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Moving into recession. A likely further decline in Russian gas supply after
the maintenance of NS1 will necessitate additional savings. While we do
not expect a full rationing, we believe the economic consequences will
together with a US recession and other headwinds push Germany into a
recession in H2 2022. Given that prospects for Russian gas deliveries have
darkened since February, this energy shock will not hit Germany by surprise
or unprepared. Hence, we expect a modest but rather drawn-out GDP
decline, as the economy gradually adjusts. After a 1 ¼% expansion in 2022,
we forecast German GDP will shrink by around 1% in 2023, largely because
consumers will not be able to offset the real income loss by further
dissaving. In a “tap remains turned off” scenario, we expect a rationing of
gas leading to a GDP slump between 5% and 6% in 2023.
Inflation: Peak still to come. Although the temporary relief measures
helped materially to push headline inflation down in June, the underlying
inflation momentum has remained strong. We have raised our forecast for
the annual average CPI to 8% for 2022 and 6% for 2023.
Ukrainian refugees cause unemployment to rise, wage negotiations
could run into difficult waters. Ukrainian refugees can now receive basic
allowance and show up in the unemployment rate, now expected to fall only
to 5.3% in 2022 (2021: 5.7%). The upcoming wage negotiations could run
into difficult waters. Collectively agreed wages will probably increase by
3% in 2022 and at least 4 ½% in 2023, in our view.
Public finances: Gas crisis puts policy goal of re-adhering to debt brake
by 2023 at risk. Given growing economic headwinds it has become
increasingly uncertain if the government will be actually able to bring the
finances back in line with the debt brake by 2023. The gas crisis, soaring
inflation and our new recession call are expected to put considerable
pressure on public finances.

n

German industry: Gas crisis is a game changer for Germany as an
industrial location. We expect domestic production to decline by 1% in
2022 and to stagnate in 2023. The gas crisis and the switch from quite cheap
(Russian) pipeline gas to more expensive LNG could turn out to be a
structural game changer for the export-oriented business model.

n

No summer lull, but intense crisis management. Contingency planning in
case of supply disruptions and further demand-side management is
expected over the next few weeks. Barring limited ideological
controversies, the coalition parties continue to constructively work with
each other.
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Key Economic Forecasts
Figure 1: Economic Forecasts
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Figure 2: Forecasts: German GDP growth by components, % qoq; annual data % yoy
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Moving into recession
n

A likely further decline in Russian gas supply after the maintenance of NS1
will necessitate additional savings by households and companies. While
we do not expect a full rationing, we believe the economic consequences
will together with a US recession and other headwinds push Germany into
a recession in H2 2022.

n

Given that prospects for Russian gas deliveries have darkened since
February if not even earlier, this energy shock will not hit Germany by
surprise or unprepared, like previous ones. Hence, we expect a modest but
rather drawn-out GDP decline, as the German economy continues its
gradual adjustment.

n

n

After a 1 ¼% expansion in 2022, we forecast German GDP will shrink by
around 1% in 2023, largely because consumers will not be able to offset the
real income loss by further dissaving.
In a “tap remains turned off” scenario, we expect a rationing of gas leading
to a GDP slump between 5% and 6% in 2023.

Recently the long list of (intertwined) headwinds the German economy is facing
(coronavirus, supply chain problems, surging inflation, the war in Ukraine, gas
supply shock, labour shortages) has been extended by yet another one: US
recession.

When the US sneezes…
Since April our US colleagues have lowered their 2022 GDP forecast from 3.0% to
1.9% and the outlook for 2023 from 1.8% to 0.5%. Despite the ongoing robust
labour market situation they are now predicting a 0.6% qoq, annualised GDP drop
in Q2, implying that a technical recession already took place in H1 2022, given the
1.6% decline in the first quarter. DB’s momentum index hints a strong slowdown in
economic activity which will probably – together with the Fed’s rapid tightening –
push the US economy into a mild recession by mid-2023, at an average annualized
rate of nearly 2% in Q3 and Q4.

Figure 3: Measures of business cycle
synchronisation
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Higher EM vulnerabilities due to rising US rates and stronger USD?
There have been over 50 EM currency crises recorded during the last 5 Fed
tightening cycles, with the 2004-06 cycle the only exception to the norm. Indeed,
emerging market debt stands at close to USD 100 trillion (246% of GDP), which is
twice in nominal terms versus before the last EM crisis driven by the 2013 Taper
Tantrum (176% of GDP), and 4 times that before GFC (149% of GDP). But as much
as 90% of outstanding emerging market debt is currently denominated in local
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With a correlation of about 0.75 the German and the US economy are highly
synchronised. In fact, a Bundesbank analysis revealed that among the major
industrial economies the German economy shows the highest synchronisation
with the US economy, considerably higher than even Canada or the UK.1 A
somewhat older analysis by the Council of German economic experts estimated
that a 1 percentage point GDP shock in the US triggers a ¼ pp of GDP response in
Germany in the current quarter, after 4 quarters the impact reaches about ½ pp of
GDP. Hence, our reduced US GDP forecast should knock off about ¼% of German
GDP growth this year and at least another ½% next year.
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Figure 5: German exports to the US
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Bundesbank, Monthly Report October 2020
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currency, mitigating the vulnerability to the FX interest rate feedback loop from
higher US rates. Finally, EM started tightening close to a year ahead of the Fed,
unlike in the last four tightening cycles when EM has mostly played catch up. The
median EM policy rate is up 2.5% from the lows, versus 1.5% for the Fed. This has
helped support real rates, and (thus far) avoided inflation expectations from getting
disanchored.

China finally offering some rays of hope
Since its reopening following widespread lockdowns the Chinese economy seems
to have gradually gained traction. In June the manufacturing PMI inched back
above 50 (51.7) and the services PMI jumped from 41.4 in May to 54.5, as such the
government's goal of positive growth in Q2 is likely achieved. Our colleagues
maintain their Q2 GDP growth forecast at 0.5% yoy (release on July 15th). They now
even see some upside risks to their H2 growth forecast of 4% and the annual
forecast of 3.3% for the year 2022. Growth could be 1 ppt or more higher than
currently predicted if (1) the government introduces additional policy support, and
(2) current recovery momentum is maintained and not derailed by another COVID
outbreak or other negative shocks. Certainly in appropriate caveat, since recent
outbreaks of the BA.5 variant have increased the risk of renewed lockdowns, still
China’s preferred tool in fighting COVID.

Figure 6: Inventory assessment
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Supply problems continue
While supply bottlenecks seem to have gradually eased in China, we expect
delivery problems will continue to burden global trade and German output for
several more months probably well into 2023. In the June ifo survey respondents on
average expected supply shortages to last about 10 months. The New York Fed’s
global supply chain pressure index has come down somewhat during the first half
of 2022 but is still at elevated levels. According to the IfW research institute, a record
number of cargo ships is waiting in front of North Sea harbors to get unloaded. In
the meantime, supply problems have reached consumers. In the ifo survey 75.7%
of German retailers reported that they did not get all their orders. In some segments
(electric household appliances or car dealers) more than 90% of the respondents
reported supply problems, in consumer electronics or furniture the numbers were
close to 90%. Overall, the drag on activity is certainly higher than assumed
previously. Still, the gradual improvement provides some counterweight to the
negative factors for growth in the coming quarters, given the near record order
books in many parts of the manufacturing sector.

Figure 7: Foreign orders & global IP
(LEI)
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Figure 8: Supply chain problems

Figure 9: Supply problems with preproducts:
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The ultimate uncertainty factor: Russian gas supply
The more imminent risk is the level of gas coming through the Nord Stream 1
pipeline when it is supposed to reopen following a ten-day maintenance period
scheduled to end on July 21st. The reduced flow-through of only 40% of maximum
capacity since mid-June has heightened uncertainty. Together with a temporary
strike in Norway’s gas industry, it caused a renewed price surge to around EUR 180
per MWh, after prices had hovered around EUR 100 in the previous three months.
With storage levels currently at 65% the Federal Network Agency reckons that if
deliveries resume at current levels after the maintenance shutdown additional
measures to achieve the aimed for filling levels of 90% by November 1st might be
needed. Other suppliers such as Norway and Netherlands/Belgium have increased
their deliveries by about 20% compared to late May, i.e. before Russia reduced its
deliveries, and are now – together with increased LNG deliveries – accounting for
roughly ¾ of Germany’s total gas imports. However, there is apparently little scope
for further increases in the short run,2 meaning that such “additional measures”
have to come either from substitution, for example by using more hard coal or
lignite
in
power
generation
(allowed
by
recent
legislation
“Ersatzkraftwerkebereithaltungsgesetz”), or additional savings. According to the
BDEW (German association of energy and water industries), German gas
consumption was down by 14.3% yoy in the first 5 months of the year, even
corrected for this year’s milder temperatures demand was 6.4% lower. In May
demand was down by 34.7% or 10.8%, corrected for temperature effects. Gas
demand for power generation (12% of the total demand) dropped by 14.3% during
the first 5 months of the year.3

Figure 10: World trade & supply
problems
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A recent study estimates that by early July private households and other small
consumers have already reduced their demand for natural gas by 6% compared to
March. Industrial consumers started to reduce their demand already in August
2021 when wholesale prices began their surge and have achieved average savings
of 11% by April 2022.4 The current gas price level will probably render even more
industrial uses of gas no longer economically viable, which will reduce demand
further. Still we reckon that if Russian gas flows do not exceed their low premaintenance levels after July 21st, the Federal Network Agency will have to ask
specific companies to reduce their demand (“Individualverfügung”)

Little incentive for Russia to become more cooperative
Russia has clearly used its gas deliveries as an economic weapon when shutting off
Finland, Poland and Bulgaria in May, after a government spokesman already
threatened to stop deliveries through Nord Stream 1 at the beginning of March.5
Hence, there is strong skepticism that the current 60% reduction is in fact just the
result of servicing problems of gas compressors and other technical issues, as
argued by Russia. It seems reasonable to assume that Russia will continue to look
for ways to disrupt economic activity in Europe in retaliation for western sanctions
and financial and military support for Ukraine. This might not necessarily mean a
complete shut-off, though, as Russia would rid itself of the potential for further
escalation, and lower its export revenue (impacting its ability to fund the war).

