamics softened at the 
end of the year, unit labor costs rose quite sharply 
in almost all European countries last year (see  
Table 1.1). Up until the end of 2019, this had hardly 
any spillover into core inflation (see Figure 1.15).  
Until October, core inflation had been hovering 
around 1 percent for more than two years. The rise 
to 1.4 percent in November is probably partly due 
to fading base effects of past accounting changes 
of German package holidays. Headline inflation, on 
the other hand, has declined significantly since the 
beginning of 2019 due to the decline in energy prices 
and has risen again only recently. In the euro area  
as a whole, the year-on-year change in the Har-
monised Index of Consumer Prices (HICP) was 1.3 per-
cent at the end of last year. In Germany and France, 
HICP inflation was slightly higher than the euro-area 
average. Spain and Italy recorded below-average 
rates.

1.2.5.2 Developments in Selected European 
Countries

Last year, Germany barely managed to avoid a tech-
nical recession. After gross domestic product (GDP) 
fell by 0.2 percent in the second quarter, it stabilized 

in the third one. Strong con-
sumer and government spend-
ing, construction activity, and 
high net exports were the main 
contributors to the increase. 
Although employment growth 
slowed over the course of 
the year, private household 
income growth remained high. 
In addition to noticeably rising 
collective wages, other factors 
have also strengthened pur-
chasing power: tax relief and 
an expansion of state transfer 
payments, such as pensions 
and child benefits. Further-
more, brisk consumption 
and investment by the public 
sector supported domestic 

demand. Finally, mortgage interest rates have fallen 
once again, and the granting of housing loans has 
accelerated.

However, the German economy remains divided. 
While the value added of domestically oriented ser-
vices and construction companies continues to 
increase, the manufacturing sector is in recession. 
Manufacturing employment started falling in autumn, 
and the share of industrial companies with short-time 
work has increased significantly. The trade conflict 
originating in the United States is having a negative 
impact on the global exchange of goods and global 
investment activity. This hits the German manufac-
turing sector particularly hard, as its production 
specializes in intermediate inputs and capital goods. 
Moreover, the automotive industry – one of Germa-
ny’s key industries – is facing special challenges. In 
addition to a worldwide reluctance to buy, which is 
reflected above all in declining new registration fig-
ures, the automotive industry is in a technological 
transition phase toward the production of vehicles 
with non-conventional drive systems. The realign-
ment of existing value chains is leading to significant 
production losses and relocations.

All in all, the German economy cooled significantly 
last year and expanded by only 0.5 percent in 2019. 
The over-utilization of production capacities from the 
boom years 2017–2018 has largely been reduced, so 
that the degree of utilization currently roughly corre-
sponds to its long-term average. The main drivers of 
the slowdown include supply-side changes in the pro-
duction technology of the German economy. Domes-
tic demand, on the other hand, is having a supporting 
effect. This distinguishes the current downturn from 
that of the years 2011 to 2013, when Germany was 
hit by the euro crisis and plunged into a recession in 
which the value added of domestically oriented eco-
nomic sectors also fell.

Against the backdrop of Brexit-related uncertain-
ties, the economy of the United Kingdom is expanding 
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only slowly. GDP in 2019 was 1.3 percent higher than 
in the year before. The low growth rate partly reflects 
the continuing weakness in productivity. Despite the 
lack of productivity growth, real wages increased 
significantly, partly due to a tight labor market with 
unemployment below 4 percent and some relatively 
high wage increases in the public sector. This supports 
consumer spending. On the other hand, companies 
have postponed investment projects in anticipation 
of greater clarity about future trade relations with the 
European Union, and some have moved their activ-
ities abroad in anticipation of higher trade barriers. 
According to Hantzsche and Young (2019), business 
investment is about 15 percent lower than it would 
have been without the EU Brexit vote in 2016. At the 
same time, GDP levels are estimated to be 2.5 per-
cent lower, reflecting lower investment and associ-
ated lower productivity. This is despite the fact that 
economic activity and GDP have been boosted to 
some extent by Brexit-related contingency planning 
and stockpiling. However, weak growth also partly 
reflects a slowing global economy, affecting British 
companies that are engaged in international trade.

Although growth has also slowed down in France, 
the economy is still growing slightly above potential. 
On the one hand, French exports have been stagnat-
ing since the beginning of 2019 due in part to sluggish 
car deliveries and weak exports of services. Further-
more, investment is likely to have cooled off in view 
of the deteriorating business situation, especially 
in the manufacturing sector. On the other hand, the 
purchasing power of households has risen sharply. In 
addition to dynamic employment and wage dynamics, 
other factors have also contributed to this increase. 
These include the housing tax reduction, the increase 
in the activity allowance, the exemption from taxes 
and social security contributions on overtime for 
employees, and the reduction in social security con-
tributions for certain categories of households. As a 
result, consumer confidence improved significantly 
in 2019, reaching a 12-year high in November. The 
nationwide strikes in response to the recent pension 
reform plans at the end of last year have led to lower 
spending on energy and transport services, thereby 
dampening consumer spending and possibly also 
tourism exports. However, this will be somewhat 
counteracted by an acceleration in exports at the end 
of last year in the wake of large deliveries from the 
aeronautics and shipbuilding sectors. 

Employment growth has slowed somewhat over 
the past year, but the overall unemployment rate 
continues to decline, averaging 8.6 percent last year, 
down from 9.1 percent in 2018. Inflation slowed to an 
average of 1.3 percent last year.

After a technical recession in the summer of 2018, 
economic growth in Italy returned to positive, albeit 
low, levels in 2019. GDP is projected to have risen by 
0.2 percent in real terms in 2019, after 0.7 percent in 
2018, and thus almost stagnated. Economic growth 

was dampened by an unfavorable global environment 
and a weak domestic economy. On the other hand, 
higher public spending on construction projects sup-
ported gross fixed capital formation, which is in line 
with increasing bank loans to non-financial compa-
nies. The ratio of non-performing loans to outstand-
ing loans continued to decline last year. Nevertheless, 
at the end of last year, the government rescued a trou-
bled cooperative bank in the south of the country due 
to its high stock of non-performing loans. 

Compared to the EU average, Spain continued 
to record strong growth in 2019, based on a stable 
domestic economy as well as strong foreign demand, 
in particular for services. In the rest of Europe, there 
were slightly above-average GDP growth rates in Den-
mark, Portugal, Greece, the Netherlands, and Austria. 
Furthermore, growth was significantly above average 
in Ireland, Luxembourg, and the Central and Eastern 
European countries, although there too, with the 
exception of Bulgaria and Croatia, economic momen-
tum slowed last year.

1.3 FISCAL AND MONETARY POLICY

1.3.1 Fiscal Policy

Fiscal policy is expansionary in most economies. As a 
major exception, in the United States, the economic 
stimulus provided by a tax reform at the beginning of 
2018 is gradually coming to an end (see Figure 1.16). 
While this has widened the government deficit sig-
nificantly, debt levels of the general government as a 
percentage of GDP have increased only slightly. Fis-
cal policy in the euro area is again likely to be slightly 
expansionary this year. The positive fiscal stimuli are 
likely to be distributed fairly evenly across the major 
member states. Fiscal policy in the United Kingdom 
is becoming increasingly expansionary after several 
years of consolidation. Following the increase in tax 
allowances for private households and higher public 
expenditure in the health sector, additional expendi-
tures for the next fiscal year were announced in 
September, which is likely to increase GDP by about 
0.2 percentage points (see OECD, 2019b). In Japan, the 
value-added tax (VAT) was increased from 8 to 10 per-
cent in October last year, with restrictive effects on 
growth expected in this year as well. However, fiscal 
policy is likely to be significantly loosened again from 
the start of the new fiscal year in April 2020, as an eco-
nomic stimulus package of JPY 13.2 trillion (1.8 per-
cent of GDP) will be implemented over a 15-month 
period. China’s fiscal policy is also providing positive 
impetus, among other things as a result of the agreed 
reduction in VAT and income tax.

