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German economy: Out in the cold. The real income and confidence shock
resulting from the NS1 shutoff as well as the negative real wealth shock of
some EUR 1.5 tn will likely send private consumption into a tailspin in 2023.
Surging uncertainty and the energy shock causing a slump in
competitiveness and profits will put a brake on corporate investment
spending, in our opinion. The three fiscal packages and a probable
additional one will likely not prevent a GDP slump. Together with a weaker
global outlook, we expect that the loss in final domestic demand will result
in a GDP drop of 3% to 4% in 2023, after an increase of around 1% in 2022.
Consumer prices: Higher for longer – CPI inflation rate to rise to 9% in
2023 after 8% in 2022. With the shutdown of NS1 aggravating the energy
price shock, we have considerably raised our 2023 forecast for the annual
average CPI inflation rate. We now project the CPI inflation rate to rise to 9%
in 2023 from 8% in 2022. Thus, the annual average inflation rate is projected
to reach the highest level on record since 1948.
Labour market: Difficult wage round. Employment growth is likely to suffer
a temporary setback with the recession complicating wage negotiations
further. For 2022 and 2023, increases of 3% and 4 ½% respectively are
expected. Effective wages are likely to increase by more.
Public finances: 2023 debt brake goal on shaky ground, but still no
“bazooka” in sight. The third might not be the last government relief fiscal
package. Nevertheless, we expect the government to continue with its
“fiscally prudent” piecemeal approach to keep the overall fiscal burden
comparatively low. Still, the Maastricht deficit may eventually exceed the
5% mark in 2023 due to the fiscal fallout from a severe economic recession.
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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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German economy: Out in the cold
n

The NS1 shutoff has pushed the economy into a worse scenario. However,
given higher-than-expected fill levels of German gas reservoirs, the GDP
loss should be less than suggested by our earlier shutoff scenario.

n

Still, the real income and confidence shock as well as negative real wealth
shock of some EUR 1.5 tn will likely send private consumption into a tailspin
in 2023, as the savings rate will no longer be much of a counterbalance.

n

Surging uncertainty and the energy shock causing a slump in
competitiveness and profits will likely put a brake on corporate investment
spending. Construction investment will probably suffer from the interest
rate shock and surging construction prices.

n

The three fiscal packages and a probable additional one should will likely
cushion the GDP slump but not prevent it. They should be worth about 2.5%
of GDP over 2022 and 2023, though the fiscal impulse will clearly be smaller.

n

Together with a weaker global outlook – we expect the US and EMU to fall
into recession in 2023 – we anticipate the loss in final domestic demand to
result in a GDP drop of 3-4% in 2023, after an increase of around 1% in 2022.

The not-completely-unexpected Russian announcement that NS1 would be closed
for unscheduled 3-day maintenance at the beginning of September pushed
concerns that it might finally close for good to a climax and Germany out in the cold.
The Dutch TTF future contract for September jumped to a new all-time high of EUR
345.52 per MWh. The fact that, despite the NS1 shutoff, the fill levels of German gas
storage continued to increase by almost ¼ pp per day led, together with some
policy announcements at the German and the EU level, to a price decrease to
around EUR 170 during the last week in September. A major contributor to the
higher storage levels, reaching 91% (26 Sept) is higher-than-expected savings,
mainly in the industrial sector. Savings have reached about 20% in yoy terms,
exceeding our expectation that the 10% reduction achieved by mid-July would be
the upper limit – at least in the short run. According to a recent BDI survey, 1/5 of
questioned SMEs have switched from gas to other sources of energy. However,
more than 1/3 are saying that substitution is not an option for them in the short run.
Some of the higher savings has come at a very high cost. Almost 1 in 10 companies
have reduced or stopped production in Germany, according to the BDI survey.
Surging energy and commodity prices provide a big challenge for 58% of German
SMEs; for another 34%, these challenges are existential. Some 40% are being
forced to cut back on investments needed for their ecological and digital
transformation. According to industry representatives, an increasing number of
companies are worried that they might run out of gas or electricity as they are
unable to secure new energy supplies from January onwards.
Between February and July, energy-intensive industries reduced their output by
6.9%, adding to concerns that permanently higher energy prices – even if they
recede a bit further – will weigh on Germany’s long-term competitiveness. Until
recently, households’ energy demand has been dampened by favorable weather.
But savings (in yoy terms) will become a bigger challenge given the unusually mild
winter 2021/22. Still, given escalating concerns about punishingly high energy bills
early next year – and more and more evidence provided by steep price adjustments
by local utilities – a 20% reduction for private households seems possible.
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On the other hand, according to the Federal Network Agency, good progress has
been made regarding the installment of LNG terminals. These might provide
additional daily supply of close to 200 GWh starting in mid-January (6% of total
current gas imports). Despite considerable uncertainties (winter temperatures,
outflows to other EU countries, start of LNG terminals) gas storage levels are now
expected to be largely depleted by the end of the heating season – even with a 20%
yoy reduction in total gas consumption.

Storage levels: Running empty by March/April?
Our models suggest that storage levels will fall below 10% in early March 2023. It
is likely that the Federal Network Agency will react with individual or overall
rationing measures before such low levels are reached. Auctioning of gas could
also help to avoid rationing. With smaller 15% and 10% reductions, we expect that
gas storage would be depleted completely in March and in February, respectively.

Impact on German industrial output – cyclical and structural
Most approaches try to assess the impact of a gas shutoff start by assessing the
likely physical shortage of gas on industrial output. Of course, there is already
massive uncertainty about the size of the shortage itself, given that it represents the
residual of all the factors impacting supply (alternative gas deliveries from Norway
or the Benelux, LNG, etc.) and demand (savings by corporates and households,
weather conditions, substitution of gas for power production, etc.). An IMF working
paper estimates that a 20% reduction of industry’s gas consumption will cause a
GDP loss of nearly 1% resulting from the sectors directly affected.1 Second-round
effects, i.e. production losses further downstream, where lost output results in a
shortage of input factors, are estimated to reach almost 1pp as well, although the
impact will materialize with some time lag. This is more or less in line with the
Bundesbank’s input-output analysis calculating the GVA loss between Q3 2022 and
Q2 2023 (through direct and indirect effects on production) amounting to 3 1/4% of
GDP.2 However, a similar study produced by Prognos for the Bavarian Industry
Association (vbw) puts the GDP loss based on the direct, upstream and
downstream production losses for H2 2022 at EUR 184 bn, or 12.7%, assuming NS1
shutoff on July 1st.3 Nota bene, this number does not include any confidence, real
income or competitiveness shocks. However, the study was based on rather
conservative assumptions about progress in storage levels. While the vbw/Prognos
study marks the upper end of potential output losses, it still highlights the enormous
degree of uncertainty inherent in these calculations. The German economy is a
highly integrated system. One example reported in a recent newspaper article
highlights unanticipated knock-on effects.4 Surging gas prices have brought
ammonia production in Europe to a virtual standstill. A by-product of the ammonia
production is CO2, which is a key component for the packaging of fresh groceries.
It is also used in slaughterhouses. A lack of it could drastically reduce throughput
and cause capacity issues in stables. Plus – bad news for German beer drinkers – the
first breweries have been forced to stop beer production due to lack of CO2.

