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Goals and mandate

Founded in 1963 by law

Goals
N Supporting the government in analysing economic problems

N Reduce the influence of vested interests by informing the public

Mandate

N Periodic assessment of the overall economy (incl. forecast)
N GCEE Annual Report in November and since 2014 an update in March
N Additional special reports (on initiative or commissioned by the federal government)

N |dentifying undesirable developments and ways to avoid them

N |[ndependent, only bound by legal mandate



How is the GCEE Annual Report produced?

Identifying topics in the first half of the year
N Discussion of possible topics / work on analyses

N Consultation with key players (ministries, Bundesbank, associations, etc.)

,Campaign”“ from September to November

N Weekly meetings

N Completion of the forecast usually
one week before printing process
OO/)
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ECONOMIC RECOVER
DELAYED

Photo by Henry Hwang on Unsplas
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Is Germany the sick man of Europe?
From the energy crisis to weak growth

Germany recorded the lowest cumulative growth

in the euro area since 2019Q4
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Sources: Eurostat, own calculations
© German Council of Economic Experts | 23-321-07
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Germany was strongly affected due to high share of
industry, but other sectors were also weak

Change in GVA in overall economy
between Q4 2021 and Q2 2023 in %
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© German Council of Economic Experts | 23-461-01
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Domestic consumer demand recovers due to rising real

incomes

Stable labour market and rising incomes
should support consumption in 2024

2019 =100 %

110 A - 20

Forecast

period
105 A - 15
1 1
00 —— 0
95 -~ - 5
90 T T T T O

2019 20 21 22 23 2024

— Private consumption Disposal income

Savings Rate of private households
(right hand scale)

Average savings rate of the years
2015 to 2019 (right hand scale)

Sources: Federal Statistical Office, own calculations
© German Council of Economic Experts | 23-489-01

Low consumer confidence -
Risk: cautious spending behaviour
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Sources: European Commission, GfK
© German Council of Economic Experts | 23-212-01
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Hardly any impetus from the global economy

Only US economy is supportive,

low growth in China and the euro area dampens

Change on previous quarter in %
2.4 -
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m 202204 202301 2023Q2 2023Q3
— Average growth in the period 2010 to 2019

Sources: BEA, Eurostat, National Bureau of Statistics of China, ONS, own calculations
© German Council of Economic Experts | 23-110-04

Subdued export expectations - export indicator
expected below long-term average (2.7%)

Change on previous quarter (%)  Balance

2.5 -+ - 75
Forecast
2.0 1 period - 60
- 45
- 30
- 15
0]
0.5 1 Change on previous year (%) - -15
10 6.8 . 3.6 . 1.4 . 1.7 30
2021 22 23 2024
China m Other ® Euro Central and
Asia area Eastern Europe
United Kingdom Other countries
and United States
— Export indicator
— ifo export expectations (right hand scale)
Sources: ifo, national statistical offices, own calculations 12
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Restrictive monetary policy

Increases financing costs - curbs (construction) investments

Restrictive monetary policy has increased financing

costs at all levels

Key interest rate (main i
refinancing operations)

Interest rate deposits |
with maturity
Interest rate |
overnight deposits
Interest rate loans |
to corporations
Interest rate |
consumer credits
Interest rate private |
loans for house purchase
Credit growth non- |
financial corporations
Credit growth |
private households

8 6 4 2 0 2 4 6
Cumulative change in August
2023 compared to July 2022
in percentage points
W Upstream © Downstream

Sources: Deutsche Bundesbank, ECB, own calculations
© German Council of Economic Experts | 23-459-06
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Construction has collapsed and is likely to have a
significant dampening effect in 2024
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— Housing loans to private households
New orders residential construction

Building permits:
— Residential Non-residential
building building

Source: Deutsche Bundesbank 13
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Economic recovery delayed

Consumption supports - investments and net exports dampen

Expectations for 2023 and 2024 worsened - YoY inflation declines to 2.1 % at the end of 2024 -
slight recovery in 2024 (+0,7 %) core inflation is expected to be 2.9 %
o _Change on previous year in % 16 _Peroentage points or % Forecast period
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Euro area: : .
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OVERCOMING SLUGGISH

GROWTH -
INVESTING IN THE FUTURE

Photo by Javier Allegue Barros on Unsplash
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Weak potential
growth

Photo by Micheile Henderson on Unsplash 17
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Weak potential growth

Germany faces the threat of long-term weak growth

Demographics cause labour volumes to shrink -

Potential growth at a historic low in the coming years migration can only partially compensate for this

Contributions in percentage points, growth in % Contributions in percentage points, growth in %
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— Potential output growth