According to estimates of the European Com-
mission, the general government fiscal balance in 
the euro area fell from − 0.5 percent of GDP in 2018 
to − 0.8 percent in 2019. In Germany, France, and 
Belgium in particular, fiscal balances deteriorated 
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(see Table 1.2). In the former crisis countries Italy, 
Spain, Greece, Ireland, and Portugal, however, they 
remained constant or even improved. In the coming 
year, fiscal balances are expected to decline further. In 
Germany and the Netherlands in particular, surpluses 
are expected to shrink, while deficits are expected to 
widen in Italy and Belgium. This is due both to cycli-
cally induced lower revenues and an increase in dis-
cretionary expenditures. In contrast, financing condi-
tions continue to be very favorable, which will further 

reduce the interest burden. 
This will especially hold for 
some southern European 
countries. The aggregate euro 
area fiscal deficit is expected 
to widen slightly to 0.9 percent 
of GDP in 2020. 

With regard to the sign of 
the fiscal balance, there is still a 
significant discrepancy among 
the large euro area countries. 
While the fiscal balance has 
been positive for many years 
now in Germany and more 
recently also in the Nether-
lands, it remained negative in 
France, Italy, and Spain. As a 
result, the debt ratio in the lat-
ter three countries is expected 

to remain high and fiscal room to maneuver low. In 
Germany and the Netherlands, the positive balances 
will further reduce the debt ratio. While the Nether-
lands has been below the threshold value defined by 
the Fiscal Compact since 2017, Germany is likely to 
have achieved this last year, or otherwise will do so 
this year (see Box 1.2).

The change in the structural primary fiscal bal-
ance – which adjusts the overall balance for cyclical 
effects, one-offs, and interest expenditures – reflects 
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Table 1.2
Public Finances 

Gross debta Fiscal balancea Primary fiscal balancea Cyclically– adjusted  
primary fiscal balancea

2009–  
2012

2013–
2018 2019 2009–

2012
2013–
2018 2019 2009–

2012
2013–
2018 2019 2009–

2012
2013–
2018 2019

Germany 81.1 70.5 59.2 – 1.8 1.0 1.2 0.7 2.3 2.1 1.3 2.3 2.0
France 87.9 96.4 98.9 – 5.7 – 3.4 – 3.1 – 3.1 – 1.5 – 1.6 – 2.3 – 0.8 – 1.2
Italy 121.8 134.5 136.2 – 3.6 – 2.6 – 2.2 1.1 1.6 1.3 1.9 2.8 1.3
Spain 72.2 98.5 96.7 – 10.0 – 4.7 – 2.3 – 7.5 – 1.7 – 0.1 – 2.9 0.6 – 0.8
Netherlands 62.4 61.9 48.9 – 4.5 – 0.7 1.5 – 2.8 0.5 2.2 – 1.5 1.0 1.5
Belgium 102.9 104.1 99.5 – 4.2 – 2.1 – 1.7 – 0.7 0.7 0.2 – 0.2 0.3 – 0.1
Austria 82.4 80.9 69.9 – 3.1 – 1.3 0.4 – 0.3 0.9 1.9 0.3 1.5 1.5
Ireland 105.7 84.4 59.0 – 17.7 – 2.1 0.2 – 14.2 0.7 1.6 – 4.7 – 0.1 0.5
Finland 49.6 60.3 59.2 – 1.9 – 1.9 – 1.1 – 0.5 – 0.8 – 0.3 0.4 0.3 – 0.6
Portugal 114.6 129.2 119.5 – 8.4 – 3.7 – 0.1 – 4.4 0.6 3.0 – 2.3 2.6 2.7
Greece 159.3 178.0 175.2 – 10.1 – 3.4 1.3 – 3.8 0.2 4.3 2.3 8.1 6.0
Slovakia 45.4 52.1 48.1 – 5.4 – 2.2 – 0.9 – 3.9 – 0.5 0.3 – 3.3 – 0.2 – 0.4
Luxembourg 20.2 22.0 19.6 0.1 1.6 2.3 0.5 2.0 2.6 2.3 2.4 1.9
Slovenia 46.1 76.0 66.7 – 5.4 – 4.0 0.5 – 3.6 – 1.3 2.1 – 1.5 1.7 0.7
Lithuania 37.8 39.2 36.3 – 6.3 – 0.4 0.0 – 4.5 1.0 0.8 – 0.9 0.5 – 0.8
Latvia 44.0 38.7 36.0 – 4.7 – 0.9 – 0.6 – 3.0 0.3 0.1 0.3 0.0 – 0.9
Estonia 7.5 9.8 8.7 0.3 – 0.1 – 0.2 0.4 – 0.1 – 0.2 – 0.1 – 0.7 – 1.6
Cyprus 67.6 103.1 93.8 – 5.3 – 3.0 3.7 – 2.9 – 0.1 6.0 – 1.8 4.7 4.0
Malta 68.5 56.8 43.3 – 2.8 0.2 1.2 0.3 2.4 2.5 0.8 1.8 1.8
Euro area 89.0 92.2 86.4 – 4.7 – 1.7 – 0.8 – 1.8 0.5 0.9 – 0.3 1.4 0.7
Sweden 37.8 41.9 34.6 – 0.4 0.1 0.3 0.6 0.7 0.8 1.2 0.8 0.7
Poland 53.6 51.9 47.4 – 5.3 – 2.4 – 1.0 – 2.8 – 0.6 0.3 – 3.2 – 0.5 – 0.9
Denmark 44.5 39.2 33.0 – 2.8 0.2 2.2 – 0.9 1.4 2.9 1.4 1.2 2.9
Czech Republic 40.6 38.5 31.5 – 3.6 – 0.1 0.2 – 2.3 0.9 0.9 – 1.2 1.2 0.5
Romania 33.5 37.0 35.5 – 5.3 – 2.0 – 3.6 – 3.7 – 0.5 – 2.4 – 2.2 – 0.1 – 2.3
Hungary 80.0 74.8 68.2 – 3.9 – 2.3 – 1.8 0.3 1.1 0.6 1.8 0.9 – 0.9
Bulgaria 15.8 24.5 21.1 – 1.8 – 0.8 1.1 – 1.1 0.0 1.7 – 0.9 0.8 1.5
Croatia 64.0 80.7 71.2 – 6.6 – 2.3 0.1 – 3.9 0.7 2.3 – 2.7 1.6 1.4
United States 99.5 105.1 106.2 – 9.6 – 4.4 – 5.6 – 7.4 – 2.4 – 3.6 – 5.9 – 2.5 – 4.3
China 33.9 43.3 55.6 – 0.3 – 2.8 – 6.1 0.2 – 2.1 – 5.0 0.3 – 1.9 – 5.0
Japan 219.6 234.8 237.7 – 9.2 – 4.6 – 3.0 – 8.1 – 3.9 – 2.9 – 6.8 – 4.0 – 2.8
United Kingdom 79.3 86.0 85.2 – 8.3 – 4.0 – 2.2 – 5.4 – 1.4 0.0 – 3.5 – 1.4 – 0.2
Switzerland 43.0 42.3 38.6 0.5 0.5 1.0 0.9 0.7 1.2 1.0 0.7 1.1

ᵃ As a percentage of (potential) gross domestic product (in case of cyclically adjusted (primary) fiscal balances). For countries of the European Union and the 
United Kingdom, definitions are according to the Excessive Deficit Procedure. For the United States, China, Japan and Switzerland, definitions are according to 
the IMF.

Source: European Commission, Autumn 2019; IMF World Economic Outlook, October 2019.
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the orientation of fiscal policy. In Germany, the Neth-
erlands, and Italy, this balance will deteriorate further, 
implying that fiscal policy will become more expan-
sionary this year (see Figure 1.17). By contrast, the 
structural primary fiscal balance in France is expected 
to remain almost unchanged. Fiscal policy in Spain 
will remain expansionary, albeit less so than last year. 
All in all, fiscal policy in the euro area is expected to be 
slightly expansionary this year. Overall, the euro area 
debt ratio is expected to continue to decline, albeit at 
a slower pace than in previous years. 

In Germany, the general government fiscal bal-
ance rose to a record level of 1.9 percent in relation to 
GDP in 2018. Last year, it decreased to 1.2 percent and 
is expected to further decline to 0.6 percent this year. 