Standort D – even more expensive
With energy prices likely to remain structurally high, only some of the German
production facilities priced out of the market are likely to come back on stream.
Moreover, the lasting erosion of price competitiveness due to high energy prices

1
2
3
4

IMF, The Economic impacts on Germany of a potential Russian gas shutoff, WP 22/144
Deutsche Bundesbank, Monthly Report June 2022
Vbw, Folgen einer Lieferunterbrechung von russischem Gas für die deutsche Industrie, Juni 2022
FAZ, Wen die Gaskrise unerwartet trifft, 15.09.2022
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will likely make Germany less attractive for manufacturing investments and hence
reduce the country's long-term growth potential – already under pressure from
adverse labour force development (see our article on industry in this Focus
Germany).

Approximating the confidence shock
In the following content, we try to assess the overall GDP shock by estimating the
major demand components based on their key drivers such as real income, profits,
global demand or competitiveness. One can cross-check these demand-side
estimates by using rules of thumb to assess the GDP impact of the current massive
uncertainty shock. The news flow overall has been extraordinarily gloomy. The
News Based Economic Uncertainty Index for Germany hit an all-time high in
August. According to this measure uncertainty has increased by 4 standard
deviations since the Russian invasion of Ukraine began in February. The IMF paper
mentioned above finds that an uncertainty increase of one standard deviation
lowers GDP by about 1% over two years.5 While we believe that such rules of thumb
are probably too crude and not stable enough for precise predictions, we still believe
that the indicated range might not be too far off the mark.

Figure 3: Uncertainty and GDP
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Private consumption hit by real income and confidence shocks
The sharp reduction in real purchasing power should be the by far biggest single
contributor to the expected German recession. We expect inflation of about 8% this
year and around 9% next year. While effective wages might rise by about 4% this
year and almost 6% in 2023, higher unemployment and about 2m employees in
furlough schemes (peak, annual average should be about around 1m), will limit the
rise in gross wages & salaries to slightly below 5% in 2023. Moreover, we expect
self-employed and property income (roughly half the size of gross wages & salaries)
to fall almost 10% in 2023 as the energy price shock increasingly feeds through into
corporates’ P&Ls. As a result, households’ real disposable income will take a major
blow. All in all, households’ nominal disposable income might still increase by
around 3% in 2023 after about 6% in 2022. But given record-high inflation, the drop
in real disposable income will likely be a material 5% in 2023 after -2% in 2002. (The
private consumption deflator used here will probably rise somewhat less than CPI).

A falling savings rate? No deus ex machina in 2023
The household savings rate surged to an all-time high of 16.1% (annual average) in
2020 due to coronavirus-induced involuntary spending restraint. We expect it to
normalize to around 10 ½%, thereby stabilizing private consumption by about EUR
80 bn in 2022 (about 5% of nom. private consumption) and hence helping to finance
a 3 ¼% increase in private consumption. At 10 ½% the savings rate would already
be slightly below its long-term average of 11%. According to estimates by the
German savings banks, surging inflation might result in about 60% of German
households running out of money to save at the end of the month. Households with
a monthly net income of less than EUR 3600 might need to dip into their savings
according to this study. This may suggest another strong drop in households’
aggregate savings rate in 2023; however, we expect a rather modest 1pp drop.

5

The IMF uses two different measures of uncertainty: the mentioning of the word “uncertainty” in the
Economist's Intelligence Units reports on Germany and the dispersion of German GDP forecasts.
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Figure 4: GfK consumer climate
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Since the beginning of the year, consumer confidence has slumped to -36.5
(August), far worse than the -23.1 seen at the nadir of the coronavirus crisis (May
2020). Despite surging inflation, which theoretically should increase the propensity
for present consumption, the willingness to save has for the first time since August
2011 moved into positive territory in August. The rise in the remuneration of private
savings deposits (12 months) to currently 0.7% is likely a negligible factor. This
unusual increase in the propensity to save is probably an indication of deep
concerns among German households. Indeed, according to a recent survey, 39%
of German households are afraid that they may have difficulties paying their energy
bill this winter or will not be able to do so at all.6 Even with government support
preventing a larger number of households from being cut off from gas or electricity
supply, these are existential concerns to which only a small number of precarious
households have been exposed in recent decades. The total volume of the 3 support
packages of EUR 95 bn looks impressive – but not all measures are strictly income
support or dedicated to private households, and other measures such the planned
electricity price brake (about EUR 12 bn) are financed off budget so that the actual
fiscal impulse from the package is probably lower (see below). This compares to an
approx. EUR 200 bn increase in households’ energy bills in 2022 and 2023. Even if
households reduce their savings rate by another percentage point, the 5% drop in
real disposable income will cause a decline in private consumption of 4%, which is
tothe major factor in our below-consensus GDP forecast.

Figure 5: Income, consumption &
savings
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The real value of households’ financial assets to fall by EUR 1,500 bn
There might be an additional concern nagging the relatively affluent baby-boomer
generation in particular; this, in our view, speaks against a further noticeable
reduction of the savings rate. Over 2021-23 nominal savings and pension benefits
will likely have lost about 1/5 of their real value due to the accumulated inflation
surge of some 20%, creating substantial difficulties for baby boomers planning to
retire in the coming years. With overall households’ financial assets of EUR 7,500
bn, the loss in real purchasing power of these assets amounts to EUR 1,500 bn or
some 40% of Germany’s annual GDP. This blow is exacerbated by the nominal
losses that bond and equity markets have suffered since the beginning of the year.

6

ARD Deutschlandtrend September 2022
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The generation close to retirement will have limited options to make up for these
losses: working longer, cutting corners with respect to retirement expenditures, or
saving more during the last few years of their working life.