2
3
4

5

„Norwegischer Energiekonzern Equinor: „Wir liefern so viel Gas wie möglich“, Handelsblatt
05.07.2022
bdew, „Zahl der Woche /Sinkender Gasverbrauch: Ein Drittel weniger Gas“, 30.06.2022
Ruhnau, Oliver; Stiewe, Clemens; Muessel, Jarusch; Hirth, Lion (2022), Gas demand in times of crisis.
The response of German households and industry to the 2021/22 energy crisis, ZBW – Leibniz
Information Centre for Economics, Kiel, Hamburg
tagesschau.de „Russland droht erstmals mit Gas-Lieferstopp, 08.03.2022
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Russia could well start an “on/off-strategy”, maybe even blaming “technical
problems”, which would probably maximise political and economic uncertainty. At
any rate, we expect that the impact on industrial output and economic uncertainty
will almost certainly push the German economy into recession in H2 2022.
As we cannot know what strategy Russia will apply, we look at two scenarios.
Firstly, “squeaking by”, admittedly a still optimistic one, and secondly “tap remains
turned off”, an outcome politicians in Germany and Europe are increasingly worried
about. Given uncertainties related to the supply and demand conditions on the gas
market itself as well as the economic consequences the error margins with regard
to the discussed economic variables are of course very high, especially in the “tap
remains turned off” scenario.6

Both scenarios are based on the following assumptions:
We assume that Germany will receive an average of 2,850 GWh per day (incl.
indirect imports of LNG) from the Netherlands/Belgium and Norway over the next
few months. This is quite a large number by historical comparison even though it is
below the recent peak of roughly 3,000 GWh per day. The Netherlands and Norway
have already increased their exports to Germany since late May by roughly 20%
(with significant volatility).
Regarding German gas consumption, we expect that demand will remain some
10% below the respective level one year ago over the next few months. This
reduction is driven by savings of private households, industry, and the services
sectors, incentivised by very high gas prices. The overall weaker economic
development will dampen gas demand in the manufacturing industry. In addition,
substitution of gas by other energy sources (hard coal and lignite in the power
sector, wood for heating purposes in private households where possible, switch to
oil derivatives in the industry, etc.) contributes to lower gas demand. As mentioned
above, both savings and substitution have already led to a reduction in German gas
consumption by more than 14% yoy in the first five months of 2022. However, a
large part of these “savings” were due to the mild winter 2021/22 which is why we
assume a reduction of “only” 10% during the 2022 (annual average) and early 2023.
There are lots of elements of uncertainty, especially with respect to our
assumptions on supply from other countries and demand. First, gas supplies from
the Netherlands and Norway have been quite volatile during the past few weeks. A
significant increase beyond the recent peaks seems not to be within the realms of
possibility. Second, the impact of temperatures on gas demand is huge during the
heating season. And third, the economic development in energy-intensive
industries is also very relevant for gas consumption and uncertain. Given high gas
prices, some production facilities may be shut down due to a lack of economic
viability (as anecdotal evidence already shows). That could be the case even
without a rationing of gas.

6

On 12th July we published a new “German gas supply monitor” where we delineated three gas supply
scenarios using different assumptions with respect to Russian deliveries. The GDP baseline presented
assumes an average level of Russian gas supply post-maintenance of about 30% of max. capacity, i.e.
another 25% reduction compared to pre-maintenance. This assumption is slightly more optimistic than
in the “balanced on a knife edge” scenario presented in the supply monitor.
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Re-exports very important
German re-exports of gas are another important factor of uncertainty for our
calculations. In recent years, Germany has become an important gas transit hub
within the EU. Large shares of German imports are exported to other countries.
With its storage capacity of roughly 250,000 GWh, Germany also provides flexibility
for European gas storage and for balancing supply and demand. According to the
Federal Office of Economic Affairs and Export Control (BAFA), Germany reexported 35% of its gas imports to other countries in 2021. In 2020, the number
stood at 41%. In the first months of 2022, re-exports of gas accounted for only 33%
of total German gas imports. This shows that the share of German re-exports in total
gas imports is highly relevant for forecasting the security of gas supply in Germany.
We generally expect that Germany will fulfil its commitments to EU neighbours. In
our scenarios, we consider three different shares of re-exports: 35%, 40% and 45%
based on re-export shares that have been registered in the past. We assume that
gas that is not exported will be used to fill gas storages in Germany as long as supply
(net imports) exceeds demand. In the winter months, storage capacities will then
start to be depleted again.

Baseline: “Squeaking by”…
After the end of the maintenance period Russia reduces its deliveries through NS1
somewhat further, maybe by applying an “on/off strategy” to maximise
uncertainty. Despite further voluntary savings in the household sector and the
Federal Network Agency asking specific companies to reduce their demand, the
aimed for filling level of 90% (as of November 1st) will probably be missed, although
not by much. In general, gas supply will be secured over the winter months.
However, storages will be widely depleted already in March (roughly 15% filling
level), with an assumed re-export share of 40% on average in the coming months.
The wholesale gas price stays at about EUR 150 MWh. There would be little scope
for any further disruptions regarding gas imports from other countries or domestic
demand (e.g. long and cold winter). In case of a higher re-export share (45%), gas
storages would be completely emptied before the end of March 2023.

Figure 11: Consumption: Another
blow
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…but not avoiding recession
Prices will increase by about 8% this year and another 5% to 8% in 2023, with
possible decisions about a faster pass-through of gas prices to private households
presenting a major element of uncertainty. Households’ real disposable income will
shrink by about 4% this year. This can be offset by a reduction of the EUR 185 bn
involuntary savings households accumulated during the last two coronavirus
years. A EUR 50 bn drawdown on these savings and a normalisation in the
“underlying savings rate” (unaffected by the dissaving) to around 12% would push
the savings rate to just below 10% in 2022 after 15% in 2021 and allow for an
increase in real private consumption of about 2 ½%, compared to the depressed
level of 2021 (+0.3% yoy after a 5.9% drop in 2020). In 2023 nominal disposable
income will probably increase by 5 ½%, due to higher collective wage agreements,
rising pensions and further fiscal support to private households of probably another
EUR 30 bn. Still, even with further dissaving the savings rate will at best decline to
around 9%, hence no longer offset the inflation-induced loss in real purchasing
power, resulting in a decline of about 1% in private consumption.

Investment spending might withstand the uncertainty shock
Despite the massive shock to economic uncertainty we see a chance that
investment spending will expand slightly in 2022 and 2023, as there is still
substantial pent-up demand given only slowly receding supply problems as

Deutsche Bank AG

Source : Deutsche Bank Research, Deutsche Bundesbank, GfK

Figure 12: Foreign orders & global IP
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suggested by the record levels of (real) domestic order books in the capital goods
sector, standing some 40% above the their pre-COVID levels. Moreover, in early July
the government passed legislation to increase targets for solar and wind energy to
reach 80% by 2030 (currently close to 50%). While legislation cannot eradicate the
supply bottlenecks already constraining the build-up, binding guidelines for
additional space allocated for wind energy could still stimulate some additional
investment, particularly in Southern Germany. In addition, the shift away from
(Russian) gas to alternative energy sources (if technically possible) will probably
require substantial investments.

Figure 13: Business expectations are
tanking
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Exports hit by weaker world trade
Given recent adverse developments forecasts of a 3% expansion in world trade this
year and 3.4% in 20237 are probably still too optimistic in our view, although world
trade still expanded by 4.3% in the first 4 months of 2022. Germany’s export
markets will grow even less given that weight of Eastern and Central Europe, but
also the fact that the EU, accounting for 37.7% of German exports, will be hard hit
by the gas shortage induced by Russia. All in all, we expect German exports to grow
by about 1 ½% this and next year, when the expected US recession will take a bigger
toll.
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Figure 14: Real-time indicators:
Holding up
MWh
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for example, the recovery in China, the gradual easing of supply problems, record
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(partial) loss of Russian gas imports is almost a textbook example of a supply shock,
its impact will probably differ from the oil price shocks of the 1973/74 or 1978/79.
In 1973 the share of oil in total primary energy demand stood at 46%, compared to
share of gas in total primary energy demand of 27% in 2021. The primary energy
demand per unit of real GDP has declined by roughly 60% during the last 50 years.
At the turn of the year (1973/74) oil prices tripled virtually overnight, hitting
companies, consumers and the government largely unprepared. Although the
annual economic report of the Council of Economic Experts published in early
December 1973 was using the expression “oil crisis” in the preface it assumed that
“the year 1974 would no longer be characterised by the oil price crisis”.8 This time,
the price increase in the wholesale gas market started almost a year ago (although
very gradually at first). Since the beginning of the Russian war against Ukraine, the
use of Russian gas deliveries as a political lever against the EU has been widely
discussed. The government has already launched fiscal support measures of about
EUR 30 bn and corporates and households have gradually reduced their
consumption (see above). The government and corporates have started to increase
investments in energy savings and substitution. Still, the evolving new energy
regime will almost certainly trigger a further loss of energy intensive production in
Germany. This will only happen over time and hence provide a longer-term drag on
economic growth.
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Figure 15: German GDP to shrink by
c. 1% in 2023
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2023 the economy will shrink by about 1%
All told, we assume no dramatic quarterly declines, like for example during the
COVID shock, but rather several quarters of continued (modest) economic
contraction (we are well aware that this is more an assumption than a forecast,
given all the potential stumbling blocks for the German economy). We still expect
a modest qoq increase of about ¼% for Q2. A (modest) shrinkage starting by
midyear will hence result in an annual GDP increase of around 1 ¼% in 2022.
We do not expect the Ukraine war to end during our forecast horizon. Even if the first
two floating storage and regasification units become operational around the turn
of the year, the gas supply situation will remain tight in 2023, especially with respect
to achieving sufficiently high storage levels before the winter 2023/24. This will
continue to weigh on economic activity in 2023. Therefore, we expect GDP to
decline further with an average quarterly rate of around -1/4 % and annual GDP do
fall by about 1% compared to 2022.

Figure 16: Weekly activity index and
GDP
Index
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“Tap remains turned off”…
If Russia stops all gas supplies to Germany after the current maintenance period, we
belive a rationing of gas can not be prevented during the winter months. Even if
re-exports reached a level of only 35% during the months ahead, the filling level of
storage capacities would tend towards zero during March 2023. With a re-export
share of 45% (much higher than the recent level), storages would already be
depleted by the end of January 2023. Since critical infrastructure and private
households would be treated with priority in case of physical shortages in gas
supply, industrial consumers would be affected most. Gas prices could rise to
between EUR 200 and EUR 250 per MWh, triggering speculation that the EU might
impose a price cap somewhere north of EUR 200 per MWh (and pay the difference
to the world market price).