The structural primary balance, i.e., the fiscal balance 
adjusted for the business cycle and excluding one-
offs and interest payments, shows a similar pattern: 
it declined 0.4 percentage points last year and will 
decline by the same amount this year. The change in 
the structural primary balance can also be interpreted 
as the degree of orientation of fiscal policy. Last year, 
German taxpayers were relieved by increases in the 
pension and children’s allowance, the postponement 
of the basic tariff values, and the Retirement Income 
Act. The reduction of the contribution rate to unem-
ployment insurance by 0.5 percentage points and the 
adjustment of the assessment basis for self-employed 
persons in the statutory health insurance system 
relieves the private sector further. Conversely, these 
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Since the beginning of the economic downturn, public 
debate has increased regarding fiscal rules in the Euro-
pean Union. Different levels are often mixed with each 
other. At the EU level, there is a multitude of co-exist-
ing fiscal rules. Two of the most important rules are 
the Maastricht deficit and the limit on the structural 
fiscal balance, which is laid down in the Fiscal Com-
pact. For both, the fiscal balance of the general gov-
ernment is relevant, i.e., the balance of revenue and 
expenditure of the federal government, states or prov-
inces, municipalities, and social security funds. These 
limits cannot be circumvented by the formation of 
reserves, as they are constrained by definitions used 

in the system of national accounts. The Maastricht 
deficit limits the fiscal balance of the general govern-
ment to 3 percent in relation to GDP, irrespective of the 
economic situation. The Fiscal Compact, on the other 
hand, takes into account the economic situation and 
one-off effects and thus refers to the structural fiscal 
balance, which must not fall below − 0.5 percent of 
GDP. This limit shall serve to stabilize the debt situ-
ation of the general government in the individual EU 
countries. If the debt ratio is well below 60 percent of 
GDP and public finances are sustainable in the long 
term, the structural fiscal balance can be as much as 
− 1 percent of GDP.

BOX 1.2 FISCAL RULES IN THE EUROPEAN UNION
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measures contribute to a further reduction of the fis-
cal balance. On the expenditure side, the expansion 
of the maternal pension, the increase in child bene-
fits, and other measures related to childcare have had 
an expansionary effect. However, there was an addi-
tional burden because of the 0.5 percentage point 
increase in the contribution rate to social long-term 
care insurance. This year, the fiscal policy measures 
are also expected to provide a significant expansion-
ary impulse. Numerous tax relief measures are mak-
ing themselves felt here. In particular, the compensa-
tion for the so-called ‘cold progression’ will have an 
expansionary effect.

In France, the yellow vest protests during the win-
ter of 2018–2019 prompted the government to adopt 
expansionary fiscal measures. On the one hand, the 
measures adopted in the wave of reforms in 2018, 
such as the increase in VAT on fuels and the planned 
increase in taxes on pension entitlements of less than 
EUR 2,000 per month, were reversed. On the other 
hand, the minimum wage was increased by EUR 100 
per month and tax relief was granted for income from 
overtime and some bonus payments. With the deficit 
widening from 2.5 to 3.1 percent in relation to GDP, the 
situation of public budgets is therefore likely to have 
deteriorated significantly last year. However, taking 
the business cycle as well as the further reduced inter-
est rate payments into account, the fiscal impulse 
was not that large. The structural primary balance 
deteriorated by 0.2 percentage points last year. In 
June 2019, the government passed a second wave of 
reforms with the so-called ‘Act II’. Among other things, 
the measures included a reduction in unemployment 
benefits for recipients with benefits of more than 
EUR 4,500 per month and a restriction of the condi-
tions for receiving unemployment benefits. In addi-
tion, incentives are to be provided for employees to 
remain in employment after the end of the 62nd year 
of life. These measures should, in principle, improve 
the fiscal balance. However, subsequent strikes this 
winter will lead to a softening 
of these measures causing the 
structural primary balance to 
more or less stay the same as 
last year.

In Italy, last year’s budget 
deficit is likely to have been 
lower than expected in spring 
2019. On the one hand, rev-
enues from taxes and social 
security contributions are 
likely to have increased. On the 
other hand, the former gov-
ernment adopted measures 
to reduce the budget deficit 
to 2 percent in relation to GDP. 
The previous target had been 
2.4 percent. These measures 
are likely to have helped to 

reduce government spending last year. In addition, 
the former government committed itself to a spend-
ing limit. Overall, the government deficit is likely to 
have been around 2.2 percent last year, as in 2018. A 
slight increase to 2.3 percent is expected for this year. 
However, there is a high degree of uncertainty about 
the fiscal policy stance of the government that has 
been in office since September.

In Spain, favorable economic developments have 
supported the public finance situation in recent years. 
The budget deficit has fallen steadily from around 
6 percent in 2014 to 2.3 percent last year. After the 
draft budget for 2019 was rejected at the end of 2018, 
the 2018 budget remained in force for most of last year. 
Measures on the revenue side, such as higher taxation 
of large companies and diesel fuel, came into force in 
the second half of last year and led to higher tax rev-
enue of around 0.3 percent of GDP in 2019. Because 
it required several months of negotiations to form a 
new coalition government early this year, a budget for 
2020 has not yet been approved and the future fiscal 
policy direction in Spain is quite uncertain. Neverthe-
less, we expect a slightly expansionary fiscal policy 
stance this year.

1.3.2 Monetary Conditions and Financial Markets

The economic slowdown prompted many central 
banks in industrialized and emerging markets to 
become more expansionary last year. Between the 
end of July and the end of October, the US Federal 
Reserve lowered its key interest rates in three steps 
to between 1.5 and 1.75 percent (see Figure 1.18). 
The Bank of England remained on its accommodative 
course. The European Central Bank adopted a com-
prehensive package of monetary easing measures in 
September. It includes a further cut into the negative 
of its deposit rate, which effectively has functioned as 
its main policy rate since the financial crisis and now 
stands at − 0.5 percent. Although the Bank of Japan 
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decided to keep its already very loose monetary pol-
icy unchanged, it did hint that it would be willing to 
cut interest rates further. And while headline inflation 
did rise in China and the government remains worried 
about excessive credit growth, the weakening of the 
economy and the decline in core inflation triggered 
the Chinese central bank to loosen monetary policy 
further by lowering minimum reserve ratios, which in 
turn reduced commercial loan rates. 

The US Federal Reserve was confronted with 
unexpected turmoil experienced in money markets 
in September last year when a deadline for the pay-
ment of corporate taxes and the settlement of recent 
Treasury bond issues led to a temporary spike in cash 
demand that increased overnight rates to 10 percent. 
To prevent this from happening again, the Federal 
Reserve has since been flooding the system with 
liquidity in the form of short-term loans. The Fed-
eral Reserve also announced in autumn that it would 
continue its program for buying Treasury debt at an 
initial pace of USD 60 billion a month into the second 
quarter of 2020, a program the central bank had tried 
to wind down between mid-2018 and mid-2019. As a 
consequence of all of this, the balance sheet of the 
US Federal Reserve has started to increase again (see 
Figure 1.19). 

In the wake of the economic slowdown, the Euro-
pean Central Bank (ECB) decided in September last 
year to lower the interest rate for the deposit facility 
by 10 basis points to – 0.5 percent. The interest rates 
on the main refinancing operations and the mar-
ginal lending facility were left unchanged at 0.0 and 
0.25 percent, respectively. At the same time, the ECB 
announced that key interest rates would remain at 
their current or lower levels until the ECB’s projec-
tions show a clear convergence of inflation forecasts 
to levels that are sufficiently close to but below 2 per-
cent, and that this convergence is also reflected in the 
dynamics of core inflation. In addition, it was decided 
to resume the net purchases of assets under the Asset 

Purchase Programme (APP) by EUR 20 billion per 
month from November 2019 onward and to continue 
to do so until the ECB starts raising key interest rates.

The degree of monetary expansion was thus once 
again increased last year, after the ECB had already 
decided in March last year to resume its quarterly 
targeted longer-term refinancing operations for the 
period from September 2019 to March 2021. By indi-
cating the duration of the new measures, the ECB 
made clear that the exit from the low-interest pol-
icy, which had long been expected by the financial 
markets for the second half of 2019, had been post-
poned and that a turnaround in interest rates could be 
expected only once inflation had visibly accelerated. 
As a result, the financial markets have revised their 
interest rate expectations significantly downward. 
For example, EONIA futures at the end of last year 
indicated a first interest rate hike only by the end of 
2022. The increased expansionary stance of ECB and 
the revision in expectations about the monetary pol-
icy stance have led yields on government bonds to fall 
further in the euro area over the course of 2019 (see 
Figure 1.20). Yields on bonds in particular with longer 
maturities witnessed a substantial decrease over the 
course of last year.