Figure 6: German asset markets
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COVID crisis. Given that German industry is heavily geared towards exports, its
competitiveness is not only relevant for the profit development, but also an
excellent leading indicator of investment in machinery & equipment. Corporates’
assessments of their competitive position outside EMU fell to a record low of -11.6
in Q3 (EU Commissions’ business survey). In the German business panel conducted
by Mannheim University, expected bankruptcies have risen to 14.3%, in energyintensive sectors to 16%. Somewhat surprisingly, the expected change in profits
has recovered from its annual low recorded in August, but the authors warn that this
might be due to the fact that more and more companies are using all possible
accounting leeway to present a better profit situation. This subdued outlook and the
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+9.7% in Q2 to -9.7% in Q3.
After eking out a marginal rise in Q3, we expect investment spending to contract by
an average rate of 2% in the winter half. Given that energy price pressures are
unlikely to abate in 2023 – indeed, in winter 2023/24 gas supply is expected to
provide a bigger challenge than in the upcoming winter -- we do not foresee a strong
rebound in investment spending for the remainder of 2023. The US recession
predicted by our US colleagues to start in spring 2023 will be another factor choking
any stronger rebound.
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Figure 7: M&E investment &
competitive position
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Figure 8: Foreign orders & global IP
(LEI)
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Construction boom grinding to a halt
The increase in economic uncertainty and the slumping willingness to buy / invest
into big-ticket items will also throw a spanner into the works of residential
construction. Within a few weeks, mortgage rates (10y fixed) have risen from below
1% to above 3%, while prices for residential construction have continued their steep
increase, reaching 17.6% yoy in Q2 2022. As a result, Q2 order intake in the
construction sector collapsed by 13.6% compared to Q1. Demand for new housing
loans fell 16,2% yoy in June, and 43% of the banks contributing to the Q3 Bank
Lending Survey expect a drop in next-quarter mortgage lending. Given the stillcomfortable level of orders in hand (4,5 months). activity will decline more gradually
than suggested by these indicators. In addition, structurally rising demand for
infrastructure should be a stabilizing factor. Nevertheless, our forecast for
construction investment (-1 ½% this year, close to 2 ½% in 2023) is probably still
somewhat optimistic.

Figure 9: PMI: Weak forward-looking
components
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Fiscal – How much of a counterbalance?
To mitigate the adverse economic effects on private households and companies
from the intensifying energy (price) crisis, the federal government agreed on a third
EUR 65 bn relief package in early September (c. 1.7% of GDP forecasts for 2022).
Still, the actual fiscal stimulus injected into the economy should be much lower than
that given that (a) the “electricity price brake” (financial volume: c. EUR 12 bn) is set
to be financed off budget via a redistribution of “windfall profits” from electricity
producers to private households and small/medium-sized firms, (b) a large part of
the package should be financed within the existing budget plans and (c) some of the
announced measures were either promised before or are just matters of course (like
the compensation for the cold progression). Most importantly, the government has
not yet agreed to meaningfully protect households and firms from the gas price
shock (this topic was handed over to an expert commission). Although a fourth
relief package by the end of 2022 seems probable, the government might want to
continue with its “fiscally prudent” piecemeal approach to keep the fiscal burden
comparatively low. Therefore, another pandemic-like “bazooka” seems rather
unrealistic at the current junction. Based on the three packages, energy-crisisrelated fiscal spending is about 2 ½% of GDP spread over two years, providing a
considerable cushion but no stop for the deep economic decline expected for 2023
– especially since at the same time pandemic-related expenditure programs will be
phased out (for details see our article on public finances). All in all, the question
asked in the section's headline can currently not be definitively answered.
Estimates provided by some research institutes come to diametrically opposed
answers.

Figure 12: Construction hit by higher
rates & surging prices
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Figure 13: Expected change in
demand for mortgage loans by
German households
qoq, net percentage of banks
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Final domestic demand (including inventories) is expected to fall by around 2% in
2023, after increasing by 3 ¼% in 2022. The big deterioration in Germany’s terms
of trade and the expected recession in the EMU and the US in 2023, combined with
ongoing concerns about the shape of the Chinese economy, provide an unfavorable
backdrop for Germany’s net exports. We expect them to trim GDP growth by close
to 2pp this year and another 1 ½%pp in 2023, especially since domestic production
stopped by surging energy prices or rationing will likely lead to more substitution
through imports. (For details see our article on the commodity price shock.)
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Recession concentrated in the winter half
After mustering a minuscule 0.1% qoq rise in Q2, we expect GDP to decline by
around 0.5% in the current quarter. The drop in the Q3 Composite PMI and the
falling trend of high-frequency indicators is certainly compatible with such a
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decline. The energy crunch will be felt hardest in Q4 (GDP -1.7%) and Q1 2023 (1.5%). But still painfully high inflation, the onset of the US recession and lingering
concerns regarding the energy supply in the winter 2023/24 will allow for little qoq
growth thereafter, likely resulting in an annual average GDP decline of 3-4% in 2023.

Figure 14: GDP & Composite PMI
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Figure 16: German economy in recession in winter half-year 2022/23
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Risks in both directions
According to Bloomberg the current consensus forecast for German GDP growth
in 2023 is (still) -0.2% after +1.4% in 2022. Although we think there is ample
evidence suggesting a more negative outcome, the gap to our -3.5% call is still
daunting – especially when remembering how we (and many others) overreacted
with our forecasts in spring 2020, when concerns about the COVID pandemic
peaked.
Together with our fellow citizens, we are concerned about the ongoing escalations
in the Ukraine conflict and, of course, we are also consumers facing steep increases
in our energy bills. Hence, there might be a risk that we are victims of the availability
and confirmation biases, attaching too much weight to recent negative news flow
while also giving too little weight to some of the better news. Underestimating the
impact of fiscal policy – packages already under way and likely further ones – is an
obvious candidate. The total impact of the plethora of individual measures, many
of them not finally specified, is almost impossible to quantify, and this is probably
also the case for consumers.

Figure 15: German real-time data
point to a slowing activity in Q3
GWh (sa), 1M-avg.

Index (sa), 1M-avg.
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On the other hand, the COVID crisis has provided us with some harsh lessons about
the unexpected results of shocks propagated in complex systems, meaning the
economy. Here not only do supply chain issues come to mind but also problems for
emerging markets resulting from surging inflation, the unexpected strengthening
of the USD and interest rate increases in developed economies.
Stefan Schneider (+49 69 910-31790, stefan-b.schneider@db.com)
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Consumer prices: Higher for longer – CPI inflation rate to
rise to 9% in 2023 after 8% in 2022.
n

In September the CPI inflation rate should climb significantly further as the
ending of the 9 euro ticket and the fuel discount are set to considerably
boost core and fuel price inflation in the order of clearly more than a full
percentage point. Moreover, because of the further significant rise in gas
and electricity prices – which should continue well into 2023 – we project
Germany’s headline CPI inflation rate to eventually exceed the 10% mark
during the final quarter of 2022.

n

Because of the complete shutdown of NS1 aggravating the energy price
shock, we have considerably raised our 2023 forecast for the annual
average CPI inflation rate. We now project the CPI inflation rate to rise to 9%
in 2023 from 8% in 2022. Thus, the annual average inflation rate is projected
to reach the highest level on record since 1948.