Sources: Federal Statistical Office, own calculations
© German Council of Economic Experts | 23-170-01
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Sources: Federal Statistical Office, own calculations
© German Council of Economic Experts | 23-171-01
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Labour shortages
Different effects on economic sectors

Economic sectors with older employees and shortages
of skilled labour particularly hard hit

Share of employees in bottleneck occupations in %
60 - :
.~ Health and social

50 A work activities
P

40

»

30 oo

vl @ @

10 1 Manufacturing

0] T T T | E— T
14 16 18 20 22 24 26 28 30 32

Share of employees aged 55 and over in %

Sources: Federal Employment Agency, own calculations
© German Council of Economic Experts | 23-491-01
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Substitution within and reallocation between sectors
support adaptation

Substitution elasticity between labour and intangible capital

10 1~
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9 4
~
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2 Education
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. . scientific and ° and semi-trailers, other
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0 - . . . . . b .
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Substitution elasticity between labour and physical capital
® Size of the points relative to the share of economic sectors in gross value added
of all economic sectors (excluding activities of households)
Sources: Bontadini et al. (2022), EU KLEMS, Federal Statistical Office, own calculations 19
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Rising risk of poverty and
stagnating lower incomes

Oto by Christian Dubovan on Unsplash
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Reduce poverty risk by basic income support reform
Consolidate benefits and lower transfer withdrawal rates

Lower net incomes have stagnated since 2000 - Low transfer withdrawal increases employment
at-risk-of-poverty rate rose to just under 17 % incentives and reduces poverty risk
1991 =100 Percentage points
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(thousand full-time equivalents)

Net household income — 10th percentile =-- 25th percentile
. . — Median (50th percentile) Constant marginal withdrawal rate:
(equivalence weighted) 75th percentile 90th percentile 80% @ 75% 70% @ 65 %

O Variants that reduce the at-risk-of-poverty rate,
increase the labour supply and relieve the
burden on general governments

Sources: SOEP v37, own calculations Source: Bldmer and Peichl (2023) 21
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Better employment opportunities and incentives
Expand and improve childcare - reform the marital tax-splitting system

Married women and women with children Reform of marital tax-splitting can significantly
often work part-time increase female labour force participation
Participation ratios in % Thousand full-time equivalents  Billion €
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(right hand scale)

Source: SOEP v37, own calculations Source: Bldmer and Peichl (2023) 22
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Increasing funding requirements
in the GRV

letzler on Unsplash 23
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Demographic ageing increases funding needs of GRV
Working population is currently disproportionately burdened

Old-age dependency ratio rises sharply by 2035 - Pension level falls despite rising contributions -
Ratio of pensioners to contributors increases holding line further increases financing burden
Old-age dependency ratio Net replacement Contribution rate Federal funding
70 A rate
65 1 % % %
60 - 50 - 27 - 45 -
55 T 49 - T 26 -
50 - 25 4.2 A
48 4
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— Old-age dependency M Declining birth rate 2023 35 60 2080

—e—o—>» B i
Baby ® Higher life Net ase scenario

boom expectancy migration 2023 35 60 2080

— Hypothetical old-age dependency ratio Net replacement rate 48 %
without net migration

Sources: Human Mortality Database, SIM.21, Federal Statistical Office, own calculations Sources: SIM.21, Federal Statistical Office, own calculations 24
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Stabilise the financing of the GRV in the long term

Dynamic retirement age - funded pensions

Longer life expectancy has increased more than Pension level for the standard pension can be
retirement age - linking as a solution stabilised even without capital cover

Pension level in %
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Age in years Measure . .
Life expectancy at birth:  ® Men = Women Increase in the standard retirement age Y
— Life expectancy at age 65 Adjustment of the sustainability factor v v Y
Retirement age: Actual Statutory Progressive pension calculation (curbing expenditure) VAN
O Average duration of pension withdrawal in years Supplementary capital cover N
Sources: German Pension Insurance, Federal Statistical Office Source: SIM.21 25
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Our internship programme

Are you interested in analysing and presenting
overall economic relationships?

Would you like to gain insights into the practice of |

scientific policy advice?

Our internship programme offers you
an attractive opportunity for this!

You can find out more at
https://www.sachverstaendigenrat-

wirtschaft.de/karriere/praktikumsprogramm.html
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Visit us on the Internet at:
www.sachverstandigenrat-wirtschaft.de

Follow us on X:
SVR_Economy

Follow us on Bluesky:
@svrwirtschaft.bsky.social


http://www.sachverständigenrat-wirtschaft.de/en/index.html
https://twitter.com/SVR_Wirtschaft
http://www.sachverständigenrat-wirtschaft.de/
https://twitter.com/SVR_Wirtschaft