Worldwide as well, the more expansionary course 
of the central banks in conjunction with more pessimis-
tic economic expectations led to significant declines 
in yields on government bonds during most parts of 
last year (see Figure 1.20). Japanese bonds and bonds 
of several European countries even returned to neg-
ative yields. More than 20 percent of the total bond 
portfolio worldwide has been traded with negative 
yields according to the OECD (2019b). However, bond 
yields have been rising again since late autumn. On 
the one hand, this could be explained by the tempo-
rary easing of the trade conflict; on the other hand, 
many sentiment indicators for the manufacturing sec-
tor have been stabilizing lately. As a result, financial 
market participants now attach less importance to 

the economic downside risk 
and are shifting their portfo-
lios back from government 
bonds to equities.

Interest rate differentials 
in the euro area have narrowed 
further (see Figure 1.21). 
Financial market participants 
say that the uncertainties 
surrounding Italian politics, 
which materialized in summer 
2018 due to the unclear fiscal 
stance of the then new gov-
ernment, partly disappeared 
last summer. Also, the risk pre-
mium on Greek government 
bonds has fallen back to levels 
last seen in 2009, i.e., before 
the start of the euro crisis.
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While the overall funding costs of the banking 
sector continued to fall even further last year, as 
reflected by the Euribor rate, this was not necessar-
ily the case for credit rates to the non-financial pri-
vate sector (see Figure 1.22). For interest rates on 
firm loans, the improvement was quite limited. The 
clearest exception was Greece, where lending rates to 
corporates continued to fall. Average interest rates for 
newly granted real estate loans to private households 
fell to an extent similar to that of money market rates. 

A clear increase in rates, however, has been 
observed for personal lending rates on new consumer 
credit loans with a maturity of less than one year. The 
loan rates may have been triggered to some extent by 
the stronger growth of consumer credit in 2018 com-
pared to other credit components in 2018. Consumer 
credit growth, however, slowed down over the course 
of last year. At the aggregate level, total credit growth 
in the euro area remained at around 2 percent last 
year driven by the increased dynamism of mortgage 
loans (see Figure 1.23). Unlike in previous years, banks 

did not relax their lending con-
ditions any further last year. 
According to the Bank Lending 
Survey of the ECB, one expla-
nation for this is that banks 
pursued a more stringent risk 
assessment method, espe-
cially with respect to compa-
nies, probably due to the eco-
nomic slowdown.

Financing conditions are 
likely to remain favorable over 
the forecast period. Against 
the backdrop of a moderate 
economic expansion, the infla-
tion rate is likely to accelerate 
only very slowly and will still 
be well below 2 percent by the 
end of 2021. The ECB is there-
fore likely to continue its loose 
monetary policy in line with its 
announcement. The present 
forecast therefore includes the 
projection that the purchases 
of securities will continue and 
that key interest rates will 
remain at their current levels.

In contrast to the slow-
down in the real economy, 
stock markets generally per-
formed very strongly over the 
past year (see Figure 1.24). 
Not least due to the dent that 
occurred at the end of 2018, all 
major stock markets recorded 
double-digit price gains last 
year compared with the pre-
vious year and performance 

differences across countries have been relatively 
low. For instance, when measured in euros, the Euro 
STOXX 50 and Dow Jones Industrial were up around 
25 percent last December as compared to the year 
before. Also, the Shanghai Stock Exchange Composite 
and the Nikkei 225, like the major American and Euro-
pean stock market indices, were able to exceed 20 per-
cent last year. In view of the relatively stable develop-
ment of the euro last year, the stock market returns 
calculated in local currencies are also quite similar 
to the returns calculated in euros. An exception was 
the United Kingdom where the FTSE 100’s return of 
12 percent was significantly lower than that of other 
indices worldwide. From a euro area perspective, the 
almost 6 percent appreciation of the British pound 
compensated for some of this difference. 

The importance of the stock market low at the 
end of 2018 for the calculation of the returns is illus-
trated by looking at the returns of stock market indi-
ces within the euro area. While the German FAZ index, 
which tracks the 100 largest German stock corpora-
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tions traded on the German stock exchange in terms 
of market capitalization, showed a return of 20 per-

cent last year when comparing 
year-end values, its annual 
average last year fell by 5.7 per-
cent compared to 2018. Of the 
stock market indices shown in 
Figure 1.25 and regardless of 
the calculation of the annual 
return, the Greek Athex has 
improved the most. In a year-
end comparison, it grew by 
around 50 percent during the 
past year. Nevertheless, it is 
still almost 50 percent below 
its value for 2010 and even 
more than 80 percent below its 
average for 2007. The indices 
shown for Italy, Spain, Portu-
gal, and even Ireland are also 
still below their respective val-
ues for 2007.

The currencies of the 
major economies remained 
largely stable in 2019. The  
one with overall largest, albeit 
historically still small, move-
ment was the Japanese yen. In 
real effective terms, it appre-
ciated by less than 2 percent 
over the course of the year  
(see Figure 1.26). From a pur-
chasing power parity per-
spective, the euro has now 
been undervalued against the  
US dollar for five consecutive 
years (see Figure 1.27). This  
is largely due to differences 
in the output gap and the mon-
etary policy stance between 
the United States and the 

euro area (see Projektgruppe Gemeinschaftsdiag- 
nose, 2019).
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1.4 MACROECONOMIC 
OUTLOOK3

1.4.1 Assumptions, Risks, 
and Uncertainties 

This forecast is based on the 
assumption that the price of 
a barrel of Brent crude oil and 
the euro-US dollar exchange 
rate will remain relatively sta-
ble throughout the year. This 
implies that we do not assume  
the US-Iran crisis will escalate  
and thereby endanger the 
supply of oil, or the Corona 
virus will further reduce fuel 
demand for a longer period of 
time. 

The downside risks to 
global economic develop-
ment continue to dominate 
the upside ones. It should be 
noted, however, that the trade 
conflict between the United 
States and China entails  
downside as well as upside 
risks. On the one hand, the 
temporary easing of tensions 
last autumn has shown that 
a compromise between the 
two countries does not seem 
impossible after all. Clarity 
about the future relation-
ship might lift the ban on 
many investment decisions 
and trigger a swifter recovery 
than expected. On the other 
hand, the risk of a further 
escalation is at least as great 
and an extension of the con-
flict to other countries and 
regions is also conceivable. 
The signing of the "phase 
one" trade agreement should 
not obscure the fact that the 
incumbent US President has 
so far been unable to push 
through essential demands 
against China regarding its 
subsidy policy and infringe-
ment of intellectual property 
rights. Tariff rates could be 
further increased and com-
panies could be encouraged 
to stop trading with produc-

3   The forecasts presented are updates 
of Wollmershäuser et al. (2019) and Ab-
berger et al. (2019).
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ers of intermediate goods from the other side. In  
addition, non-tariff barriers to trade could be intro-
duced for subsidiaries located in the respective other 
country. This is where China’s lever is particularly 
long: sales of companies in China that are largely 
owned by a US subsidiary are considerably higher 
than total US exports to China (see OECD, 2019b). As 
these companies generate only a small part of China’s 
value added, such measures are unlikely to be very 
costly for China.

China’s financial stability is also fraught with sig-
nificant risks. Experience in recent years has shown 
that attempts to curb the expansion of the shadow 
banking sector have quickly slowed down the Chi-
nese economy. As a result, China has reduced these 
restrictive measures again. However, this increased 
both lending by the non-regulated shadow banking 
sector and the risk appetite of creditors and debtors. 
The current monetary policy measures are again ini-
tiating an expansionary phase, which could lead to a 
further increase in the already high debt of the non-fi-
nancial sector. This would make a reassessment of 
risks more likely and could result in sudden sales of 
certain financial assets on a larger scale. 