…triggers economic slump worse than during the COVID crisis
We believe gas prices above EUR 200 per MWh and physical shortage of gas would
push Germany and the EU into a severe recession. We would expect German GDP
to fall by a good 7% between mid-22 and mid-23, with average GDP growth
probably more or less stagnating this year and falling by between 5% and 6% in
2023. Despite the widespread use of furlough schemes (3m to 5m) the
unemployment rate would climb into a 7% to 8% range in 2023, and inflation would
remain in the 8%-12% range. The band is that large because the EUR could weaken
even further and, more importantly, we do not know which tools policy would be
used for intervention: income support or price controls. Furthermore, such a
scenario completely changes the economic backdrop for the upcoming wage
round. Either way, the 2023 fiscal deficit would climb clearly above 5% of GDP in
2023. Consumption could fall by between 5% to 6%. Investment spending and
exports would also suffer strong declines. Finally, production affected by rationing
would to a considerable extent be permanently shifted abroad resulting in a lasting
loss of world market share if German producers cannot deliver and foreign (Asian,
US) competitors step in. As a result Germany’s growth potential would also suffer
more permanent scares, increasing the pressure to adjust Germany Inc.’s business
model.
Stefan Schneider (+49 69 910-31790, stefan-b.schneider@db.com)
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Inflation: Slower in June, but not yet at an inflection point –
peak still to come
n

In a surprise development, the German rate of inflation declined by a seasonally adjusted 0.2% mom in June. Nevertheless, it remained high, at
7.6%. The introduction of a subsidised monthly public transport ticket (EUR
9 ticket) and the temporary reduction of the energy tax rate on fuels
probably helped materially to push headline inflation down. The underlying
inflation momentum was probably still strong in June.

n

We believe that, while inflation has declined in June, it has not (yet) reached
a turning point. Rather, the policy measures seem to have interrupted the
uptrend for a short time – but we are likely to see much higher rates of inflation in the future. The abolishment of the renewable energy surcharge will
dampen inflation once again in July. However, once the temporary
measures (EUR 9 ticket, energy tax rate cut) run out, inflation looks set to
accelerate considerably again, probably in August or September at the
latest.

n

From today’s vantage point, we forecast figures clearly above 9% for autumn. Due to persistently strong price pressures, we have raised our
forecast for the annual average CPI (national definition) further to now 8%
for 2022 and 6% for 2023 (up from 7 ¾% and 5 ½%, respectively).

Surprise decline in inflation in June
In a surprise development, the German rate of inflation declined by 0.2% mom in
seasonally adjusted terms in June. According to the final estimates of the Federal
Statistical Office, consumer price inflation (CPI, national definition) slowed down
from 7.9% in May to 7.6% in June. The harmonised index (HICP, European
definition) declined even a bit more strongly, from 8.7% in May to 8.2% in June. In
non-adjusted terms, prices were roughly unchanged month on month (+0.1% for
the CPI and -0.1% for the HICP). June inflation figures were therefore considerably
lower than expected (consensus: +0.3% mom and +7.9% yoy for the CPI and +0.2%
mom and +8.8% yoy for the HICP). However, it is quite possible that the consensus
forecasts included some ‘security margin’ as inflation repeatedly surprised to the
upside during the last few months. This would make the actual figures somewhat
less surprising.
Figure 17: Germany's CPI inflation rate remains at multi-decade highs
% yoy
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Energy price inflation stabilises at high level, food price inflation
accelerates considerably further
While the year-on-year rate of change of the CPI’s energy price component (which
includes household energy, such as electricity, gas or heating oil, and fuels, such as
petrol or diesel) stabilised at a high level of 38.0% (May: 38.3%) (seasonally
adjusted: +0.6% mom after +2.8% mom in May), food price inflation accelerated
considerably once again compared to the same month one year ago, to 12.7%
(May: 11.1%) (seasonally adjusted: +1.3% mom after +2.4% mom in May). At the
same time, the (not seasonally adjusted) core rate declined considerably, from 3.8%
to possibly “only” 3.2%. Based on seasonally adjusted CPI data by the Deutsche
Bundesbank Germany’s core rate even declined more pronounced to “just” 2.9%
from a previous 4.0% in May (seasonally adjusted: -0.6% mom after +0.5% mom in
May). It should be noted in this context that much of this significant decline in core
inflation in June was probably due to the introduction of a subsidised monthly
public transport ticket (EUR 9 ticket), which will be available in June, July and
August. This assessment is supported by the major slowdown in the not seasonally
adjusted services price inflation, from 2.9% in May to “only” 2.1% in June
(seasonally adjusted: -1.2% mom after +0.3% mom in May), and the fact that goods
price inflation (excluding energy) has accelerated further (seasonally adjusted:
+0.9% mom and +5.6% yoy after +0.7% mom and +5.2% yoy in May, respectively).
Figure 18: Energy prices are currently contributing roughly 50% to the yearly
headline inflation rate
% yoy and contribution rates (in pp)
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Introduction of EUR 9 ticket dampens core inflation
In its Monthly Report June 2022, Deutsche Bundesbank estimated the direct
dampening impact of the EUR 9 ticket on the HICP at c. 0.5 of a pp. Thus, this may
reduce the (average annual) rate of inflation by a good 0.1 of a pp for 2022 as a
whole. In return, this suggests that the HICP will jump by 0.5 of a pp when the EUR
9 ticket is abolished in September. And this outcome will raise the average annual
rate of inflation for 2023 as a whole by slightly more 0.1 of a pp. Against the
backdrop of the one-off effect described above we do not attach too much
importance to the June decline in headline and core inflation. We believe that
inflation has not (yet) reached the turning point. Rather, the policy measures seem
to have interrupted the uptrend for a short time – but we are likely to see much higher
Deutsche Bank AG
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rates of inflation in the future.

Diverging effects on energy prices: Energy tax cut dampens fuel prices,
whereas prices for household energy continue to rise
As we expected, there were generally two diverging trends with regards to the
underlying forces of the CPI energy price component. While fuel prices fell 3.9%
mom – and the yoy rate declined considerably from 41.0% in May to “only” 33.2%
in June – prices for household energy continued to rise strongly (+3.3% mom and
40.7% yoy, up from 2.8% mom and 36.8% in May). In particular, prices for gas and
heating oil (including the surcharge) increased further and were up 43.0% and
89.1% yoy, respectively (May: 39.1% and 77.2%, respectively).
In contrast, prices for petrol and diesel were down by 5.0% mom and 0.9% mom,
respectively. Much of this decline seems to be due to the cut in energy taxes on
fuels, which took effect at the beginning of June and will apply until the end of
August. If passed on in full, this tax reduction would have dampened the CPI by
roughly 0.5 of a pp (maximum potential impact on the annual rate in 2022: c. 0.1 of
a pp). And even if the tax reduction was not passed on in full, we estimate that it may
have dampened the CPI by 0.2 – 0.4 of a pp. Again, similar to the impact of the EUR
9 ticket, the tax cut will drive the CPI up in September when the energy tax on fuels
returns to its usual level (in a mirror image of the June development). This means
that annual average inflation in 2023 will come in c. 0.1 of a pp higher, too.
Figure 19: Service price inflation slowed considerably due to the introduction of
the EUR 9 ticket
% yoy (not seasonally adjusted)
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Price pressures to increase palpably from August/September
Although the Federal Statistical Office did not mention a dedicated estimate for the
price dampening effects from the introduction of the EUR 9 ticket and the
temporary reduction in the energy tax on fuels, it stated that the yearly CPI headline
inflation rate would have risen (just arithmetically) to 8.6% if fuel prices and prices
for local public transport had remained unchanged in June at their May level –
hinting at a possible overall price dampening effect of around 1 percentage point.
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In July, the abolishment of the renewable energy surcharge (EEG levy) (3.72 cents/
kWh) will reduce the CPI by c. 0.2 of a pp in a mom comparison, provided that it is
passed on to households in full (total effect for the year as a whole: c. 0.1 of a pp).
Since VAT on the renewable energy surcharge will no longer need to be paid either,
the CPI reduction may even amount to 0.3 of a pp. However, the actual decline in
the CPI electricity price component should be possibly less than the implied price
adjustment based on the scrapping of the EEG levy as the general upward price
dynamic for electricity should have remained high. We believe that, once the
temporary measures (EUR 9 ticket, energy tax rate cut) run out, inflation looks set
to accelerate considerably again, probably in August or September at the latest.
From today’s vantage point, figures clearly above 9% appear quite possible in
autumn.

New (higher) inflation forecasts: 8% for 2022 and 6% for 2023,
respectively
We still do not see convincing signs that inflation will soon begin to slow down.
Corporates are still struggling with output-limiting factors (supply bottlenecks,
labour shortages), which constrain overall supply and keep price pressures high,
especially for goods. The ifo Institute recently announced that companies now
expect material shortages in German manufacturing to continue for at least another
ten months (Companies in Germany Expect Material Shortages to Last until 2023).
That means that the supply-chain normalisation we expected for the second half of
2022 will be delayed and not take place until well into next year. Moreover, the trade
unions will increasingly demand compensation for the considerable, inflationinduced loss of purchasing power, unless a recession prevents them from doing so.
For example, the union IG Metall will enter the upcoming wage bargaining round
with a pay rise claim of 8% for the roughly 3.8 million employed people in the metal
and electronic industry. Higher negotiated wages and the exceptional hike in the
minimum wage in October 2022 (+25% one-year period) should considerably lift
wages and, in turn, fuel core inflation in 2023.
Figure 20: ifo selling price expectations* remain at elevated levels
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In addition, energy prices will continue to rise in the foreseeable future. While oilprice-related price pressures in the CPI fuel component will decline automatically
over time as base effects peter out (unless there are further price jumps), the
gradual, delayed pass-through via gas and electricity prices will keep annual
household energy inflation high for some time to come. Remember the warning of
Klaus Müller, President of the Federal Network Agency, who fears that gas prices
for households may double or even triple. And finally, food prices are set to rise
considerably further, as sales price forecasts by food, alcohol and tobacco
companies suggest (ifo survey for June 2022).
Figure 21: CPI gas prices are likely to increase substantially further
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How fast the pass-through from higher gas prices at the wholesale market on gas
prices for private households will be, will also crucially depend on the next political
steps to cope with the current gas crisis. At this time, utilities are only able to pass
over their acquisition costs – which have often increased considerably – to their
customers (such as municipal utilities) with a time lag (for example after the end of
a contract period). Thus, the increase in wholesale market gas prices have so far
only been passed over to a limited degree to private gas consumers (such as private
households). However, should the government allow utilities to immediately pass
over their higher acquisition costs to their customers (along the supply chain) the
CPI gas price component could increase much faster than it has done so far. But also
a possible introduction of a new gas surcharge – which could be levied on private
gas consumers (and thus also private households) to finance the utilities’ losses
resulting from the difference between the higher acquisition costs and the lower
selling prices for gas – could speed up the pass-through from the wholesale market
to consumer prices (such a measure is currently discussed).
Against this background, we have raised our forecast for the annual average CPI
(national definition) further to now 8% for 2022 and 6% for 2023 (up from 7 ¾% and
5 ½%, respectively).
Sebastian Becker (+49 69 910-21548, sebastian-b.becker@db.com)
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Ukrainian refugees cause unemployment to rise, wage
negotiations could run into difficult waters
n