CPI inflation rate set to exceed the 10% mark in Q4 2022
At +0.3% mom / +7.9% yoy, the August CPI inflation print (national definition) was
slightly above our forecast (+0.2% mom / 7.8% yoy) as well as the market’s
expectation (consensus: +0.3% mom / 7.8% yoy) (see Germany Blog: CPI (p)review:
Finally up again in Aug - strong pickup expected for Sep/Oct). As a result of the
August increase, the yearly CPI inflation rate currently stands at the same level as
in March, when no temporary inflation-dampening measures were at work (9 euro
ticket, fuel discount). While yearly CPI energy price inflation remained broadly
constant in August at a high 35.6% (after 35.7% in July) – as lower fuel and
electricity price inflation was mainly offset by a further increase in gas price inflation
– food price inflation continued to surge to 16.6% (from 14.8% in July). Moreover,
core inflation eventually picked up again in August to 3.5% (from 3.2% in July). Back
in May, core inflation had already reached a very high 3.8% before it declined
markedly due to the introduction of the 9 euro ticket.
Figure 17: Germany's CPI inflation rate is at the highest level since the 1970s
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In September the CPI inflation rate should climb significantly as the 9 euro ticket and
the fuel discount ended in August. Both core and fuel price inflation should be
boosted by more than a full percentage point (numerical price increasing effects of
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c. 0.8 pp and 0.5 pp, respectively). Moreover, because of the further significant rise
in gas and electricity prices – which will in our opinion continue well into 2023 – we
project Germany’s headline CPI inflation rate to eventually exceed the 10% mark
during the final quarter of 2022. This assessment is also supported by the Deutsche
Bundesbank, which just warned in its latest September 2022 Monthly Report that
Germany’s HICP inflation rate could reach double-digit levels over the next couple
of months.

Underlying price pressures remain strong, pointing to
persistently high CPI inflation over the course of 2023
Because of the ongoing strong price pressures at the upstream levels of German
importers, producers and retailers, the upward potential for both the headline as
well as core CPI inflation rate remains large, in our view. In August, the yearly
producer price (PPI) inflation rate surged to an all-time high of 45.8%, sharply up
from an already-high 37.2% in July. Although the big jump in the yearly PPI inflation
rate was largely caused by surging gas and electricity prices, PPI inflation excluding
energy also remained at an elevated level of 14.0% (July: 14.6%).
Figure 18: Import, producer and consumer prices
% yoy
10

40

8

30

6

20

4

10

2

0

0

-10

-2

-20

95

97

99

01

03

05

07

Consumer price index (LHS)
Import price index (RHS)

09

11

13

15

17

19

21

Producer price index (RHS)

Source : Federal Statistical Office, Deutsche Bank Research

Moreover, supply chain problems and material shortages have not yet eased
meaningfully, implying that the normalization of many industrial goods prices could
be further delayed. Despite some improvements since May, material shortages
remain high from a historical perspective. Some 62% of manufacturing firms were
still reporting material shortages (March peak: 80.2%), according to the latest
August 2022 survey by the ifo institute. Furthermore, selling price expectations of
firms continue to signal ongoing price increases, according to another August 2022
poll by the ifo institute. For the whole economy, a net balance of 47.5% of firms said
they intend to raise selling prices over the next three months. From a sector-bysector perspective, price pressures have remained the highest in retail (71.2%) as
well as in foodstuffs, drinks and tobacco (96.8%) – indicating that the surge in food
price inflation is still far from over. But also, in the manufacturing (52.0%) and
services (43.7%) sectors, selling price expectations have remained extraordinarily
high. And finally, the planned increase in the statutory minimum wage to EUR 12
per hour in October 2022 (an increase of around 25% in a year’s time) could lead to
further upward pressures on the CPI inflation rate, particularly via higher services
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prices. In this context, the ifo institute noted that 30.7% of firms will be affected by
the forthcoming hike in the minimum wage and that 58.3% of them are planning to
increase their selling prices as a reaction to that (see press release by the ifo
institute). To sum up: Most indicators keep signaling that Germany’s CPI inflation
will remain at highly elevated levels during the remainder of 2022 and well into
2023.
Figure 19: Ifo selling price expectations*
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New forecasts: CPI inflation to rise to 9% in 2023 after 8% in
2022
Because of the complete shutdown of NS1 aggravating the energy price shock, we
have considerably raised our 2023 forecast for Germany’s CPI inflation rate. We
now project the annual average CPI inflation rate to rise to 9% in 2023 from an
already extremely high level of 8% projected for 2022. It is worth noting that both
numbers would mark the highest inflation level on record since 1948 (according to
a long time series by Deutsche Bundesbank). Our assessment for a continuing rise
in the inflation rate well into 2023 is based on the expectation that inflation-slowing
factors (such as recession and demand weakness, lower oil prices, etc.) should be
clearly dominated by inflation-raising factors (including the direct and indirect
effects of soaring gas and electricity prices, prevailing material shortages and
supply chain bottlenecks, hike in the statutory minimum wage, etc.). Still, the later
implementation of price caps on electricity and gas could temporarily dampen the
rise in inflation to a certain degree, although the exact extent is not yet quantifiable.7

7

In this context, the details of the planned “electricity price cap” (price cap level, quota for consumption,
etc.) have not yet been announced. Moreover, political discussions about the possible introduction of
a “gas price cap” have just started and there are a lot of questions with respect to the exact political
handling of the gas price shock – not least due to the fact that key policymakers within the coalition
government have recently started to distance themselves from the already-agreed introduction of the
new gas price levy over the period October 2022 until March 2023. Since the government’s decision to
nationalize Germany’s largest gas importer, it has become increasingly uncertain whether the
government will eventually start imposing the new gas price levy by October 1st.
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Figure 20: Gas prices likely to rise substantially further at the level of private
households

% yoy
220
200
180
160
140
120
100
80
60
40
20
0
-20
-40

250
225
200
175
150
125
100
75
50
25
0

2015

2016

2017

2018

2019

2020

2021

2022

Gas prices (distribution) (PPI) (LHS)
Natural gas prices excl. cost allocation (CPI) (LHS)
CPI gas price component* (LHS)
Natural gas prices: Cost allocation by landlords (CPI) (LHS)
Gas price (ICE Dutch TTF Gas Base Load Future, 1st expiration nearby),
EUR/MWh (RHS)
*incl. cost allocation by landlords
Source: WEFA, Haver Analytics Inc., Federal Statistical Office, Deutsche Bank Research

Based on prevailing wholesale gas and electricity price developments, we gauge
that the CPI gas and electricity price component could on average rise by three to
four and more than two times, respectively, between 2021 and 2023. Given that
both the CPI gas and electricity price components have increased so far by “only”
59.1% and 16.6% within one year, according to the latest August numbers, German
consumers might still be confronted with the largest part of the price hike in the
remainder of 2022 and through 2023. Due to the expectation that this massive,
though gradual pass-through to the CPI is still to come, we project the inflation rate
to rise considerably further over the next couple of months, ultimately exceeding
the 10% mark during autumn/winter. Based on current futures market pricing, it
seems unlikely that gas and electricity prices will start to decline more meaningfully
again before 2024.
However, in our view, the CPI inflation rate could eventually start falling more
noticeably again during 2024 thanks to energy base effects (gas, electricity) and
some moderation in core and food price dynamics. Against that backdrop, we
project that the annual average CPI inflation rate could decrease to just 2 ½% in
2024. Still, the 2024 forecast should be interpreted with a pinch of salt as the
underlying degree of economic and political uncertainty remains exceptionally
high.
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Figure 21: CPI household energy prices keep surging
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German labour market facing a difficult winter
n

In the course of the sharp recession that we expect, rising employment
numbers are likely to experience a temporary setback. While the
development of unemployment is still above all determined by the
registration of Ukrainian refugees for the time being, short-time work is
likely to increase noticeably again in the winter half-year.

n

Recession fears are piling up ahead of the pending collective bargaining.
Still, due to the big loss in purchasing power, unions have put strong wage
demands on the table. The gloomy business outlook is likely to be reason
enough for employers to enter negotiations with cautious offers. Inflationrelated extra payments could support the wage agreement.