All over the world, prolonged loose monetary 
policy is having negative consequences for financial 
stability. Although to some extent counteracted by 
increased regulation and other measures to keep 
the financial system sound, financial investors are 
being pushed toward taking up more and more risk 
in search of returns. This has, for instance, led to a  
significant increase in the indebtedness of non- 
financial corporations in many advanced econ-
omies over the past ten years (see OECD, 2019a). 
The increase in debt was mainly due to the issue of 
bonds. An ever-increasing proportion of these bonds 
are still being valued at investment grade (see Çelik 
and Isaksson, 2019). If the economy and thus the 
earnings prospects of these companies weaken more 
than expected, many of these bonds could be deval-
ued to non-investment grade. Institutional investors 
would have to dispose of them on the basis of regu-
latory requirements, which could lead to price falls 
on bond markets and possibly revaluations of other 
asset classes.

The economic forecast for the euro area is sub-
ject to several political and economic risks. At the 
political level, the modalities of the United Kingdom’s 
withdrawal from the European Union by the end of 
this year remain uncertain. In addition, there is politi-
cal uncertainty related to disputes within the govern-
ing coalition in Italy, the newly formed Spanish gov-
ernment’s lack of a majority in parliament, and the 
survival chances of the grand coalition in Germany. 
Different policy scenarios could be reflected in di -
fferent fiscal policy orientations. France, especially, 
has another risk: the strikes in local and long-dis-
tance transport and in other areas of the public sector  
since early December have had a negative impact on 

the economy. It is possible that further strikes will 
follow.

A further spread of the Corona virus, or the future 
development of the manufacturing sector in the euro 
area also pose risks. If the weakness of the intermedi-
ate and capital goods industries persists, it could have 
a stronger impact on the labor market than projected 
and thus adversely affect private consumption, which 
has been a stabilizing factor so far.

1.4.2 Global Economy

The outlook for the global economy has stabilized. 
After having declined for two years, the coincident 
Global Economic Barometer has stabilized at histor-
ically low levels (see Figure 1.28). It indicates that 
the results of those economic tendency surveys that 
are highly correlated with world GDP growth have 
stopped deteriorating. The leading Global Barometer 
even has seen some improvements in recent months, 
and in all three regions (see Figure 1.29). Neverthe-
less, these aggregated economic tendency survey 
results are still to be considered pessimistic from an 
historical perspective.

Even though the expectations of households have 
also deteriorated in recent months, they are still more 
optimistic than firms. This should be seen against the 
backdrop of continued good labor market conditions 
in many countries and the associated positive income 
developments. However, the initial signs of a deterio-
ration in consumer sentiment show that the economic 
weakness in the manufacturing sector is starting to 
spread to the service sectors, albeit only to a small 
extent so far. 

Global output will expand at rates slightly below 
average this year. The advanced economies are 
expected to grow at rates below potential growth, 
while production in the emerging markets will prob-
ably continue to grow at around potential. Trade 
restrictions between the United States and China are 
dampening trade activity and reducing the willing-
ness to invest. The uncertainty about the introduc-
tion of further trade barriers between the two coun-
tries and an extension of the trade conflict to Europe 
also contribute to this. As long as the transition to 
electromobility has not progressed significantly fur-
ther, motor vehicle production is likely to expand 
only weakly. The positive effects of the US tax reform 
ended last year, with the result that US spending on 
investment and consumption will remain subdued. 
This should further dampen US demand for foreign 
goods and services. Despite the fact that the United 
Kingdom has left the European Union, it is still unclear 
what the arrangement between the two will look like 
from 2021 onward. This is putting a particular burden 
on the UK economy. 

The continued strong income growth in the 
advanced economies is likely to provide positive 
momentum for consumer spending. This will support 
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especially those parts of the service sector that are 
detached from the manufacturing sector. Overall eco-
nomic momentum in China is likely to slow further. 
The distortions in international trade, slower credit 
growth, and structural change in China are contribut-
ing to this. The other emerging markets will probably 
expand somewhat more strongly than last year. The 

recovery of the Brazilian econ-
omy should gradually prog-
ress, supported by the already 
adopted pension reform.

Overall, the world’s GDP 
is expected to grow by 2.6 per-
cent this year, the same value 
as last year (see Table 1.A.1). 
Whereas the growth contribu-
tion from North America and 
Western and Central Europe is 
slightly declining further, this 
is compensated for to quite 
some extent by a moderate 
recovery in Latin America and 
Russia (see Figure 1.30). The 
strongest contribution will 
continue to come from Asia, 
which will again be larger than 
the combined contributions of 
the other three regions iden-
tified. Focusing on the euro 
area and the four economi-
cally largest countries outside 
of it reveals that only for the 
euro area we forecast growth 
to stabilize at a low level of 
1.2 percent (see Figure 1.31). 
The remaining countries will 
see a further, albeit moderate, 
decline in their year-on-year 
GDP growth rates.

At 1.6 percent, the infla-
tion rate in the advanced 

economies is likely to accelerate slightly this year as 
compared to 2019 (1.4 percent). On the one hand, the 
effects of declining crude oil prices are gradually com-
ing to an end, as oil prices are assumed to increase at 
the same pace as general inflation this year. On the 
other hand, economic developments no longer sug-
gest an acceleration in wage growth. In the emerging 

markets, consumer prices are 
probably going to increase at a 
more moderate pace than last 
year. It is assumed that the 
effects of the swine fever on 
pork prices in China will abate. 
Following very high rates in 
2018 and 2019, inflation in 
Turkey is likely to move slowly 
back toward the central bank 
target of 5 percent.

Global trade is likely to 
have shrunk, or at best stag-
nated, during the winter of 
2019–2020, according to sev-
eral leading indicators. Both 
the WTO World Trade Out-
look Indicator and the RWI/
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ISL Container Throughput Index have been deterio-
rating. New foreign orders also continued to decline 
worldwide. In the further course of the year, world 
trade should increase slightly in line with the expan-
sion of world production. In total, international trade 
has declined by 0.4 percent last year in price-adjusted 
terms. This year it will increase by 0.8 percent. The 
elasticity of world trade, defined as the relationship 
between the growth rates of world trade and overall 
world production, was slightly negative last year. In 
2020, the elasticity is projected to be 0.3. These, in 
absolute terms, low elasticities are a consequence 
of the trade conflict between the United States and 
China. Over time, the international value chains will 
adapt to the conditions of the new trade policy frame-
work and the elasticities are likely to pick up again. 
The low elasticities are also supported by the fact 
that the current dynamic in many countries is pri-
marily explained by consumption, which is fed more 
by domestically produced goods and services than 
by the more internationally produced capital goods, 

which are more reliant on 
global supply chains.

1.4.3 United States

The United States is now in an 
election year. Simultaneously, 
the current administration 
is in a trade war with China 
and several other countries. 
Whereas average US tariffs on 
Chinese exports were about 
3 percent at the beginning of 
2018, they rose to approxi-
mately 21 percent by autumn 
last year. On the Chinese side, 
the increase has been from 
8 percent to about 21 percent 
as well. Given the size of the 
measures taken, the effects 
are noticeable all around the 
world and in particular in the 
two countries most directly 
involved. The possibility of 
further escalations is signif-
icantly hampering trade and 
investment and thereby eco-
nomic development around 
the world. Although the 
upcoming US elections could 
further soften the tone, the 
trade war will continue to have 
an impact on foreign trade. 
In light of this, we forecast a 
further economic weakening, 
especially in the manufac-
turing sector during the first 
half of the year. Although not 

impossible, it appears unlikely that further notewor-
thy fiscal stimulus measures are to be implemented 
until the autumn elections. After three interest cuts 
during the second half of 2019, only monetary pol-
icy is expected to be loosened again in the coming 
months to counteract a further economic slowdown. 
GDP growth of 1.8 percent is expected for this year.

By the end of 2019, the unemployment rate had 
reached a historically low level of 3.5 percent. The 
weakening economy is not expected to induce further 
falls. As the effects of lower energy prices abate, the 
inflation rate will initially increase slightly before the 
effects of the economic slowdown start to dominate. 
The inflation rate should increase to an average of 
2.1 percent this year.