Since 1 June, Ukrainian refugees can receive basic allowance for job
seekers (SGB II). As they transfer to the care of the job centres, they also
show up in the labour market statistics. Thus, the unemployment rate rose
to 5.3% in June. Unemployment could also increase in this way in the
coming months by about 135,000.

n

While workers' and employers' representatives are already warming up,
the upcoming wage negotiations could run into difficult waters if growth
slows as expected by us. Collectively agreed wages will probably increase
by about 3% in 2022. Most of the incoming results will not take effect until
2023. Therefore, collectively agreed wages are expected to increase by at
least 4 ½% in 2023.

Basic allowance for Ukrainian refugees now possible – labour market
forecast adjusted
Due to the war in Ukraine, about 966,000 citizens from Ukraine have registered in
Germany by the end of May, according to the Federal Office for Migration and
Refugees. Of these, around 612,000 are aged 15-65. Since 1 June, these refugees
can now receive basic allowance benefits for job seekers (SGB II).9 To the extent job
centres are now in charge of the refugees they do show up in labour market
statistics. As a result, the seasonally adjusted number of unemployed rose to 2.42
million in June (+133,000 mom). The unemployment rate (nat. def.) climbed to 5.3%
(May: 5.0%). Of the Ukrainians previously registered as employable (c. 267,000),
about 125,000 persons (+111,000 mom) were registered as unemployed in June.
Hence, less than half of Ukrainian refugees of working age have so far shown up in
the unemployment numbers. Therefore, further increases in the number of
unemployed and unemployment rate are on the cards.

Figure 22: Unemployment rose in
June due to one-off effect, vacancies
just below record
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Nevertheless, a 1:1 effect is not to be expected, as some of the refugees are unlikely
to be available for job placement (i.e. also not unemployed) due to schooling,
training and further education, and especially childcare. Based on the status quo,
the number of people registered for benefits at the job centres could increase to at
least 550,000. If the share of unemployment notifications remains at June's level
(47%), the number of unemployed could rise by roughly 135,000 persons in the next
three months. Still, given the overall improvement in the labour market, the annual
average of the German unemployment rate is likely to fall only to 5.3% in the current
year (2021: 5.7%). Without the refugee effect a decline to 5.0% was expected. The
positive underlying momentum on the labour market could face temporary
headwinds in 2023. Then the absorption of refugees is also likely to slow down. As
a result, the unemployment rate could rise to 5.5%.

Unemployment rate (right)
Source : Federal Employment Agency

In the economic cycle, the labour market is a lagging indicator. If gas supplies from
Russia continue to be sharply reduced or if there is even an interruption in the winter
of 2022/23, a sharp increase (3-4 million) in short-time work (“Kurzarbeit”) in the
affected sectors can be expected.

9

The new legislation is intended to ensure that persons who have fled Ukraine and have applied for or
received temporary protection status under section 24 of the Residence Act will no longer have to
receive benefits under the Asylum Seekers' Benefits Act from 1 June 2022. Instead, they will switch to
the scope of application of the Social Code II (SGBII, Basic Security for Job Seekers, "Hartz IV") or the
Social Code XII (Social Assistance). This entitles them to the regular social benefits instead of the
reduced benefits granted under the Asylum Seekers' Benefits Act.
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Growth risks accumulate in the run-up to upcoming wage negotiations
IG Metall has raised its wage demands for about 3.8 million workers in the metal and
electrical industry (M+E, September) and for about 125,000 workers at the
Volkswagen plants (Nov.) to 8%. Negotiations in the chemical-pharmaceutical
industry are also to be brought forward from October (result of the regular
negotiations in spring: a one-off bridge payment of EUR 1,400 in May was agreed
for the time being). In addition, the collective agreement in the public sector of the
federal government and municipalities (about 2.7 million) expires in December. So
far, there are no current demands for either group. However, in view of the loss of
purchasing power due to inflation, their demands are likely to be in line with those
of other industries, at 7 to 8%.
A hint provided by the recent collective agreements of smaller employment groups.
These include the iron and steel industry, the building cleaning trade and temporary
employment agencies. Judging from the 6.5% headline settlement in the steel
industry, (annual increase of about 4 ½%) where IG Metall had asked for 8.2%, an
increase of at least 5% can be expected for M+E, too.
However, the expected deterioration of the macroeconomic backdrop in H2 could
burden companies in the metal production and chemical industries in particular.
While the unions are mainly insisting on a share in the profits already earned, the
noticeable deterioration of the economic outlook should be reason enough for the
employers to enter the negotiations with a cautious offer. In the metal and electrical
industry, a bridge solution would also be conceivable, similar to that in the chemical
and pharmaceutical industry. Negotiations could then continue in spring 2023.
Nevertheless, the example of the chemical industry shows that the economic
situation can deteriorate further during such a postponement. Against this
backdrop, challenging negotiations are to be expected. In addition, some trade
union representatives (e.g. IG Metall) are calling for further state support, as they
seem to realise that compensating for inflation cannot be achieved through wage
agreements alone. Even though plans for such a measure were recently rejected by
Chancellor Scholz (ARD “Summer Interview”, 3 July), it could still be conceivable
that tax incentives for one-off payments (similar to COVID payments) will be
implemented again. Shortage of skilled workers (Q2: 44% of companies) will still
provide unions with quite some leverage in this wage round. The change in the
employment structure during the pandemic has further exacerbated shortages in
some industries.

Figure 23: Wage negotiations in
selected* sectors
Sector

Expiry date

Metals and electrical engineering

Employees

Sep 30, 2022

3,812,900

Chemicals (continuation from April)

Oct 01, 2022

581,000

Private transport (Bavaria)

Nov 30, 2022

132,500

Volkswagen AG

Nov 30, 2022

102,000

Civil service (federal and municipal level)

Dec 31, 2022

2,712,000

Temporary employment agencies

Dec 31, 2022

835,000

Security industry (various regions)

Dec 31, 2022

151,900

Deutsche Post AG
Whole sale and foreign trade
(North Rhine-Westphalia)
Retail trade (North Rhine-Westphalia)

Dec 31, 2022

140,000

Apr 30, 2023

310,000

Jun 30, 2023

510,000

Civil service (federal states, excl. Hesse)

Sep 30, 2023

1,100,000

*Negotiations for more than 100,000 employees, 2023 prel.

Source : WSI-Tarifarchiv, Deutsche Bank Research

Figure 24: Skills shortage at record
high
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Figure 25: Structural change in employment s.t. security contributions during
the pandemic
Apr 2022 vs. Feb 2020, in thousands (sa)
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Wage outlook 2022 and 2023
Wage increases in H1 2022 were mainly driven by one-off payments. The one-off
in M+E (Feb: 18.4% of a monthly salary), in the public sector (federal states, March:
EUR 1300), or the "bridge payment" in the chemical industry (May: EUR 1400)
shaped the yoy increases in the monthly wage data in H1 2022. This factor will also
have an impact in H2 (Jul: M+E 27.5% of an average monthly salary + EUR 398).
As major negotiations do not start until the autumn, collectively agreed wages will
probably increase by about +3% in 2022. Most of the incoming results will not take
effect until 2023. Therefore, collectively agreed wages are expected to increase by
at least 4 ½% (on avg.) in 2023 (highest since 1995: 4 ½%). In certain industries
(construction, public services (federal states), however, the increases were already
set in 2021, which brings down the 2023 average.
Apart from this, wage increases for the whole economy will also be driven by the
minimum wage hikes of 2022 (Jan: EUR: 9.82 per hour (+2.3%), Jul: EUR 10.45
(+6.4%), Oct: EUR 12 (+14.8%)) and by the 2022 H1 decline (so far, see above) in
"Kurzarbeit". This is likely to increase wage pressure in the lower income groups.
The result of negotiations in the building cleaning trade is a first example of this. As
entry-level wages in the cleaning sector are to remain well above the statutory
minimum wage, they will be raised to EUR 13.50 (+11.2%) as of 1 October.
Marc Schattenberg (+49 69 910-31875, marc.schattenberg@db.com)
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Public finances: Gas crisis puts policy goal of re-adhering to
debt brake by 2023 at risk
n

Under the 2023 budget draft and the financial plan until 2026 the federal
government will have to cut net credit borrowing drastically. Compliance
with the debt brake rule requires a combination of spending restraint,
dynamic revenue growth and a full depletion of the general fiscal reserve
worth EUR 48.2 bn (c. 1.3% of 2021’s GDP). Although the planned lowering
of the net credit borrowing is significant, it should not be mistaken for an
overly abrupt and strict consolidation as large parts of federal spending will
take place outside the core budget.

n

Given growing economic headwinds it has become increasingly uncertain
if the government will be actually able to bring the finances back in line with
the debt brake already by 2023. This is because the looming gas crisis,
soaring inflation and our new recession call are expected to put
considerable pressure on public finances.

n

As there is only limited room for financing further fiscal relief measures, the
government might want to stay in a wait-and-see mode for now – pointing
to the implementation of the February/March fiscal relief packages worth
roughly EUR 30 bn (c. 0.8% of GDP forecast for 2022). Still, political
pressures to provide more fiscal support will rise in the coming weeks and
months. In our view, it will be a difficult balancing act for the government
to stabilise the economy, on the one hand, and not neglecting fiscal
sustainability issues, on the other hand. Still, we believe that the
government will not be able to fully compensate private households and
companies for the drastic rise in their energy bills.

