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Downward revisions of forecasts

0 Until the summer, forecasts were even revised upwards, now we
asynchronous downturn in the world economy.

OWhi |l e the sl owdown I n the eme
the advanced economies arenmn the brinkioh recession.

O This is not very surprising but rather the predicted
osecond wave ofRopgdije f i ne

0 Examples US and Euro Allea.estimated output gap remains wide
This Is exactly the pattern we could observe in earlier financial cr
This time iqotdifferent!!!




The referencdrecovery after a normal recession
and after a crisis
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Recovery of real GDP in the current ciisiged States
The typical pattern
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Recoveryfreal GDP in the current cridisiro Area
Typical pattern as well (in some countries worse!)
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Recovery of real GDP in the current clisssmany
Not the typical pattern, but some scar
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Slowdown of the world economy

0 The recoveryaadvanced economialt remain sluggish until next yee

0 Theemerging economaes still the engines of growth:
They alone account for 80 % of the growth of world production.

0 TheBRIC countriese gaining importance. Among them, the perfor
on China is standing out, followedia.

0 Especiallésermany has benefited from the strong growth in these
German exports to China etc. are about 4 times as high as those
large economies in Euiiopee factor explainthgrelative strength.




Modest growth in the world economy until 2012

2006 | 2007 | 2008 | 2009 | 2010| 2011 | 2012
Advanced economies 3.0 2.7 0.2 -3.5 2.8 1.4 1.3
- United States 2.7 1.9 0.3 | -35 3.0 1.6 1.7
-Japan 2.0 24 | ‘1.2 | 63| 40 | 04 1.5
- Euro Area 3.2 2.7 0.3 | 4.2 1.8 1.4 0.6
Emerging + developing economies8.2 8.9 6.0 2.8 7.3 6.2 5.7
- Brazil 4.0 6.1 51 | 0.2 7.5 4.0 3.5
- Russia 8.2 8.5 5.2 -7.9 3.5 4.0 3.8
- India 9.7 9.9 6.4 57 | 104 | 85 7.5
- China 12.7 | 14.2| 9.6 8.6 | 10.3| 9.0 8.0
World total 5.2 5.3 2.8 04 | 51 3.8 3.5
World trade 9.3 5.3 29 | -11.3| 125| 6.5 5.0




Industrial production in country groups:
Advanced economies are lagging behind
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Expansion of world trade hasnost stopped ithe summer
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Germanyos trade with
- Cumulated increase between 2000 and 2010 in percent

Country Exportsto é | mports| from
Brazil 230 346
China 816 702
India 606 298
Russia 536 200
For comparison: Slovenia 158 174




Share of BRIC economies in world GDP and world tra

-in %-
2001 2006 2011 2016 | Vond trade
(2010)
Brazil 2.9 2.8 2.9 2.9 1.1
China 7.6 10.1 14.4 18.0! 8.5
India 3.8 4.5 S.7 6.7 1.7
Russia 2.7 3.1 3.0 3.0 2.2
BRIC 17.0 20.4 26.0 30.5 13.5
United States 23.3 21.7 19.1 17.6 10.0
EuroArea 18.3 16.2 14.3 12.4 28.3
Germany 5.0 4.3 3.9 3.4 8.6




Some countries are in a recession, others not (yet?)

0 The sentiment indicators have dropped as rapidly as befane2DeBr

0 However, the economies are not affected in the same way.

0 For example: There is a difference between the Euro Area and G
- M1 and other indicators predict a recession in the Euro Are:

- Financial market stress is almost as high as after Lenman i

0 A recession may not be inevitable because so far, mainly sentime
Indicators and stock prices have collapsed.

0 However, hard data such as the inflow of orders have deteriorate



IfWindicator for the world economy: Synchronous downt

8 1 Percent Index 2
- ~ Real GDP growth

4 - I :\';/\: 1
xRN, AN
oL il 1 H ;
2 -

4 Indicator (right scale) 1
5l %

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011



Indicator for financial market stress in the Euro Aree2D9Q9¢
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Indicator for financial market stress in GermanyZ2(88(C
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The situation in Euro Area countries Is extremely diverg

O Some countries are already in an outright recession.

0 Germany is doing relatively well although exports are negatively
0 Unemployment is still at a level not seen in many years.

0 Inflation remains high in spite of lower ail i@adgsa surprise?

0 Nevertheless, the ECB will lower key rates further this year.

0 The Euro Area will slide into a recession during the winter.



Real GDP In the Euro Area: Recession in the winter of 20
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Inflation in the Euro Area: Only modest deéline
s racent . SUIl SOMe concern for the ECB

Headline inflation
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Change of real GDP In the European Union:
Germany is still in a relatively good position

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Germany 3.7 3.3 1.1 5.1 3.7 2.8 0.8
France 2.7 2.2 0.2 2.6 1.5 1.3 0.8
ltaly 2.0 1.5 -1.3 5.2 1.3 0.6 0.1
Spain 4.0 3.6 0.9 3.7 0.1 0.5 0.3
Slovenia 5.9 6.9 3.7 8.1 1.4 0.8 1.0
Euro Area 3.2 3.0 0.4 4.3 1.8 1.4 0.6
Britain 2.8 2.7 0.1 4.9 1.3 1.1 0.8
EU 27 3.5 3.2 0.7 4.1 1.9 1.6 0.8