1.4.4 Asia

China is troubled by the political unrest in Hong 
Kong, the structural slowdown in economic growth, 
the Corona virus, and the strained relationship with 
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the United States. Although progress has been made 
regarding the latter, a substantial trade agreement 
between the United States and China is not expected 
until 2021 at the earliest and the existing tariffs are 
likely to remain in place throughout this year. The 
reduction in bank reserve requirements last year and 
the tax cuts adopted at the beginning of 2019 together  
with increased infrastructure investments will con-
tinue to stabilize the economy. Should the economy 
unexpectedly deteriorate sharply, it is highly likely 
that both monetary and fiscal policy will provide 
additional impetus. The current worldwide weakness 
in manufacturing and the changing international pro-
duction chains triggered by environmental concerns, 
general anti-globalization tendencies, and the cur-
rent trade war, foster the ongoing transition toward 
a more service-oriented economy. Overall, real GDP 
is expected to rise by 6.0 percent this year. With the 
swine fever likely to be under control, pork prices will 
slowly normalize again and inflation is forecast to fall 
to 1.8 percent this year, after 2.9 percent in 2019. The 
spread of the Corona virus at the beginning of 2020 
has so far had only a limited negative impact on the 
economy, as many companies were closed down any-
way because of the Chinese New Year break. This fore-
cast assumes that the negative effects will be offset 
during the rest of the year. However, if the virus con-
tinues to spread, Chinese GDP growth will this year be 
lower than forecast.

In Japan, the economic expansion temporarily 
stopped during the winter months of 2019–2020. The 
anticipatory effects of the VAT increase that supported 
the domestic economy in autumn last year have led to 
a temporary decline in demand. Stable employment, 
somewhat stronger wage increases, and higher social 
security spending will, however, support private con-
sumption and, together with additional public spend-
ing, cushion the dampening effects of the introduced 
VAT increase. In addition, demand will be boosted by 
the 2020 Olympic Games in Tokyo. In contrast, export 
prospects remain gloomy for the time being. All in all, 
the economy should grow by 0.6 percent this year, 
after 1.0 percent in 2019. 

Economic growth in India should modestly accel-
erate this year, due to accommodative fiscal and 
monetary policy. Bank lending is picking up, suggest-
ing that the interest rate cuts of last year are feeding 
into lending. Growth will furthermore be supported 
by a reduction in corporate income tax rates, recent 
measures to address corporate and environmental 
regulatory uncertainty, and government programs 
to support rural consumption. However, consumer 
confidence and business confidence in the manu-
facturing sector both decreased in recent months, 
pointing to modest private consumption and fixed 
investment readings. Furthermore, high levels of bad 
debt in the banking sector could impede lending and 
restrain consumption growth, while the political pro-
tests against the government’s citizenship amend-

ment act and recently against privatization of public 
enterprises, tense relations with Pakistan, and global 
trade protectionism are downside risks. India’s econ-
omy is set to grow at 5.5 percent this year, thereby 
staying below potential but picking up from 4.5 per-
cent last year. 

The outlook for the remaining East Asian econ-
omies (Indonesia, Korea, Malaysia, Taiwan, Thailand, 
Philippines, Singapore, and Hong Kong) is slightly 
more optimistic compared to last year. A common 
factor for the countries in this region is that they are 
exposed to the slowdown in growth in China, the 
impact of trade tensions and restrictions between 
the United States and China, and tensions between 
Japan and Korea. While the latter have had limited 
effects so far, an escalation of tensions could affect 
both economies significantly, with regional reper-
cussions through technology sector supply chains. 
Overall, however, trade tensions are expected to 
ease and fiscal policy is projected to be expansion-
ary in many of these countries. All in all, real GDP is 
expected to grow by a moderate 3.1 percent in this 
region this year.

1.4.5 Latin America and Russia

Increasing momentum in Brazil and Mexico as well as 
the bottoming out of a deep recession in Argentina 
are expected to contribute to some acceleration of 
growth in the Latin American region (Brazil, Mexico, 
Argentina, Colombia, Chile, and Venezuela) to 1.5 per-
cent in 2020. The Argentine economy is expected to 
continue to contract in 2020, but less than last year. 
In Mexico, political uncertainty is gradually easing, 
and in Venezuela, the persistent slump in production 
is expected to continue, albeit less dramatically than 
in 2019. The regional recovery will be driven primar-
ily by private consumption. Despite somewhat higher 
growth, the region remains well below its potential as 
structural rigidities, unfavorable terms of trade, and 
fiscal imbalances weigh on the outlook, especially for 
Brazil. Inflation in the region is expected to decline 
somewhat this year.

In Russia, although business confidence in the 
manufacturing sector has been declining for almost a 
year, the situation in the service sector has improved 
significantly, pointing to a recovery. Low unemploy-
ment and falling inflation rates are improving pur-
chasing power. The ongoing reduction in the key 
monetary policy interest rate, the CBR base rate, will 
further reduce the cost of debt financing. This should 
stimulate private investment. However, weak indus-
trial production combined with political uncertainty 
and demographic structural changes that adversely 
affect growth potential will lead to only a moderate 
recovery. Growth of 2.0 percent is forecast for this 
year. However, much will depend on the geopoliti-
cal situation, so the downside risks therefore remain 
high. 
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1.4.6 European Economy

1.4.6.1 Cyclical Situation

Although economic momen-
tum in the euro area is unlikely 
to deteriorate further, a 
noticeable recovery will prob-
ably still take several quarters. 
The uneven development in 
the various economic sectors 
is also likely to continue for 
some time. Recently, less neg-
ative signals have come from 
the manufacturing sector. For 
example, the purchasing man-
agers’ index stabilized at a low 
level. However, the industrial 
confidence survey conducted 
by the European Commission 
as well as incoming orders 
(especially from abroad), point 
to a continued decline of value 
added in the manufacturing 
sector, which is likely to place 
an increasing burden on busi-
ness service providers (see 
Figure 1.32). 

The ongoing period of 
weakness is likely to have an 
increasing impact on the labor 
market in the form of lower 
employment and wage dynam-
ics. This also has a dampening 
effect on the production of con-
sumer goods and consumer-re-
lated services. The economy, 
on the other hand, is supported 
by expansionary fiscal policy 
in many euro area countries 
(see Figure 1.33). In addition, 
distortions caused by Brexit 
or a further escalation of the 
trade conflict initiated by the 
United States have decreased. 
This should help stimulate for-
eign trade; however, in view of 
the moderate dynamics of the 
global economy, this will proba-
bly grow only at below-average 
rates. As last year, the price-ad-
justed GDP is projected to grow 
by 1.2 percent this year (see 
Figure 1.34). Growing again 
below potential should lead to 
a slightly under-utilized econ-
omy by the end of the year.

After unemployment 
rates in Germany, France, and 
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Spain stopped declining last year, the economic slow-
down is likely to have the same effect on Italy. Job 
creation will stay subdued throughout the year (see 
Figure 1.35). As a result, the unemployment rate in 
the euro area as a whole will probably reach a level 
of 7.5 percent (see Figure 1.36), only 0.1 percentage 
points below the level of last year. This represents 
a marked slowdown in labor market dynamics com-
pared with the annual average decrease in the un- 
employment rate of 0.8 percentage points since 2014. 

After an average inflation of 1.2 percent in 2019, 
inflation will initially pick up somewhat in 2020 due to 
a base effect of past energy price movements. Annual 
inflation in 2020 will slightly increase to 1.3 percent. 

1.4.6.2 Developments in Selected European 
Countries

The economies in Europe are likely to continue to 
show marked differences (see Figure 1.37). In particu-
lar Germany and Italy, but also the United Kingdom, 

will continue to put the brakes 
on European growth.

Even though there is cur-
rently no reason to fear that 
Germany will fall into reces-
sion, value added in its indus-
try is likely to have shrunk fur-
ther this winter. However, the 
manufacturing sector should 
gradually leave its recession-
ary phase behind over the 
course of this year. Uncertainty 
remains high regarding the 
future relationship between 
the European Union and the 
United Kingdom, the further 
development of the trade con-
flict and the consequences of 
technological change in the 
automotive industry. However, 
the possibility of a hard Brexit 
this year has vanished and the 
likelihood of a further escala-
tion of the trade conflict ema-
nating from the United States 
has decreased. In addition, the 
present forecast assumes that 
German automobile manu-
facturers will make progress 
in the transition to electromo- 
bility and gradually ramp up 
their domestic production 
again. Recent order intake, 
business expectations in man-
ufacturing, and a renewed 
increase in goods exports 
indicate that the free fall has 
stopped. 