Hiring could falter due to recession
The German labour market still performed very well in H1 2022. Employment
subject to social security contributions and total employment reached new highs in
Q2 in seasonally adjusted terms. Employment increased by 133,000 (1.5% yoy) to
almost 45.5 million and employment subject to social security contributions
climbed to almost 34.5 million (+122,000, 2% yoy). Despite the widespread
shortage of skilled workers, the increase in employment could be temporarily
curbed as the willingness to hire declines due to the expected recession. On the one
hand leading labour market indicators already point in this direction. On the other,
given the current tight labour market, it is likely to become increasingly difficult to
find suitable personnel. The positive dynamic of this development in recent years
can be illustrated by the so-called "Beveridge curve". The most recent data points
show a high vacancy rate (vacancies in relation to the labour force) with a low
unemployment rate. Data points that are far to the right of the origin signal poor job
matching and/or a potential crisis situation in the economy.
Thanks to the strong upswing in H1 (+293,000), total employment could increase
by just under 1.3% on average in 2022, to around 45.6 m (+568,000). In the winter
half-year of 2022/23 the positive dynamic should then slow noticeably, so that on
average in 2023 an increase of just under 125,000 people (+0.3%) to 45.7 million is
to be expected. By comparison, employment subject to social security
contributions is likely to develop somewhat more favourably in the current year
(+1.8% or 644,000 to 34.5 million) and also in 2023 (+0.6% or 200,000 to 34.7
million). Particularly in the social sector and in public administration, a further
increase in jobs is still to be expected. In contrast, energy-intensive sectors and
those affected by structural transformation may be more likely to see a standstill or
even downsizing. In addition, the use of short-time work should shield employment
subject to social security contributions from temporary negative influences of the
economic environment.

German unemployment currently driven by Ukrainian war refugees
Unemployment already increased in Q2, mainly driven by the special factor of
Ukrainian refugees. Since 1 June, they can receive basic allowance for jobseekers
(Social Code Book II). As they transfer to the care of job centers, they also show up
in labour market statistics. This led to a sharp increase (+133,000) in the seasonally
adjusted number of unemployed, especially in June. After +45,000 in July, it
climbed by another 28,000 in August to just under 2.5 million or a rate of 5.5%.

Figure 22: Beveridge curve Germany
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Figure 23: Labour market indicators
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Figure 24: German labour market
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adjusted unemployment rate in August increased by 8,000, after -3,000 in July and
+21,000 in June.

First and foremost, however, short-time work is likely to be heavily used again, albeit
not to the extent seen in 2020 (Apr: 6 million). We expect a peak of around 2 million
people if there are production cutbacks in the winter months due to energy costs.
The German government has already extended simplified access to short-time
work until the end of 2022. Short-time allowances can now already be paid if at least
10% instead of the regular 1/3 of employees are affected by a loss of pay. Workers
do not have to build up “negative hours” before receiving short-time allowance.

Figure 25: Short-time work expected
to increase again in winter 2022/23
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At least until spring 2023, these registrations are likely to play a role in the
development of German unemployment. Until then we expect monthly increases of
15,000 to 20,000 each, which is why the German unemployment rate is likely to fall
only to 5.3% (ILO: 3.2%.) on average in 2022 (2021: 5.7%, ILO: 3.6%). In 2023 it could
even rise again to 5.7% (ILO: 3.6%) if the recession hits the labour market.

Source : Federal Employment Agency, Deutsche Bank Research

Recession burdens wage round in winter half-year 2022/23
Due to the high inflation-driven losses in purchasing power, the workers'
representatives have put strong wage demands on the table in the upcoming
collective bargaining negotiations. IG Metall has raised its demands for the 3.8
million employees in the metal and electrical industry (agreement expires on 30
Sep.) and for about 125,000 employees of Volkswagen (Nov.) to 8%. As expected,
the first rounds of negotiations (regional) were inconclusive. From 30 September
(North Rhine-Westphalia) negotiations will go into the second round. Due to the
demanding economic backdrop, however, a third round of negotiations is likely, so
an agreement will probably not be reached until the end of October/beginning of
November. On 28 October the peace obligation in the metal and electrical industry
ends, after which token strikes are possible.

Figure 26: Wage negotiations in
selected* sectors
Sector

Expiry date

Metals and electrical engineering

Employees

Sep 30, 2022

3,812,900

Chemicals (continuation from April)

Oct 17, 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

Civil service (federal states, excl. Hesse)

Apr 30, 2023

310,000

Jun 30, 2023

510,000

Sep 30, 2023

1,100,000

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

Source : WSI-Tarifachiv, Deutsche Bank Research

The negotiations in the public sector of the federal government and municipalities
start in Jan. 2023. The union's demand for these negotiations will be decided on 11
Oct. There are indications that the demands could be as high as 10%. The chemical
workers' union (IG BCE) has again demanded significant wage increases before the
continuation (17/18 Oct.) of the collective bargaining round. In April, a one-time
payment of EUR 1,400 per head provided a temporary "stop-gap" solution.
Especially in the industrial companies, the workers' side is mainly insisting on a
share in the profits already earned. However, the noticeable deterioration of the
business outlook should be reason enough for the employers to enter negotiations
with cautious offers for the time being. The exemption of inflation-related special
payments (max. EUR 3,000, possibly extended until 2024) from tax and social
security contributions announced by the federal government could support the
wage agreements. Nevertheless, the employee side will not be satisfied without
significant pay scale increases, as the consumer price level already reached is not
expected to decline. In 2022, collectively agreed wages should rise by 3% and in
2023 by at least 4 ½%. Taking into account possible special payments, effective
wages could increase noticeably more strongly, perhaps by a good 6% in the
coming year. Wage drift would then be around just under 2 percentage points.
Marc Schattenberg (+49 69 910-31875, marc.schattenberg@db.com)
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Public finances: 2023 debt brake goal on shaky ground, but
still no “bazooka” in sight
n

In our view, the third might not be the federal government's last relief fiscal
package as it has not yet agreed to meaningfully protect households and
firms from the gas price shock. The potential volume of a possible fourth
package could be well in the low to medium double-digit euro billion range.

n

This notwithstanding, we expect the government to continue with its
“fiscally prudent” piecemeal approach to keep the overall fiscal burden
comparatively low. Still, the Maastricht deficit may eventually exceed the
5% mark in 2023 due the fiscal fallout from a severe economic recession.

n

Despite the looming recession and a possible fourth package, we believe
that another pandemic-like “bazooka” seems rather unlikely at the current
junction. Given the size of the three packages, fiscal policy is only
compensating for a small part of private households' extra spending on
energy, probably amounting to more than EUR 200 bn.