2023 budget draft: Federal government aims to cut net credit borrowing
to “just” EUR 17.2 bn
On 1st of July 2022, the federal government presented the budget draft for 2023 as
well as the updated financial plan until 2026 (see also press release from the Federal
Ministry of Finance). As expected, finance minister Christian Lindner (Liberals) has
kept his promise of bringing federal finances back in line with the constitutional
provisions of the debt brake – a policy goal that has become increasingly disputed
among the SPD and Green coalition partners due to surging inflation and a looming
gas crisis that has the potential to push energy price inflation further upwards.
In order to re-adhere to the normal debt brake rules from 2023 onwards, the federal
government will have to reduce the amount of net credit borrowing in its core
budget (excl. extra-budgetary units) sharply.10 Specifically, it will have to limit the
underlying (structural) net credit borrowing to the maximum permitted amount of
“just” 0.35% of nominal GDP (roughly EUR 12 ½ bn).11 To be able to comply again
with the debt brake by 2023, the federal government plans to lower the amount of
net credit borrowing to “just” EUR 17.2 bn (0.4% of forecast GDP), sharply down
from the still exceptionally high EUR 138.9 bn (3.6% of GDP) targeted for the budget
year 2022. In the subsequent financial planning period from 2024 until 2026, net
credit borrowing is earmarked to fall further to “only” EUR 12.3 bn (2024), EUR 12.8
bn (2025) and 13.8 bn (2026), according to the revised medium-term financial plan.

10 In 2022 the debt brake will remain suspended for a third consecutive year by the continuing activation
of the emergency clause.
11 The amount of structural net credit borrowing is derived from the government’s net credit borrowing
adjusted for a) the impact of the economic cycle on the federal budget (cyclical budget component) and
b) any financial transactions that are involved in the budget planning (as these do not change the
government’s net worth).
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Figure 26: Federal budget and financial plan until 2026 (core budget)
EUR bn
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Compliance with debt brake rule requires spending restraint, dynamic
revenues and a full depletion of the general fiscal reserve
In order to achieve the above mentioned fiscal adjustment, spending has to fall
considerably in the coming years. To start with, federal expenses need to fall to
“just” EUR 445.2 bn (-10.2%) in 2023 and 423.7 bn (-4.8%) in 2024 before they will
be allowed to rise again only moderately to EUR 428.6 bn (+1.2%) in 2025 and 436.3
bn (+1.8%) in 2026. For comparison: In 2022 total federal expenses should already
decrease to “just” EUR 495.8 bn (-10.9%) from a record-high of EUR 556.6 in 2021,
according to the recently approved budget law. The strong reduction is helped by
the expiry of major fiscal assistance given during the pandemic by the end of the first
half of 2022. These include for example non-repayable subsidies paid to companies
(“Corona-Unternehmenshilfen”) as well as extraordinary expenses for short-time
work (“Kurzarbeitergeld”) (which required large-scale federal financial support to
the Federal Employment Agency).12 According to the 2022 budget analysis by the
German Federal Board of Auditors (as of April 2022), the non-repayable subsidies
paid to companies are set to decline to “only” roughly EUR 12 bn for the whole
budget year (c. 0.3% of GDP forecast for 2022) from EUR 48.6 bn in 2021 (c. 1.4%
of 2021’s GDP) (see also the January 2022 Monthly Report by the Federal Ministry
of Finance).13 This alone would lead to a budget improvement of roughly 1.1
percentage points of GDP.
Moreover, the government’s planned fiscal improvements crucially hinge on a
continuation of strong revenue growth (at least initially). Specifically, the
government foresees federal revenues to rise to EUR 387.3 bn (+8.6%) in 2023, EUR
403.5 bn (+4.2%) in 2024, EUR 415.6 bn (+3.0%) in 2025 and EUR 422.3 bn (+1.6%)
in 2026. For comparison: Federal revenues stood at EUR 356.5 bn in 2019. In 2022,
federal revenues are expected to eventually surpass the pre-pandemic level by

12 While the bulk of pandemic-related special rules ended by 30th of June 2022, the underlying
prerequisites to access short-time work will still remain reduced until 30th of September 2022 (see press
release by the Federal Ministry of Labour and Social Affairs).
13 Moreover, the non-repayable subsidies paid to companies amounted to “just” EUR 6.5 bn between
January and May 2022 compared to a much higher EUR 18.8 bn over the same period one year ago (see
the June 2022 Monthly Report from the Federal Ministry of Finance).
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rising to EUR 356.7 bn (+4.6%) (up from EUR 341 bn in 2021). In this context, the
sharp increase in inflation may also – everything else equal – help federal revenues
to grow strongly. According to our preliminary calculations, a 1 pp increase in the
inflation rate could raise the VAT revenues (general government) in the magnitude
of around EUR 1.9 bn.14
Altogether, the above spending and revenue targets would result in federal deficits
of roughly EUR 58 bn (c. 1.5% of GDP) (2023), EUR 20 bn (0.5%) (2024), EUR 13 bn
(0.3%) (2025) and EUR 14 bn (0.3%) (2026) (all measured in financial statistics
terms). In particular in 2023 and 2024, the projected deficits would be still too large
to bring net credit borrowing in line with the constitutional requirements. To be able
to lower the net credit financing needs to a level that is ultimately compatible with
the debt brake, the government will have to fully deploy its sizeable general fiscal
reserves worth EUR 48.2 bn (c. 1.3% of 2021’s GDP). Specifically, it plans to use
EUR 40.5 bn in 2023 (roughly 1% of forecast GDP) and EUR 7.7 bn in 2024 (c. 0.2%
of GDP).15
Thanks to the use of the general reserve – and considering the fact that around EUR
7.3 bn of the planned federal spending for 2023 are related to financial transactions
– the federal government is set to be able to bring its structural net credit borrowing
in line with the constitutional borrowing ceiling by 2023 .16

Still, the planned fiscal adjustment is somewhat less drastic than it
seems at first glance …
Although the planned lowering of the net credit borrowing is significant, it should
not be mistaken for an overly abrupt and strict fiscal consolidation. First of all, this
is because a significant part of the envisaged budget improvement comes from
“automatic” spending reductions17 and buoyant tax revenues that are projected to
exceed pre-pandemic levels in 2023 by a good 10%. Secondly, as explained above,
there will be still a considerable difference in 2023 between the “budgeted” amount
of net credit borrowing (EUR 17.2 bn) (which is relevant from a debt brake
perspective), on the one hand, and the actual fiscal deficit (EUR 57.9 bn; c. 1.5% of
GDP forecast for 2023) (which is mirroring actual fiscal developments), on the other
hand. As said, this gap will be covered by the use of the federal government’s
general reserve.

… as substantial spending will take place outside the core budget
And thirdly, the federal government is sitting on sizeable additional fiscal buffers
held at its various extra-budgetary units, which it can freely spend outside the
federal core budget in the coming years (and hence the debt brake framework).
According to a summary table on page 79 in the monthly report for May 2022 by
Deutsche Bundesbank, the government’s fiscal buffers held at federal extrabudgetary units amounted to a large EUR 112.2 bn by the end of 2021 (equivalent
to more than 3% of 2021’s GDP). In addition to that, the federal government can also

14 In 2021, the value added tax revenues (“Mehrwertsteuer”) amounted to around EUR 188 bn or c. 5.3%
of 2021’s GDP.
15 This credit reserve buffer, which is an accumulated amount of unused credit authorisation from
previous budget years (with fiscal surpluses), can be used as a major financing source outside the
accounting rules of debt brake. Although the tapping from this general reserve does not account as new
net credit borrowing under the constitutional debt brake, it is still causing the federal government’s
actual net credit market borrowing – and hence federal debt – to rise.
16 This includes federal loans to the RST trust of the International Monetary Fund (IMF) (EUR 6.3 bn) and
a credit to the statutory domestic health care fund (“Gesundheitsfonds”) (EUR 1.0 bn).
17 For example, the expiration of pandemic-related spending will automatically lower federal spending.
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use the large credit (spending) volume of up to EUR 100 bn (c. 2.6% of GDP forecast
for 2022) by the newly established federal special fund for Germany’s Federal
Armed Forces (“Bundeswehr-Sondervermögen”).18 Overall, the federal
government can dispose over additional extra-budgetary fiscal buffers totaling
around EUR 212 bn (i.e. almost another 6% of 2021’s GDP). If this money is spent
equally across the next five budget years (2022-26), the federal government could
thus increase its deficit by another EUR 40 bn (or c. 1% of GDP) in every budget year
(i.e. compared to the above mentioned core federal deficit numbers).
How much of the above fiscal buffers will be spent in the specific budget years to
come remains to be seen. According to the monthly report for May 2022 by
Deutsche Bundesbank, the federal government might spend almost EUR 11.9 bn
(c. 0.3% of forecast GDP) at the level of the extra-budgetary units in 2022 (only
including those units that were previously relevant from a debt brake
perspective).19 As regards the federal special fund for Germany’s Federal Armed
Forces, the government recently stated that it plans to use EUR 8.5 bn (0.2% of
forecast GDP) in 2023. This number should help stockpiling the government’s (core
budget) defence spending (of a targeted EUR 50.1 bn) towards a total military
spending volume of EUR 58.6 bn (c. 1.5% of GDP) in the next budget year (see
additional information on the budgetary draft for 2023 by the Federal Ministry of
Finance).
Figure 27: Federal interest payments are set to rise strongly
EUR bn
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The looming gas crisis, soaring inflation and economic recession are set
to put considerable pressures on federal finances
Despite huge fiscal buffers at the level of the core budget (and more importantly at
the level of extra-budgetary units), on the one hand, but given stronger economic
headwinds, on the other hand, it has become increasingly uncertain in our view that
the government will be successful in bringing the federal finances back in line with