The weakness in manufacturing is most likely 
to be felt in corporate investment, which has at best 
stagnated this winter. A moderate expansion is likely 
to take place again in the further course of the year. 
The continuing uncertainty is likely to have a damp-
ening effect on equipment investment. In the case of 
commercial construction investments, on the other 
hand, slight impetus is expected as a result of invest-
ment projects in rail infrastructure and broadband 
expansion. 

The spillover of the weakness in the manufac-
turing sector has so far been limited to industry-re-
lated services, whose value-added and employment 
are growing more slowly as a result of the poor order 
situation. An indirect transfer to consumption- and 
construction-related economic sectors via the labor 
market has so far failed to materialize. The instru-
ment of short-time work, which more than 10 percent 
of industrial companies in Germany are now likely to 
have taken up, and which stabilizes the incomes of 
employees, may also have contributed to this. Finally, 

– 1.0

– 0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

98

99

100

101

102

103

104

105

106

107

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

 Annualized quarterly growth

Source: Eurostat; last accessed on 2 February 2020; EEAG calculations and forecast.

Employment in the Euro Area
Seasonally and work-day adjusted data

%Index (2015 = 100)

1.3

– 0.4 – 0.5 0.7

1.0

1.6

0.4

1.5

1.1

Forecast 
period

Level
Annual growth

0.1

© CESifo 

Figure 1.35

3

4

5

6

7

8

9

10

11

12

13

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Euro area United Kingdom

Source: Eurostat; last accessed on 2 February 2020; EEAG calculations and forecast.

Unemployment Rates in the Euro Area and the United Kingdom 
Seasonally adjusted data

%

© CESifo 

Forecast 
period

Figure 1.36



34

CHAPTER 1

EEAG Report 2020

strong employment growth in the public sector also 
stabilizes the economy. Hence, irrespective of the 
weakness in industry, the prospects for a continua-
tion of the dynamic consumer economy remain good. 
Although there is a slowdown in private consump- 
tion in the winter half of the year, during the rest of 
the year, private consumption will be stimulated by 
fiscal impulses. Even though the peak in the cur-
rent construction cycle has already passed and the 
pace of expansion will slow down somewhat, invest- 
ments in residential construction should remain a  
pillar of the German economy. A main contributor 
to the recovery is fiscal policy. It already had an ex -
pansionary effect last year and will continue to do so 
this year through tax and social contribution relief, 
an expansion of state transfer payments, and an in -
crease in public consumption and investment ex- 
penditure. This should allow overall economic pro-
duction in Germany to expand at the slightly accel-
erated rate of 0.8 percent this year after 0.5 percent 
last year. 

Employment growth is expected to continue at a 
subdued pace. In particular, the willingness of com-
panies in the manufacturing sector to recruit has 
deteriorated considerably. The reduction in unem-
ployment is also likely to continue at a noticeably 
slower pace. The unemployment rate was 3.3 percent 
last year and is expected to remain at 3.3 percent this 
year. Inflation is expected to rise from 1.3 percent last 
year to 1.5 percent in 2020. In addition to the some-
what improving economy, which opens up scope for 
some price increases, rising electricity prices caused 
by changes in government policy are also contribut-
ing to this. In addition, because the labor shortage is 
likely to increase due to demographic factors, effec-

tive earnings are expected to increase by 2.5 percent 
in 2020 (after 2.8 percent in 2019).

Although the United Kingdom has just completed 
its formal withdrawal from the European Union, the 
outlook for the British economy remains bleak.4 The 
UK economy crucially depends on good trade rela-
tions with the European Union and other countries, 
but the rules that will govern trade in the future remain 
unclear. In particular, it is doubtful that a free trade 
agreement will be negotiated by the end of 2020, when 
the transitional period of the exit agreement expires. 
This means that the high level of uncertainty sur-
rounding Brexit, which has hampered future planning 
over the past three or more years, is likely to persist in 
the medium term and will further weaken the dyna-
mism of the economy. This is particularly true for deci-
sion-making in the corporate sector. There are clear 
signs that investment spending is being postponed 
while managers focus on contingency planning, which 
may ultimately prove to be wasteful. But it also applies 
to the public sector, where the fiscal framework is in 
disarray. Hantzsche and Young (2019) estimate that a 
Brexit that provides for a smooth transition to a free 
trade agreement with the European Union would ulti-
mately shrink the UK economy by about 3.5 percent 
compared to a situation in which the United Kingdom 
had remained in the European Union. The loss in GDP 

4 Regarding the European Union, the United Kingdom is currently 
in a transitional phase which, if not extended before June 30, 2020, 
will end on December 31, 2020. Until then, the United Kingdom will 
remain de facto part of the EU customs union and internal market, 
but outside the political institutions. This time should be used to 
negotiate an agreement with the European Union that will cover not 
only future trade relations but also future cooperation with the Euro-
pean Union in areas such as security and law enforcement. If no deal 
is agreed and ratified by the end of the year, the United Kingdom faces 
tariffs on exports to the European Union.
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so far has been due to the fact that companies have 
generally not invested, while the loss in the future will 
be due to the fact that certain types of economic activ-
ity in the United Kingdom will no longer be profitable. 
This year we expect economic conditions to remain 
comparable to last year’s, implying that companies 
will refrain from investing given the continuing uncer-
tainty about future trade relations. In such a scenario, 
GDP will grow by 0.8 percent in 2020, again largely 
driven by household and government consumption. 
Corporate investment will remain weak.

In France, the overall economy should develop 
similarly to last year. Household confidence recovered 
significantly last year, and with the acceleration in 
purchasing power (partly as a result of further income 
tax cuts), private consumption should continue to 
make good progress. Private household investment is 
also likely to continue growing in 2020, maintaining its 
momentum from last year. On the other hand, aggre-
gate business investment is projected to continue its 
slowdown. While the service sector is likely to hold up, 
industrial production is likely to come to a standstill 
or even decline. Furthermore, strikes against the pen-
sion reform are likely to dampen growth in the first 
quarter. All in all, GDP growth is expected to reach 
1.3 percent in 2020. The possibly protracted strikes 
and protests against the pension reform, the risks of 
a fiscal slippage, and a slowdown in the pace of reform 
remain downside risks to this outlook.

Employment is likely to slow further, but the 
unemployment rate is expected to remain on a down-
ward trend, falling to an average of 8.4 percent this 
year, down from 8.6 percent in 2019. The average 
inflation rate this year will be similar to last year, at 
1.3 percent. The price increases triggered by indirect 
taxation of tobacco products, the tightening of the car 
bonus system, an eco-tax on flights from France, and 
the shortening of the final sales period should be off-
set by the weak development of core inflation.

Despite expansive fiscal policy, economic growth 
in Italy is likely to remain well below 1 percent this 
year. Growth is picking up somewhat, mainly thanks 
to slightly stronger domestic demand and some 
recovery in industrial activity. However, weak foreign 
demand and investment activity, as well as subdued 
productivity and wage growth, will weigh on the econ-
omy. In addition, a volatile political environment and 
the problematic budgetary situation further cloud the 
outlook. Growth of 0.4 percent seems most likely in 
2020. Inflation in Italy is likely to remain low due to the 
weak economy and the comparatively high, albeit still 
slowly falling, unemployment rate. 