EUR 65 bn package: Less bang for the buck than it seems
In early September the federal government agreed on a third fiscal relief package
(see also Germany Blog: EUR 65 bn package: Less bang for the buck than it seems).
The package comprises the listing of twenty measures, which are based on income
support, further tax relief measures, providing financial support to distressed
companies suffering from soaring energy costs and other policy measures such as
the introduction of a nationwide rail ticket (for more details see also the September
2022 Monthly Report by the Federal Ministry of Finance). However, the core
element of the package is the planned intervention in the electricity market with the
overall goal to dampen electricity prices/bills ("electricity price brake") by
redistributing so-called "windfall profits" from non-gas power producers to private
households and small/medium-size firms.
At an estimated volume of at least EUR 65 bn (c. 1.7% of GDP), the third package
would be more than double the sum of the first two relief programmes launched
back in February/ March, which had an estimated volume of around EUR 30 bn (c.
0.8% of GDP forecast for 2022). Consequently, the German government's fiscal
support in response to the energy crisis is set to rise to at least EUR 95 bn (c. 2.5%
of GDP forecast for 2022).
Although the headline number of EUR 65 bn is above our earlier expectations, the
actual additional fiscal stimulus injected into the economy should be much lower
than that given that (a) the “electricity price brake” (financial volume of around EUR
10 bn or c. 0.3% of GDP forecast for 2022) is set to be financed off-budget via a
redistribution of “windfall profits” from electricity producers to private households
and small/medium-sized firms, (b) a large part of the package should be financed
within the existing federal budgets (thus, there will be no additional deficit spending
beyond previous plans) and (c) some of the announced measures were either
promised before (e.g. the introduction of the citizen’s money) or are just matters of
course (like the compensation for the cold progression, which is not a tax relief but
a measure to prevent a rising tax burden due to soaring inflation).
Finance Minister Christian Lindner (Liberals) estimates that the corresponding
extra expenses and revenue shortfalls stemming from the third relief package will
affect public finances in the magnitude of “just” EUR 55.5 bn (c. 1.4% of GDP
forecast for 2022), of which EUR 36.6 bn and EUR 18.9 bn are related to the federal
Deutsche Bank AG
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and state budget levels, respectively. Moreover, he seems confident that the
government will be able to counter-finance this year’s impact on the federal budget
(estimated at EUR 12 bn) within the current budget plan.

Still no “bazooka” in sight: Government might continue with
its “fiscally prudent” piecemeal approach
In our view, the third might not be the last relief package as the federal government
has not yet agreed to meaningfully protect households and firms from the gas price
shock. For now, the gas crisis topic has only been handed over to an expert
commission which should consult on solutions, meaning that some sort of a
(temporary) gas price brake is still in the cards at a later stage. Once the income
squeeze due to higher gas price bills hits consumers and companies with its full
force (with the likely peak in gas price inflation possibly occurring sometime over
the next year), it is not unlikely that the government might decide to implement a
fourth relief package. The potential volume of such a package could be well in the
low to medium double-digit euro billion range. Indeed, the implementation of a cap
on both electricity and gas prices could become very expensive for the government,
according to new calculations by the Ministry for Economic Affairs and Climate
Action (see RnD news report from 25th September 2022). A decrease in the
electricity and gas price by one euro cent per kWh would lead to fiscal costs of EUR
1.3 bn and EUR 2.5 bn, respectively. Still, the actual costs for the government will
depend on the specific arrangements (e.g. price cap level, basic quota, duration of
the cap, etc.).
This notwithstanding, we expect that the government will continue with its “fiscally
prudent” piecemeal approach to keep the overall fiscal burden comparatively low.
Our assessment is based on the government’s general acknowledgement that the
real income loss caused by the spike in energy prices can only be redistributed,
though not (fully and permanently) compensated for by the state. Moreover, the
constitutional debt brake requirements should prevent an overly strong
deterioration of fiscal accounts. Finance Minister Lindner, who is still committed to
re-adhere to the normal debt brake rules from 2023 onwards, just confirmed that
another suspension of the debt brake in 2023 would be only a measure of last resort.
In a recent interview (see September 2022 Monthly Report by the Federal Ministry
of Finance), he also said that the debt brake helps to secure the government’s
capacity to act in the future. And finally, he argued that a debt-financed boost to
aggregated demand would be fatal in the current environment as this would thwart
the ECB’s goal to tame consumer price inflation.
Given the above statements – and despite both the looming of a sharp economic
recession as well as diverging views among the two other coalition partners over
Lindner’s debt brake goal – we believe that another pandemic-like “bazooka”
seems rather unrealistic at the current junction. Consequently, fiscal policies will at
best reduce, but not be able to fully prevent a sharper economic decline in 2023. This
judgement explicitly considers the fact that the size of the three fiscal packages
compensates for only a small part of private households' extra spending on energy.
This is because gas and electricity bills are about jump sharply over 2022-23.
Already now, private households probably face additional gas and electricity costs
of more than EUR 30 bn (c. 0.8% of GDP), according to our rough estimates based
on energy price/cost data by the Federal Association of the Energy and Water
Industry (BDEW) for typical households (see also the latest BDEW analyses on gas
and electricity). When assuming a potential tripling of the combined gas and
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electricity bills during 2022-23, private households would be confronted with
additional energy expenses of clearly more than EUR 150 bn, according to our backof-the-envelope calculations. Moreover, accounting for the additional rise in fuel
expenses, the private household sector’s total extra expenses for energy could even
amount to well over EUR 200 bn over the years 2022 and 2023 (compared to 2021).

Recession to cause the deficit to exceed the 5% mark by
2023
Overall, fiscal developments remain highly uncertain over the forecast period 202224, not just because of the underlying degree of economic and policy uncertainty
but also because of a lack of fiscal transparency regarding the medium-term budget
planning at the federal government level. Given the deepening and broadening
energy crisis it has become increasingly difficult for the government to re-adhere to
the normal debt brake rules from 2023 as planned by Finance Minister Lindner.
Should the economic crisis lead to a jump in the number of short-time workers (see
our article on the labour market), the Federal Employment Agency, and hence the
federal government, could be confronted with extra expenses of up to EUR 8 bn in
2023. For comparison: for the two pandemic years 2020 and 2021, overall
government expenses related to short-time work amounted to around EUR 44 bn
or c. 1.2% of GDP in 2021 (2019: EUR 0.8 bn). Further budget risks stem from a
growing number of migrants and war refugees from Ukraine. Apart from that, the
planned nationalization of Germany’s largest gas importer by the end of 2022 will
already burden federal finances by roughly EUR 30 bn (c. 0.8% of GDP forecast for
2022) – even though this number might not be counted under the debt brake rule
as it involves financial transactions, which generally do not impact structural
borrowing.8 Still, there is a not insignificant risk that the federal government might
have to inject even more taxpayer money into struggling gas importers in 2023 – not
least as it has become increasingly questionable that the government will actually
stick to its previous plan to implement a new gas price levy on all gas consumers
over the one and a half year period between October 2022 and March 2024. Note:
the idea of the levy is to stabilize systemically relevant gas importers that are heavily
suffering from the suspension of Russian gas deliveries without overburdening the
government budget. Should the government eventually abstain from introducing
the gas price levy, it would need to find an alternative way to finance a mid-doubledigit euro billion amount, meaning that the government could be forced to finance
the rescue costs through the federal budget.