18 This money is meant to be gradually used over the coming budget years in order to ramp up Germany’s
core budget defence spending towards the NATO spending goal of 2% of GDP. Federal spending out of
this credit-financed special fund will not be counted under the debt brake. In order to exclude these
financing flows from the debt brake, the government formally changed the constitution with the
support of the oppositional CDU/CSU.
19 To our knowledge the corresponding number for 2023 has not yet been made public by the federal
government.
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the constitutional debt brake. This view is based on our expectation that the
looming gas crisis, soaring (energy price) inflation and economic recession will
result in considerable budget pressures over the coming 1 ½ years. On a positive
note, higher inflation will at least also boost revenues thus creating some room for
further fiscal relief measures.
Although the working of the automatic stabilisers (higher unemployment benefits,
slowing tax revenues and social contribution rates) would be specifically captured
by the cyclical component in the debt brake rule – and thus would generally not
endanger the government’s policy goal of returning to the debt rule – any additional
discretionary fiscal action to support financially troubled companies through the
budget and/or to shield private households from rising energy bills would need to
be counter-financed within the existing core budget (either by raising revenues and/
or cutting spending in other areas).
Figure 28: Social contribution rates are set to rise in 2023
% gross compensation of employees
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Moreover, it is not just the growing social (economic) costs from soaring energy
prices that will put growing pressure on government finances. For example, the rise
in market interest rates is set to drive the federal interest bill noticeably higher – up
to EUR 16.3 EUR and EUR 29.6 bn in 2022 and 2023, respectively, from “just” EUR
3.9 bn in 2021 (see FAZ article from 21st of June 2022). At the same time, rising
financial gaps within the social security system will ultimately force the federal
government to either increase federal subsidies considerably further and/or raise
social contribution rates for employees and employers. That said, the extracontribution rate for the statutory health care insurance will already be raised by 0.3
percentage points in 2023 in order to close an estimated financial deficit of EUR 17
bn (c. 0.4% of forecast GDP) .20

Some limited budgetary room for further fiscal relief measures
Overall, there seems to be some limited room (within the federal core budget) for
financing another fiscal relief package – at least, if the government keeps sticking
to its policy goal of re-adhering to the debt brake by 2023. Still, at this junction we

20 This will drive the overall statutory social contribution rate (for the public pension, health, long-term care
and unemployment insurances) to clearly above the 40% mark in 2023.
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believe that the government would only dismiss the above policy goal in the event
of a full-blown gas crisis (complete and permanent shutdown of Russia’s gas
supply to Germany) causing a much deeper recession and even considerably higher
inflation compared to our baseline scenario.
On a positive note, the government has accounted for some spending provisions in
the current budget planning, which it may use at a later stage. Just for the 2023
budget draft, the federal government has provisioned for EUR 12.6 bn (c. 0.3% of
forecast GDP). This sum is relating to two provisions for the safety of energy supply
and EUR 2.2 bn for purchasing vaccines worth EUR 5.4 bn and EUR 2.2 bn,
respectively, as well as to another general provision of EUR 5 bn (see press release
by the Federal Ministry of Finance). Moreover, the government has also accounted
for a general revenue shortfall provision (EUR 9.1 bn) which it could use to counterfinance future tax relief measures (see FAZ article from 29th of June 2022). Apart
from that, the government might still have some additional (no quantifiable) fiscal
space in our view due to a relatively generous budgeting approach in its existing
core budget. Nota bene: (ex ante) the federal government has constantly
overestimated its deficit (and net credit borrowing) by a large margin in recent
years. In this context, it is worth noting that actual net credit borrowing amounted
to “just” around EUR 215 bn in 2021 compared to a target value of roughly EUR 240
bn. Still, to some extent this gap might be explained by delayed public investment
spending as well as the underlying uncertainty with respect to the actual pandemicrelated spending needs.

Fiscal deterioration will be a function of the economy and discretionary
actions to cope with the gas crisis
The future course of public finances will hinge on both the severity of the economic
recession as well as the government’s approach to cope with the current gas crisis.
Although the government might want to stay in a wait-and-see mode for now –
pointing to the implementation of the February/March fiscal relief packages worth
roughly EUR 30 bn (c. 0.8% of GDP forecast for 2022) – political pressures on
Finance Minister Lindner to provide further fiscal support will rise in the coming
weeks and months.
It will be a difficult balancing act for the government to stabilise the economy, on the
one hand, and not neglecting fiscal sustainability issues, on the other hand.
Whatever the government’s reaction will be, it is clear the government’s borrowing
room is not endless. This view is, for instance, supported by a) the drastic rise in
federal debt during the pandemic years, b) the already projected increase in debt
service costs due to rising interest rates and c) the looming demographic burden
that is set to heavily stretch the financial position of the public pension, healthcare
and social care systems in the coming years and decades. Bearing this in mind, we
believe that the government will not be able to fully and permanently compensate
private households and companies for the drastic rise in their energy bills. This view
is also supported by our simple calculation, according to which the additional costs
from the rise the private household sector’s energy bill could possibly account for
up to almost 1% of GDP per every year (just based on current gas and energy price
tariffs for private households).
Given the above dimension – note that the actual additional costs could potentially
rise substantially further if wholesale gas and electricity prices stay elevated and/or
even rise further – the government might eventually decide to cope with the energy
crisis by relying on a mixture of (fiscal) instruments, such as a) allowing for a more
immediate pass-through of the utility sector’s increased acquisition costs on
Deutsche Bank AG
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energy consumers (either by enabling utilities to adjust tariffs more quickly and/or
by charging a new levy on consumers to compensate for the losses made at the
utility sector level), b) increasing energy-related subsidies (though likely to be
restricted to the most affected low-income households), c) implementing further
income tax relief measures (such as a compensation for “cold” progression in the
income tax system due to soaring inflation), d) providing additional (limited)
financial support to the most affected companies and utilities (such as financially
distressed/systemically relevant gas importers).
Figure 29: General government budget outlook in our baseline scenario
% GDP (general government / national accounts)
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Maastricht deficit could widen to almost 4% of GDP in 2023
The government is facing difficult economic and fiscal times. Although a return to
the debt brake by 2023 has become increasingly difficult for the government, it
seems to be still possible thanks to the federal government’s substantial fiscal
buffers and the expiration of pandemic-related spending. In this context, a lot will
depend on further economic developments (severity of recession) and the
government’s specific fiscal instruments and actions to cope with the energy crisis.
Due to the deteriorating economic outlook we project the Maastricht deficit
(general government; national accounting terms) to weaken considerably in
comparison to our previous forecasts. Overall, we reckon that the fiscal deficit could
remain at a relatively high 3.3% of GDP in 2022 (2021: 3.7%) before rising to around
3.9% in 2023 on the back of negative real GDP growth and a substantially widening
output gap.
Sebastian Becker (+49 69 910-21548, sebastian-b.becker@db.com)
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German industry: Gas crisis is a game changer for Germany
as an industrial location
n

The economic situation in the manufacturing industry in Germany is
characterised by two extremes: A record-high order backlog on the one
hand and severe shortages of intermediate goods on the other.

n

We expect domestic production to decline by 1% in 2022 and stagnate in
2023. Thus, the production level in the manufacturing industry will remain
close to 10% below the peak that was reached in 2018.

n

The current gas crisis and the switch from quite cheap (Russian) pipeline
gas to more expensive LNG could turn out to be a structural game changer
for Germany as an industrial location and the German export-oriented
business model. The energy-intensive sectors at the beginning of the
industrial value chain will come under pressure. We expect the share of
manufacturing in total gross value to decline further in the next few years.
The share stood at 22.9% in 2016 and has declined already to 20.2% in
2021.

The economic situation in the manufacturing industry in Germany is (still)
characterised by two extremes. On the one hand, industrial sectors can build on a
record-high order backlog. Orders booked currently exceed the level that was
reached before the COVID-19 pandemic by roughly one third. The reach of orders
booked climbed to more than 8 months, the highest value since the beginning of the
time series. On the other hand, however, severe shortages of intermediate goods
are still hampering domestic production. In Q2 2022, the share of manufacturing
companies that suffer from these shortages and other supply chain disruptions
exceeded the 70% mark for the third quarter in a row. During the years 1991 and
2019 on average only 5% of the companies reported these kinds of problems. Many
external shocks cause the current disruptions on the supply side. These include the
war in Ukraine and the sanctions against Russia, China’s zero-COVID policy with
local shutdowns, a lack of truck drivers, service staff in the logistics sector,
containers and other transport equipment, bottlenecks at harbours across the
world which have been aggravated by strikes in some instances or extreme weather
events. German manufacturing companies do not see a fast relaxation of the
current situation – on the contrary: According to the most recent ifo survey,
industrial corporates expect the current shortages in supply to last for another 10
months on average.
The external shocks have not only caused shortages in intermediate goods, they
also have led to higher prices across the value chain. Prices for energy and raw
materials climbed sharply directly after Russia’s invasion into Ukraine. While prices
for many industrial metals have come down during the last few weeks, energy
prices (gas, oil, electricity) have remained elevated since then. The fear of a physical
shortage in gas has increased of late since Russia reduced gas deliveries to
Germany by roughly 60% in early June. Higher prices for energy and intermediate
goods (metals, steel scrap, wood, chemicals, plastics) have been the major driver
for the historic increase in import and producer prices in Germany during the last
few months. Both price indicators exceeded the pre-year level by more than 30% in
May.

Figure 30: High order backlog
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Figure 31: Shortage in material near
record level
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Figure 32: Gas price Europe
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Higher prices will dampen demand – domestic production flat
Higher prices together with rising interest rates in many economies have weakened
for German industrial products. New orders in the manufacturing industry have
come down of late and we expect them to remain below the level of Q1 for some
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months to come. Domestic orders will be subdued by higher gas prices and
uncertainties concerning future energy supply. The macroeconomic prospects for
foreign demand are clouded, too. Propensity to invest in the EU is muted due to the
war, high energy prices, the expected turnaround in monetary policy. The US is
heading towards a recession in 2023 and a massive increase in interest rates. Some
impetus might come from China if the country manages to find a way to cope with
COVID-19 without recurring local lockdowns. This remains uncertain. The recent
weakening of the euro could support demand for German capital goods.