Following the strong expansion of recent years, 
the pace of growth in Spain is likely to slow down 
slightly. The growth rate in 2020 is projected to be 
1.6 percent, which is still high in comparison with Ger-
many, France, and Italy. Of the smaller Western Euro-
pean countries, only Belgium and Finland are growing 
below the EU average. Ireland and Luxembourg will 

continue to lead the growth list within this group. In 
the Central and Eastern European EU member states, 
the growth rate in the current year will be between 
2 and 4.2 percent. These countries are currently expe-
riencing a decline in economic dynamism. 
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APPPENDIX 1.A
Forecasting Tables

Table 1.A.1

GDP Growth, Inflation, and Unemployment in Various Countries 

Share 
of total 

GDP 
in %

GDP growth CPI inflation Unemployment 
rate a

in %

2018 2019 2020 2018 2019 2020 2018 2019 2020

Industrialized countries:
United States 27.7 2.9  2.3  1.8  2.4  1.8  2.1  3.9  3.7  3.5  
EU 27 21.4 2.1  1.4  1.4  1.8  1.4  1.4  6.9  6.5  6.4  
Euro area 18.3 1.9  1.2  1.2  1.8  1.2  1.3  8.2  7.6  7.5  
Japan 6.7 0.8  1.0  0.6  1.0  0.5  1.0  2.4  2.4  2.4  
United Kingdom 3.8 1.4  1.3  0.8  2.5  1.8  2.2  4.0  3.9  4.0  
Canada 2.3 1.9  1.7  1.8  2.2  2.0  2.0  5.8  5.7  5.9  
Switzerland 0.9 2.8  0.9  1.8  0.9  0.4  0.1  4.7  4.5  4.5  
Norway 0.6 1.3  1.5  2.4  2.8  2.3  1.9  3.9  3.5  3.3  

Industrialized countries (total) 63.4  2.2  1.7  1.4  1.9  1.4  1.6  5.1  4.8  4.7  

Newly industrialized countries:
China 18.0 6.6  6.2  6.0  2.1  2.9  1.8  
East Asiaa 7.1 3.7  2.9  3.1  2.0  1.4  1.7  
Latin Americab 5.7 1.2  0.5  1.5  7.6  9.3  8.7  
India 3.7 6.8  4.5  5.5  3.9  3.5  4.2  
Russia 2.2 2.3  1.2  2.0  2.9  3.8  4.0  
Newly industrialized countries 
(total) 36.6  5.0  4.2  4.4  3.2  3.7  3.5  

Totald 100.0  3.3  2.6  2.6  2.5  2.3  2.4  
World trade growth in %e 3.4  -0.4  0.8  
a Weighted average of Indonesia, Korea, Malaysia, Tawain, Thailand, Philippines, Singapore, and Hong Kong. 
Weighted with the 2017 levels of GDP in US dollars; b Weighted average of Brazil, Mexico, Argentina, Colombia, 
and Chile. Weighted with  the 2018 level of GDP in US dollars; c Weighted average of the listed groups of countries;  
d Standardized unemployment rate; e Trade of goods.

Source: EU; OECD; IMF; ILO; National Statistical Offices; CPB. 2019 and 2020: EEAG forecasts.

Table 1.A.2

GDP Growth, Inflation, and Unemployment in EU Countries

Share 
of total 

GDP 
in %

GDP growth Inflationa Unemployment rateb

in %

2018 2019 2020 2018 2019 2020 2018 2019 2020

Germany 24.9 1.5 0.5 0.8 1.9 1.3 1.5 3.4 3.3 3.3
France 17.6 1.8 1.3 1.3 2.1 1.3 1.3 9.1 8.6 8.4
Italy 13.3 0.7 0.2 0.4 1.2 0.7 0.7 10.6 10.0 9.8
Spain 8.9 2.4 2.0 1.6 1.7 0.7 1.2 15.3 14.2 13.9
Netherlands 5.7 2.6 1.7 1.6 1.6 2.6 1.5 3.8 3.4 3.5
Belgium 3.4 1.5 1.2 1.1 2.3 1.4 1.3 6.0 5.5 5.5
Austria 2.8 2.3 1.6 1.5 2.1 1.5 1.7 4.9 4.9 4.8
Ireland 2.3 8.5 4.9 3.4 0.7 1.0 1.3 5.8 5.3 5.1
Finland 1.7 1.7 1.3 1.2 1.2 1.2 1.3 7.4 6.6 6.5
Portugal 1.5 2.4 1.9 1.7 1.2 0.6 1.2 7.0 6.2 5.7
Greece 1.4 1.9 1.9 2.2 0.8 0.6 0.8 19.3 17.6 16.1
Slovakia 0.6 4.0 2.6 2.5 2.5 2.7 2.3 6.5 5.9 5.8
Luxembourg 0.6 3.2 2.8 2.7 2.0 1.7 1.7 5.5 5.2 5.2
Slovenia 0.3 4.2 2.9 2.9 1.9 1.8 1.9 5.1 4.4 4.4
Lithuania 0.3 3.7 3.6 2.5 2.5 2.3 2.2 6.2 6.2 6.1
Latvia 0.2 4.8 2.5 2.6 2.6 3.0 2.5 7.4 6.6 6.6
Estonia 0.2 4.8 3.2 2.4 3.4 2.5 2.2 5.4 4.9 5.0
Cyprus 0.2 4.1 3.0 2.8 0.8 0.7 1.2 8.4 7.1 6.1
Malta 0.1 7.0 5.0 4.2 1.7 1.6 1.8 3.7 3.7 3.8

Euro areac 85.9 1.9 1.2 1.2 1.8 1.2 1.3 8.2 7.6 7.5
Sweden 3.7 2.3 1.3 1.5 2.0 1.8 1.8 6.3 6.8 7.0
Poland 3.6 5.2 4.4 3.4 1.2 2.3 3.0 3.9 3.5 3.5
Denmark 2.2 2.4 2.0 1.6 0.7 0.8 1.0 5.1 5.1 4.9
Czech Rpublic 1.5 3.0 2.5 2.0 2.0 2.6 2.3 2.2 2.1 2.2
Romania 1.4 4.0 4.0 3.5 4.1 4.1 3.4 4.2 4.1 4.4
Hungary 1.0 5.1 4.7 2.9 2.9 3.4 3.2 3.7 3.4 3.3
Bulgaria 0.4 3.2 3.6 3.1 2.6 2.5 2.0 5.2 4.7 4.5
Croatia 0.4 2.6 3.0 2.7 1.6 1.0 1.3 8.4 8.0 6.9

Non-euro area Membersc 14.1 3.5 2.9 2.4 1.9 2.2 2.3 4.3 4.1 4.1

EU 27c 100.0 2.1 1.4 1.4 1.8 1.4 1.4 6.9 6.5 6.4
a Harmonized consumer price index (HICP); b Standardized unemployment rate;  c Weighted average of the listed 
countries.
Note: GDP growth rates are based on the calender adjusted series except for Ireland, Slovakia and Romania for 
which Eurostat does not provide working day adjusted GDP series.

Source: Eurostat; 2019 and 2020: EEAG forecast.
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Tab 1.A.3

Key Forecast Figures for the European Union (EU 27)
2018 2019 2020

Percentage change over previous year
Real GDP 2.1 1.4 1.4

Private consumption 1.7 1.5 1.3
Government consumption 1.2 1.6 1.5
Gross fixed capital formation 2.9 7.0 4.0
Exports of goods and services 3.5 2.7 1.9
Imports of goods and services 3.2 4.5 3.3
Net exportsa 0.3 – 0.7 – 0.5

Consumer pricesb 1.8 1.4 1.4

Percentage of nominal GDP
Government fiscal balancec – 0.7 – 1.0 – 1.1

Percentage of labor force
Unemployment rated 7.0 6.5 6.3
a Contributions to changes in real GDP (percentage of real GDP in previous year); 
b Harmonized consumer price index (HCPI); c 2019 and 2020: forecasts of the 
European Commission; d Standardized unemployment rate

Source: Eurostat; 2019 and 2020: EEAG forecasts. 

Table 1.A.4

Key Forecast Figures for the Euro Area
2018 2019 2020

Percentage change over previous year
Real GDP 1.9 1.2 1.2

Private consumption 1.4 1.3 1.3
Government consumption 1.1 1.6 1.4
Gross fixed capital formation 2.4 7.4 4.3
Exports of goods and services 3.3 2.4 1.9
Imports of goods and services 2.7 4.7 3.3
Net exportsa 0.4 – 0.9 – 0.6

Consumer pricesb 1.8 1.2 1.3

Percentage of nominal GDP
Government fiscal balancec – 0.5 – 0.8 – 0.9

Percentage of labor force
Unemployment rated 8.2 7.6 7.3
a Contributions to changes in real GDP (percentage of real GDP in previous year); 
b Harmonized consumer price index (HCPI); c 2019 and 2020: forecasts of the 
European Commission; d Standardized unemployment rate

Source: Eurostat; 2019 and 2020: EEAG forecasts. 