8

The first July 2022 stabilization package had a financial volume of up to EUR 15 bn, of which EUR 7 bn
were related to an increase in KfW loans from EUR 2 bn to EUR 9 bn and another EUR 8 bn stemmed
from a recapitalization worth EUR 8 bn. The second September 2022 rescue package has a total volume
of around EUR 16.5 bn, of which around EUR 8.5 bn are related to shareholding/recapitalization
measures and another EUR 8 bn are related to covering a liquidity gap due to the redemption of a
guarantee line and shareholder loan by Fortum.
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Figure 27: Germany's general government budget deficit narrowed
considerably in H1 2022
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Source : Federal Statistical Office, Deutsche Bank Research

The above budget risk notwithstanding, public finances should finish 2022
considerably better than previously thought (e.g. thanks to dynamic tax revenue
growth). From today’s perspective, the general government’s budget balance
(Maastricht deficit; in national accounting terms) might shrink to “just” 2.5% of
GDP in 2022 (compared to 3.7% in 2021). This projection is also supported by
national accounting data for the first half of the year, according to which the general
government’s fiscal deficit reached “just” EUR 13 bn (for comparison: EUR 58.6 bn
in H2 2021 and EUR 75.6 bn in H1 2021). Moreover, financial statistics data also
suggest that the actual deficit could once more turn out to be much lower than
previous government projections. As of August 2022, the federal government’s
core budget revenues and expenses reached EUR 227.8 bn (+13.9% yoy) and EUR
314,0 bn (-1,1% yoy), respectively, leading to a deficit of “just” EUR 86.2 bn
compared to a full-year 2022 net credit borrowing target of EUR 138.9 bn and a
much higher EUR 117.4 bn back in August 2021 (see the latest Federal Ministry of
Finance’s report on the federal budget). At the same time, the federal states have
so far achieved a combined budget surplus of EUR 26.9 bn for the period January
until July 2022 (core budgets only; in financial statistical terms) (see Federal
Ministry of Finance).
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Figure 28: Federal budget 2022 plan, benchmark 2023 budget and financial
plan until 2026
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However, next year (when the economic crisis fully unfolds) public finances are
likely to take a blow with the headline general government deficit set to widen to
above 5% of GDP. Hence, the deficit could even exceed its pandemic-related 2020
peak level of 4.3%. As regards the underlying direction of fiscal policies, we project
the structural fiscal deficit to widen to around 1.9% of GDP in 2023 from a projected
1.4% of GDP in 2022 (2021 estimate: 2.4%). In sum, fiscal policies should be only
moderately expansive over the next year (provided the government does not
unexpectedly change course to fight the energy crisis and after all delivers another
"bazooka"). However, due to the heterogeneity of the government’s anti-crisis
measures – related to both the energy crisis and the pandemic – it remains quite
difficult to estimate the overall direction and magnitude of discretionary fiscal
policies for the period 2022-24.
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Figure 29: General government budget deficit looks set to widen in 2023/24
% GDP (general government / national accounts)
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The overall only moderate fiscal shifts expected for 2023 can be explained by the
fact that (a) larger parts of the first two relief packages (like the 9 euro ticket, the
one-off heating subsidies or the fuel discount) cease to exist, (b) pandemic-related
spending will continue to drop out and (c) a couple of fiscal measures will eventually
lead to higher government revenues and hence a larger burden on both employees
and employers, such as the planned increase in the extra contribution rate for the
health insurance system (to 1.6% from 1.3%) and the forthcoming hike in the
contribution rate for the unemployment insurance (to 2.6% from 2.4%).

Increasing lack of transparency complicates fiscal
forecasting
In the coming years, the government is likely to continue with its deficit spending
policies. This judgement is related to the fact that the federal government holds
sizeable fiscal buffers outside its core budget (to which the debt brake rule applies),
which it may gradually spend over 2023-26. In this context, the Deutsche
Bundesbank estimated in its August 2022 Monthly Report that the federal
government’s overall additional deficit-spending space related to the various offbudget vehicles (including the EUR 100 bn special fund for the German Armed
Forces) amounts to roughly EUR 200 bn (c. 5.6% of GDP in 2021).
Therefore, even if the federal government is successful in re-adhering to the debt
brake from 2023 onwards (implying net credit borrowing of not more than EUR 1214 bn per year), the overall federal deficit comprising the core and extra budgets
could turn out to be much larger that (i.e. compared to the structural borrowing
room permitted under the debt brake rule). Assuming the government would
equally spend this extra leeway over the four-year period 2023-26, the fiscal deficit
could be boosted by roughly 1.2 percentage points of GDP per year. Still, there are
constitutional risks regarding the government’s ability to effectively mobilize the
full amount of the above fiscal buffers. In this context, it is worth noting that the
CDU/CSU opposition had filed a complaint of unconstitutionality against the
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government’s second supplementary budget for 2021, which foresaw the shifting
of unused emergency credit authorizations worth around EUR 60 bn into the energy
and climate fund (now: climate and transformation fund).
In addition to these legal uncertainties, the increasing lack of fiscal transparency
stemming from a growing number of shadow budgets is further complicating the
forecasting of public finances and government debt (note: for instance, there are no
medium-term financial plans published for most of the various federal extrabudgets). Still, in the coming budget years, we expect the federal government
(including off-budget vehicles) to post structural fiscal deficits of around 1.5% of
GDP, which would be still compatible with the debt brake. Therefore, from today’s
perspective, a quick return to balanced budgets seems to be far away.
Sebastian Becker (+49 69 910-21548, sebastian-b.becker@db.com)
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Commodity price shock shakes up foreign trade
n

Exports to American countries are boosted by euro depreciation. Russian
exports are roughly halved.

n

German current account surplus is expected to be halved and we expect
that it will remain below 4% of GDP in the coming years.

n

Net exports are likely to remain a drag on growth.