Figure 33: Historically high increase
in import prices
Import prices in Germany, % yoy
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The high order backlog in the manufacturing industry provides some support for
domestic production. However, some existing orders might be cancelled due to
higher prices or worsened economic perspectives. What is more, some energyintensive sectors will probably cut back domestic production given the high gas
prices. This will likely be the case even without a physical shortage in gas supply
since higher gas prices reduce the competitiveness of companies that produce in
Germany. A positive is that the automotive industry has surpassed the trough in the
current supply crisis (semiconductors) and might increase production during the
coming months. We must keep in mind, however, that production level in the
automotive industry was some 30% lower in the first five months of 2022 compared
to the respective level of 2018. Thus, every recovery in the sector starts from a very
low level. We do not expect a return to former peaks.
On balance, we expect domestic production to remain more or less flat during the
remainder of 2022 and also in 2023. As a result, domestic production could decline
by 1% in 2022 and stagnate in 2023. Thus, the production level in the manufacturing
industry will remain close to 10% below the peak that was reached in 2018. This
assessment assumes that there will be no physical shortage in gas supply until the
end of 2023. In case of a complete shut-off of Russian gas, however, rationing of gas
would become necessary almost immediately. Energy-intensive industries
(chemicals, metals, building materials, paper) and the food industry would be
affected most. They account for some 80% of total industrial gas consumption and
for some 20% in total gross value added of the manufacturing industry in
Germany.21 A deep recession with a double-digit decline in total manufacturing
output could not be prevented if Russia stopped gas deliveries to Germany
completely.

Huge structural challenge for Germany as an industrial location
The current gas crisis could turn out to be a structural game changer for Germany
as an industrial location and the German export-oriented business model. Germany
has been characterised by a vertically integrated industrial value chain, beginning
with the production of metals, basic chemicals, plastics, and other intermediate
goods all the way to customised high-end capital goods for global clients. This
vertical integration of the industrial value has been an asset in global competition.
It is based on long-lasting cooperation between companies and research
institutions, joint efforts in research and development, efficient logistics and aftersales services.
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Figure 34: Exceptional increase in
producer prices
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Figure 35: Orders have come down
again
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The energy-intensive industries at the beginning of this value chain will come under
pressure in Germany. The have benefited from quite cheap pipeline gas imports (not
only but also) from Russia. With the switch away from cheap pipeline gas to more

21 See our article "Progress in reducing energy imports from Russia – gas supply carries medium-term
challenges" in Focus Germany, 20 May 2022.
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expensive LNG imports, the international cost competitiveness of these sectors will
suffer. The trend towards a declining real capital stock of energy-intensive
industries in Germany might be accelerated in the years to come. New investment
spending is more likely to flow to countries with lower energy costs. If parts of the
industrial value chain are weakened, the resilience of the whole economic system
is likely to suffer.
Structurally higher gas prices are also a problem for the ambition of many sectors
to become climate-neutral. For example, the steel industry aims for a transition
away from coal as a reductant to green hydrogen. Massive investment spending is
necessary for this transformation. Since the supply of green hydrogen will remain
scarce and expensive, gas was supposed to be a bridging energy source on the way
to green hydrogen. This transition will now become more expensive.
We expect the share of manufacturing in total gross value to decline further in the
next few years. The share stood at 22.9% in 2016 and has declined already to 20.2%
in 2021.
Eric Heymann (+49 69 910-31730, eric.heymann@db.com)
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No summer lull, but intense crisis management
n

Cost of living crisis and looming gas supply disruptions. The government
continues to be in crisis-management mode. It updated its legislative
toolbox to better handle energy supply disruptions in a flurry of legislative
action in the Bundestag in its last week before its summer recess. Barring
some limited ideological controversies, all three coalition parties continue
to constructively work with each other.

n

Policy momentum remains strongest in energy, social and foreign &
defence policy. Further contingency planning in case of supply disruptions
and focus on demand-side energy management is expected over the next
few weeks. The EUR 100 bn off-budget defence fund has been approved by
both chambers of parliament in early June and a third fiscal relief package
might be in the making.

n

Uncharted territory – is the biggest test of the government’s cohesion
coming soon? In case Russian gas flows do not return after scheduled
maintenance ends on July 21st, the government will have to steer the
economy in uncharted territory. Resulting double-digit inflation and the
economy entering recession would be yet another test of the cohesion of
the three-party coalition.

n

Key signposts to watch over the next couple of weeks are: (i) "gas supply
vulnerability report” by the Federal Network Agency by the end of
September, (ii) position paper on Germany's stance regarding the reform
of the EU fiscal rules and (iii) income tax reform draft by the Liberals.

Cost of living crisis and looming gas supply disruptions. The government
continues to be in crisis-management mode. It updated its legislative toolbox to
better handle energy supply disruptions in a flurry of legislative action in the
Bundestag in its last week before its summer recess. The revision of the Energy
Security Act creates the legal basis for state support for (i) ailing energy companies
(ranging from grants to temporary partial nationalisation) and (ii) a new energy price
surcharge to redistribute rising gas prices to all customers (§ 26 EnSig). After
Russian gas supplies have declined significantly, EconMin Habeck announced
stage two of a three-stage gas supply alert system on June 24. While substituting
Russian gas with other forms of energy (imports) and calls for energy savings are
meant to reduce the impact of supply shortages, the German economy has now
moved one step closer to potential gas rationing (see our recent Germany Blog "Gas
supply monitor: Mind the gap"). Moreover, continued high inflation prints (7.6% yoy
in June) and resulting real income squeezes are likely to lead to the announcement
of the third fiscal relief package over the next few weeks/months. On July 4th
Chancellor Scholz launched joint talks with unions and employers’ associations
with the aim to prevent a price-wage spiral from materialising. The first round of
talks did not yield any concrete results other than a commitment to meet again
(Scholz had suggested tax-free one-off payments for employees ahead of the
meeting). The approach is mirroring coordinated action in the 1960s, which,
however, proved rather ineffective back then.

Figure 36: Majority of Germans
unhappy with the government, but
no elections in sight
in %
all voters

Voters of the SPD
Voters of the Greens
Voters of the FDP
Voters of the CDU/CSU
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Source : ARD Deutschlandtrend July, Deutsche Bank

Pragmatism rules. Overall, the government is displaying a strong sense of policy
pragmatism in handling the crisis. Having to find a compromise amongst three
parties might not always result in optimal policy choices (see the costly fuel rebate).
Still, all three coalition parties continue to constructively work with each other,
barring some limited ideological controversies (e.g. on the role of nuclear power or
the future of the combustion engine run by e-fuels). Recent statements from
German corporates indicate that the corporate sector is pleased with the
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governments’ actions so far. The majority of the electorate is neither enthusiastic
nor strongly disappointed as shown in Figure 36. As a result of this displayed
pragmatism, parties at the political fringes have not been able to profit from the
deteriorating economic outlook in Germany (so far) – see Figure 37.
Policy momentum remains strongest in energy, social and foreign & defence
policy. Since we last updated our policy momentum indicator two months ago (link
to our slide pack from mid-May), we have seen further actual and announced policy
action:
n

n

n

n

Weaning Germany off Russian energy. The set of measures over the last two
months include the revision to the Energy Security Act, advancing the
construction of two LNG terminals (one to be finished by year end, one early
next year), legislation to allow for rebooting coal/oil-fired plants, drafting a
law for the further development of wind power, further contingency
planning in case of supply disruptions (setting up an auction platform for
industrial shut-down potentials) and calls for demand-side energy
management.
How to spend it – the new EUR 100 bn off-budget defence fund. The EUR 100
bn off-budget defence fund has been approved by both chambers of
parliament in early June and a law to speed up procurement processes is in
the making (BwBBG). It remains to be seen how much the German defence
industry will profit from the defence modernisation (see Figure 33). Buying
new equipment for the German navy seals will be one first test of whether
fresh money is able to accelerate acquisition processes.
Zeitenwende for real. Germany’s new foreign policy is slowing taking
shape. First German Panzerhaubitze weapons (self-propelled guns) have
been deployed to Ukraine, just in time for the NATO summit. On June 21,
Lars Klingbeil (SPD party leader) announced that Germany has to take on a
global leadership role with the German society developing “a new normal”
with respect to the perception of the armed forces, quite a change for the
historically pacifist SPD.
Third fiscal relief package in the making. Given the unfolding cost of living
crisis we expect the debate about a third relief package to intensify over the
next couple of months. One policy proposal is the Südekum-Scheer plan
entailing a mix of heating allowances for low-income earners and financial
rewards for energy savings for high-income earners. Measures to limit the
“cold progression” (added tax burden arising from inflation-compensating
pay increases when at the same time income tax rates are not adjusted) are
also under discussion. The regular bi-annual review of nominal adjustment
of income tax brackets is scheduled for October (to take effect in January),
with the views of the Liberals and the Greens/SPD currently diverging on
whether to give relief to all income groups.

Figure 37: Support for the Greens
close to all-time high
% of votes, poll of polls, weekly average
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* Major political surveys taken into account: Allensbach, Kantar,
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Source: Wahlrecht.de, Deutsche Bank

Figure 38: Will the German defence
industry profit from the EUR 100 bn
defence fund?
Turnover of the German defence industry, bn EUR
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The Greens are on a roll. The Greens are currently the most popular party of three
governing parties. Their approval rates have been rising steadily since the start of
the Ukraine war and are now close to their all-time high in May 2021. Especially
Economy Minister (and Vice-Chancellor) Habeck is seen as an effective crisis
manager, who is able to explain the necessity of policy shifts (e.g. rebooting coal
power plants) and trade-offs between short-term and long-term goals, without
being regarded as opportunistic (see Figure 39). Moreover, the Greens are also
doing well at the regional level, just having signed coalition agreements with the
conservatives in Schleswig-Holstein and in Germany’s most populous state NRW.
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Coalition trouble ahead? Despite the pragmatism described above, the novel
three-party-coalition is also making headlines with some intra-coalition
disagreements after seven months in office. The Liberals are advocating expanding
the lifespan of the remaining three nuclear power plants, forged a compromise
regarding upcoming EU legislation on the ban of the combustion engine and are
strongly committed to having a 2023 budget that complies with the debt cap
enshrined in the constitution (as reflected in the budget draft approved by the
cabinet on July 1st, see also fiscal section on page 18). A healthy degree of
disagreement (especially among multi-party coalitions) is perfectly fine, as long as
this does not lead to deadlock or lowest-common denominator policies. Currently,
we still interpret these disagreements as a marginal friction rather than true fault
lines emerging. As the Liberals would most likely not be part of any new
government in the purely hypothetical scenario of snap elections, we do not expect
the government to collapse any time soon. Next regional elections are only to be
held on October 22 in SPD-led Lower Saxony, serving as a next test for the mood in
the electorate (with the SPD currently leading in the polls).