Surveys in the euro area: German firms are doing relative
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Surveys: German consumers are less pessimistic
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Germanyos new factory oro
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Germany: Several reasons tadlativelyoptimistic

0 To be sure, exports will be hit by the slowdown of the world econ

0 But som&ndamentals will remain quite ptmitikke time being:
1. Strongompetitiveneasd big market share in emerging ecol
2. Theeformstill have effects so that the labor market remain
3.Interest ratese extremely low for Germany given the situat
4.Fiscal poli@oes not have to be very restrictive like elsewhe

0 On the neqative siBaces and wages are rising faster than elsewh

0 However, thetenoin mi_raadonti @ @ | d:éhe Gerrgam will prob
grow by sonie¥s % per year during the next 5 years.




Surveys: The situation is still better than the expectatio
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Export indicators: The export motor sputters
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Real GDP i n Germany: o00On
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The good news: Domestic demand will remain stron
and therefore stimulate imports
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Inflation iIn German is higher than in the rest of the Euro
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Key indicators for the German economy

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Real GDP 3.7 3.3 1.1 -5.1 3.7 2.8 0.8
- Domestic demand 2.7 1.9 1.3 -2.6 2.4 2.6 1.8
- Private consumption 1.5 0.2 0.6 0.1 0.6 1.2 0.8
- Equipment investment 11.7 | 10.5 3.6 -22.8 | 10.5 | 10.1 7.4
- Construction 5.3 0.3 0.7 -3.0 2.2 5.8 1.7
- Exports 13.1 8.0 2.7 -13.6 | 13.7 7.7 2.8
Employment (1000) 39 192 39 857| 40 345 40 362 40 553/ 41 068 41 289
Unemployment (1000) 4487| 3760 3258| 3415| 3238| 2984 | 2868
CPlI inflation 1.6 2.3 2.6 0.4 1.1 2.3 1.9
Budget balance (% of GDP) -1.6 0.2 0.1 -3.2 4.3 -1.2 0.7




Risks
oOoLehman t iRoubbigl tiesnr(oN.abl vy

0 The outlook may deteriorate drameadiwailye may come close to
a scenario like in 2008 after the Lehman bankruptcy.

0 All that is needed ®igger, a new shdk&k Lehman.

O It could be related todbeereign debt crisis
For example: What Is going to hapgpesen®r inltaly?
Or: When will thabble on the US bond mbatkst because investors
will not accept negative real interest rates forever?

0 Or will there be questions thautiden of the bailmutoo much for
those economies who have given guarantees and assumed liabi




Budget balances in advanced econoifyiest GDP)
Too little consolidation of government finances

2006 | 2007 | 2008| 2009| 2010| 2011| 2012 Dﬁ?ﬂ,
Germany 16| 02 | 01| 3.2 | 43| 1.2 | -0.7 8381
France 23| 27| 33| /5| 70| 57| 54 96
ltaly 34| 15| 27| 54| 46| 44| 4.1 129
Spain 2.0 1.9 | 42| -111| 9.2 | 6.0 | 55 74
Britain 2.7 | 27| 50| -110| -104| 85| -6.9 88
Slovenia 14| 01| 18| 60| 56 | 56 | 5.0 53
Japan 16 | 24| 21| 87| 81| -89 | 92 212
USA 22| 29| 63| -10.2| 9.0 | 87 | -7.4 102




The situation In the Euro Area Is still dramatic

0 In spite of all the bailout efforid yieldsf problem countries have
remained high or have even increased.

0 In particular, the banks have come under griggsUC®Hremia

0 Promises of governmanenot necessarily credible:
Too much has gone wrong since the beginning of the monetary u

0 In addition, governments have ignored the possibility of insolvenc
when markets (and everybody else) saw that it was inevitable.

0 Debito GDP ratims many countries are higher thanttoa level of 90




Bond yields in the Euro Area are still very high
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Banking crisis: High Cpemiafor European banks
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Tremendous risks of the bailout philosophy

0 The ESFS is probably not big enough to reduce uncertainty on tf
The funds will be used up veryi seloat happens then?

0Ger manyos guar aula0eidbs isahed dize of phe t
annual federal budget. In relation to GDP, it is the same for Slove

O If the bailout fails, there would be a disastethe now strong countr
would be downgraded sahlestvill not babletdgi s aveo t he
In the end, the debt situation in the entire EMU would be worse.

0 And: We should not forgefithae ver agi ngo ¢an |
remember the fwaiveof the financial crisis?




NGer many has benefited m
Really??? Real GDP in EMU countries since 1999
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The ECB in a dilemm@anflation as the ultimate solution??

0 Withunsuccessfgbvernments, the ECB was obviously the only ins
which could Ando somet hingo.
But:The purchase of government bonds was against the Maastric

oOMany economists argue: The EC
But this does not mean: NBuye

O Ifinflatioms the ultimate answer, proponents should be reminded tt
would be the very last opinat if it does not wddkPabove all:

Inflation will not be accepted by the citizens.
This would probably mean the end of the monetary unic



Summing up:

It looks like Reinhart atbgoffare right, and that
IS bad news for the medidarm outlook.

The recovery in advanced economies will be very sluggish,
l.e. the output gap will not close.
This Is the experience we made in earlier crises.

Therefore countries will not grow out of the debt problem.

Inrelationto other countries, Germany may be well off since the
budget problems are relatively small (unless we have to pay!!!

What is ahead: Japanese conditions? A lost decade? Stagflatic