Figure 39: EconMin Habeck as most
popular politician
Sympathy/performance on a scale from +5 to -5
war in Ukraine
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Baerbock
Source : FG Wahlen, Politbarometer

Scholz on the global stage – intense summitry. Chancellor Scholz seized the
opportunity to raise his profile on the global stage when hosting the G7 summit in
Elmau at the end of June. G7 leaders showed strong unity and committed to
bringing forward the idea of an oil price cap for Russian oil (an ambitious US-led
proposal requiring a lot of details to be sorted out). However, Scholz was able to only
partly advance his project of a global climate club. G7 members supported the idea
of “an open and cooperative club” in the final communiqué without coming closer
to a global CO2 price.
Uncharted territory – is the biggest test of the government’s cohesion coming
soon? In case Russian gas flows do not return after scheduled maintenance ends
on July 21st and/or gas suppliers are allowed to immediately pass on higher gas
prices to consumers (triggered by §24 or §26 EnSig), the government will have to
steer the economy in uncharted territory. Resulting double-digit inflation and the
economy entering recession would be yet another test of the cohesion of the threeparty coalition.
Key signposts to watch over the next couple of weeks
1.

Resumption of Nord Stream 1 gas flows after scheduled maintenance
until July 21st. Scheduled maintenance for the Nord Stream1 pipeline is set
to take place from July 11 to July 21st. It will be key to watch whether
Russian gas supplies resume after July 21st and if not, whether stage three
of the gas emergency plan will have to be activated.

2.

Last Wednesday, Commission President von der Leyen announced a
European gas emergency plan to be presented within the next two weeks,
reportedly on July 20. Work has also started on coordinating efforts to
reduce demand and coordinate contingency planning with respect to
rationing of gas to industrial sectors (a leaked draft suggests that gas
consumption will be looked at on a product-by-product basis).

3.

Federal Network Agency to publish its “gas supply vulnerability report”
by the end of September. The report is said to group energy consumers into
ten categories, ranking them according to systemic relevance with respect
to value chains and thus define the order of a potential rationing.

4.

Germany is expected to submit a position paper on its stance regarding
the reform of the EU fiscal rules within the next few weeks/months. FinMin
Lindner might show some degree of flexibility with respect to cautious
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reform of the EU’s fiscal rules. The coalition treaty states that they can be
“developed further” to secure growth, safeguard debt sustainability and
foster green investment.
5.

Germany’s new China strategy. It is expected to be announced later this
year, most likely focusing on both strategic rivalry and economic
partnership, mirroring the EU’s approach in its 2019 Strategic Outlook and
the NATO’s in its just released new Strategic Concept.

6.

Ruling of the German constitutional court on the supplementary budget.
In April the opposition filed a complaint against the supplementary budget
approved on January 27th, arguing that the transfer of EUR 60 bn of funds
earmarked for pandemic relief to the climate and transformation fund is
unconstitutional. The opposition hopes that the ruling will still take place
this year.

Marion Mühlberger (+49 69 910-31815, marion.muehlberger@db.com)
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Germany: Data Calendar

Date

Time

Data

Reporting period

DB forecast

Last value

22 Jul 2022

9:30

Manufacturing PMI (Flash)

July

48.0

52.0

22 Jul 2022

9:30

Services PMI (Flash)

July

48.0

52.4

25 Jul 2022

10:00

ifo business climate (Index, sa)

July

88.0

92.3

28 Jul 2022

14:00

Consumer prices preliminary (% yoy, nsa)

July

7.5

7.6

29 Jul 2022

9:55

Unemployment rate (%, sa)

July

5.4

5.3

29 Jul 2022

10:00

Real GDP (% qoq)

Q2 2022

0.2

0.2

1 Aug 2022

8:00

Retail sales (% mom, sa)*

June

0.5

0.6

3 Aug 2022

8:00

Trade balance (EUR bn, sa)

June

-0.4

0.9

3 Aug 2022

8:00

Merchandise exports (% mom, sa)

June

2.0

1.6

3 Aug 2022

8:00

Merchandise imports (% mom, sa)

June

3.0

3.5

4 Aug 2022

8:00

New orders manufacturing (% mom, sa)

June

0.5

0.1

5 Aug 2022

8:00

Industrial production (% mom, sa)

June

1.0

0.5

*An earlier data release may be possible due to the Federal Statistical Office.
Source: Deutsche Bank Research, Federal Statistical Office, Federal Employment Agency, ifo, IHS Markit
Sebastian Becker, Marc Schattenberg, Jochen Möbert

Page 32

Deutsche Bank AG

14 July 2022
Focus Germany

Financial Forecasts

US

JP

EMU

GB

CH

SE

DK

NO

PL

HU

CZ

Current

1.625

-0.10

0.00

1.25

6.50

11.31

7.00

Sep 22

2.875

-0.10

0.75

2.25

7.00

10.50

7.25

Key interest rate, %

Dec 22

3.625

-0.10

1.75

2.50

7.50

10.50

7.25

Mar 23

4.125

-0.10

2.25

2.50

7.50

10.50

7.25

3M interest rates, %
Current

2.48

0.01

Sep 22

3.40

-0.03

Dec 22

4.10

-0.03

Mar 23

4.30

-0.03

10Y government bonds yields, %
Current

2.92

0.23

1.14

2.06

Sep 22

3.55

0.24

1.20

1.93

Dec 22

3.85

0.24

1.55

1.85

Mar 23

3.85

0.24

1.75

1.85

Exchange rates
EUR/USD

USD/JPY

EUR/GBP

GBP/USD

EUR/CHF

Current

1.01

137.06

0.84

1.19

0.98

EUR/SEK EUR/DKK EUR/NOK
10.60

10.25

Sep 22

1.00

140.00

0.88

1.14

0.98

10.75

10.50

Dec 22

1.05

135.00

0.90

1.17

0.95

10.75

10.50

EUR/PLN EUR/HUF EUR/CZK
4.82

408.94

24.35

4.50

390.00

25.00

Mar 23
Figures in italic = forecast under review.
Source: Bloomberg Finance LP, Deutsche Bank Research
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Germany – Data monitor

Business surveys and output
Aggregate
Ifo business climate
Ifo business expectations
Industry
Ifo manufacturing
Headline IP (% pop)
Orders (% pop)
Capacity Utilisation
Construction
Output (% pop)
Orders (% pop)
Ifo construction
Consumer demand
EC consumer survey
Retail sales (% pop)
New car reg. (% yoy)
Foreign sector
Foreign orders (% pop)
Exports (% pop)
Imports (% pop)
Net trade (sa EUR bn)
Labour market
Unemployment rate (%)
Change in unemployment (k)
Employment (% yoy)
Ifo employment barometer
Prices, wages and costs
Prices
Harmonised CPI (% yoy)
Core HICP (% yoy)
Harmonised PPI (% yoy)
Commodities, ex. Energy (% yoy)
Crude oil, Brent (USD/bbl)
Inflation expectations
EC household survey
EC industrial survey
Unit labour cost (% yoy)
Unit labour cost
Compensation
Hourly labour costs
Money (% yoy)
M3
M3 trend (3m cma)
Credit - private
Credit - public

Q2
2021

Q3
2021

Q4
2021

Q1
2022

Q2
2022

Feb
2022

Mar
2022

Apr
2022

May
2022

Jun
2022

99.0
101.4

100.0
98.8

96.6
94.2

95.2
93.1

92.4
86.5

98.6
98.3

90.8
84.9

91.9
86.8

93.0
86.9

92.3
85.8

106.0
-0.7
4.0
84.9

105.0
-2.8
1.5
86.1

101.6
2.6
-4.6
85.9

99.7
-0.2
2.6
85.8

93.9

104.4
0.1
-1.3

91.9
-4.8
-4.2

93.3
1.8
-1.8

94.8
0.5
0.1

93.7

3.8
-2.8
103.4

-1.5
4.5
105.6

1.2
1.3
106.6

4.0
-0.8
101.9

0.7
-2.8
105.4

0.2
9.3
95.2

-4.8
-16.4
90.7

2.2
94.7

96.5

-4.5
5.1
44.2

-1.5
0.4
-24.6

-4.5
0.2
-31.0

-8.9
-0.6
-4.6

-6.2
0.2
3.2

-15.3
1.7
-17.5

-18.9
-5.4
-21.5

-18.3
0.6
-10.2

-19.9

2.2
2.6
6.3
42.8

4.4
0.9
0.6
44.1

-7.0
4.8
10.0
30.7

5.6
1.9
5.2
20.5

-2.4
5.5
6.0
9.3

-5.8
-2.8
3.3
2.0

-3.4
4.3
3.5
3.1

1.3
1.6
3.5
0.9

5.9
-45.7
0.0
100.8

5.5
-178.3
0.6
103.4

5.3
-111.7
0.9
103.5

5.1
-101.3
1.5
102.9

103.3

5.1
-31.0
1.6
104.3

5.0
-18.0
1.6
102.1

5.0
-13.0
1.7
102.7

5.0
-5.0
1.7
104.0

103.3

2.2
1.3

3.5
2.1

5.4
3.6

6.1
3.1

8.2
3.7

5.5
3.0

7.6
3.4

7.8
3.9

8.7
4.0

8.2
3.2

54.9
69.0

39.2
73.3

33.4
79.6

33.6
96.2

23.5
111.7

31.1
93.9

39.9
109.2

34.9
104.4

21.0
112.5

15.3
118.3

41.3
36.8

43.0
47.1

45.1
55.2

51.1
60.0

56.7
65.1

42.5
57.4

65.8
65.6

62.8
70.9

55.6
65.7

51.8
58.7

-4.4
5.1
-0.7

2.1
4.0
2.8

3.0
3.7
1.4

1.8
4.8
2.6

6.4

6.3

5.6

5.1

3.8
9.9

4.4
6.3

5.3
2.6

5.5
16.0

6.1
5.8
5.7
17.3

5.1
5.6
5.5
16.0

5.3
5.5
6.1
11.3

4.6
5.0
6.2
18.3

Jul
2022

84.9

94.0
-19.0
-16.7

5.1
5.7

-18.1

5.3
133.0

% pop = % change this period over previous period.
Source: Deutsche Bundesbank, European Commission, Eurostat, Federal Employment Agency, German Federal Statistical Office, HWWI, ifo,
IHS Markit
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