Price spike impacts real trade
The global price shock on the commodity markets and the continuing smoldering
supply bottlenecks are leaving deep scars on foreign trade. Due to the energy crisis,
import prices increased by 29.4% from January to July 2022 compared to the same
period last year. This price surge explains the sharp rise in nominal goods imports,
which rose by 26.5%. Nominal oil and gas imports even increased by around 120%,
raising the share of energy imports to total imports to 8.7% (2021: 6.1%). In
contrast, export prices rose by "only" 15.1% and nominal goods exports by 13%, i.e.
real goods exports fell compared with the previous year. Nominal exports to North
America grew particularly dynamically, around 20%, with the devaluation of the
euro in the course of 2022 (devaluation of around 10% in the first half of the year)
boosting demand for German products. By contrast, exports to Russia slumped
around 40%. As a result, Russia's share of German goods exports fell from almost
2% to around 1%. Despite the embargo, Russia continues to purchase products
from Germany; this applies in particular to pharmaceutical products. Nominal trade
in services, which accounts for around 20% of total trade volume, also recorded
strong growth. Export services increased by about 22% in the first half of the year
and import services by about 37% relative to the first half of 2021.
As import prices rose much more strongly than export prices, the current account
deteriorated. From January to July 2022, the surplus roughly halved year-on-year
to only EUR 80 billion. In May 2022, the first monthly deficit in more than 19 years
was registered. The nominal increases in trade in goods were offset by declines in
price-adjusted terms, with imports of goods shrinking by almost 3% and thus more
sharply than exports of goods, which fell by around 2%. However, trade in services
made up for this decline. Real exports of goods and services increased by 2.4% in
the first half of 2022 compared with the first half of 2021, and imports actually rose
by 7.2%. In total, net exports of goods and services were negative. This means that
Germany, the former world export champion, recorded a series of six quarters with
negative contributions to growth from foreign trade. As the peak of the energy crisis
is probably still ahead of us, foreign trade is likely to reduce growth in the coming
quarters as well.

Forecast: Negative net exports weigh heavily on growth
In the following months, the recent surge in gas prices should tend to boost import
prices. However, new regulatory requirements – although it is unclear at which
stage of the value chain potential market intervention will take place – could
dampen prices for imported gas in the coming months. Regardless of the type of
market intervention, gas prices are likely to be above pre-crisis levels due to
structural shortages. However, prices for crude oil and base metals have been
declining for around half a year, which tends to reduce price pressure. In addition,
global supply bottlenecks have been easing in recent months and important price
indices for the shipping industry are falling. For example, the Baltic Dry Index for
bulk cargoes is back to its long-term average level after multiplying during the
pandemic. The price of containers at major Chinese seaports is also currently
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Figure 30: North American
currencies
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Figure 31: January 2017 - July 2022:
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Figure 32: Export and import prices

Source: Deutsche Bank Research, Federal Statistical Office
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around USD 2,600 per TEU, well below the February high of nearly USD 3,600 per
TEU. In view of the slowdown in global economic momentum, price indices and
supply bottlenecks are likely to decline further in the coming months. As a result of
these contrary effects, we initially expect a sideways movement in the coming
months, followed by a renewed decline in import and export prices.

Figure 33: Price indices: Global
Shipping

Figure 34: Supply chain problems
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For real exports, leading indicators such as purchasing managers' indices and ifo
export expectations point to very subdued growth at best. We expect both exports
and imports to contract initially over the winter half-year. Net export contributions
are likely to fall sharply. For 2022, we expect a minus of 1.8 pp and for 2023 a minus
of 1.3 pp.

Figure 35: Real exports and leading
indicators

Figure 36: Real exports and leading
indicators
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right y-axis: % qoq
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This means that the nominal current account surplus is likely to shrink to just EUR
115 bn in 2022. Compared with EUR 265 billion in 2021, this would be a historic
decline of EUR 150 billion, almost twice as large as the change in the wake of
reunification. The current account ratio should fall to around 3% relative to GDP, and
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the surplus is likely to remain below 4% in subsequent years as well; the
extraordinarily high surpluses of over 8% in some cases are probably a thing of the
past in view of the threat of a permanent loss of competitiveness. This should
silence criticism of Germany's high current account surpluses.
Figure 37: 2022-2025 Forecast overview

Source : Deutsche Bank Research

Jochen Möbert (+49 69 910-31727, jochen.moebert@db.com)
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Industry hit to the marrow
n

We expect output in the manufacturing industry to drop by 2.5% in 2022
and by roughly 5% in 2023. The biggest declines can be expected for
energy-intensive industries. Companies in these sectors have used most of
the short-term possibilities to switch from gas to other energy sources or to
increase energy efficiency. Further steps have been and will be reducing
production, closing single plants and/or relocating production to factories
abroad.

n

When we look back at the current energy crisis in ten years or so, we might
consider this time as the starting point for an accelerated
deindustrialization in Germany. The share of manufacturing industry in total
gross valued added in Germany (20.8% in 2021, 22.9% in 2016) is expected
to fall in the next few years. Future regulation of energy markets and prices
are an important factor of uncertainty and will influence the development
of the manufacturing industry in Germany.

n

We are more pessimistic for Germany as an industrial location than for large
German industrial companies that are better able to internationalize their
businesses and can choose production locations according to their
individual cost and clients structures. For German SMEs especially in the
energy-intensive sectors, this adaptation to a new energy world will still be
challenging.

Figure 38: Business expectations
declined in energy-intensive
industries
Balance of positive and negative company
reports
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When we look back at the current energy crisis in ten years or so, we might consider
this time as the starting point for an accelerated deindustrialization in Germany. We
argued in our last Focus Germany that “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. […] The energy-intensive industries at the
beginning of this value chain will come under pressure […]”.
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The most recent data on domestic production and order intake show that at least
the next cyclical downturn (after the COVID shock and related disruptions in supply
chains) in most industrial sectors in Germany has started. We expect these
indicators to go down further in the next few months with the energy-intensive
sectors taking the lead. High gas and electricity prices, a global economic
slowdown and deteriorating economic sentiment are and will be the major drivers
for the expected slump. We also must keep in mind that this depression starts at a
time when the economic losses due to the COVID pandemic have not yet been
offset.

Source: ifo Institute

Figure 39: Capital goods producers
still a bit less pessimistic
Balance of positive and negative company
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Business expectations nose-dived – supply chain disruptions ease
Rising energy prices and concerns regarding security of gas supply are the major
factors that caused the recent heavy decline in business expectations. Compared
to total manufacturing, the decline is (much) more pronounced in the energyintensive industries (chemicals, metal production, building materials, paper) where
in some cases business expectations are now lower than during the COVID
pandemic. Capital goods producers are less pessimistic so far than energyintensive industries even though business expectations have fallen significantly as
well.
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A reason for the smaller sentiment hit for capital goods producers could be that
order backlog is still at a record high, for the automotive industry as well as electrical
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and mechanical engineering. This backlog was caused by higher demand after the
first COVID waves accompanied by supply chain disruptions. The order backlog will
support capacity utilization in the respective sectors in the months to come.
However, it is more than likely that some of the existing orders will be canceled due
to higher prices, rising interest rates, or worsened economic conditions of clients.
In the private housing sector, reversals of filed orders have already gone up during
the last few weeks. According to the latest ifo survey, 12% of all companies in the
residential building sector were affected by cancellations of orders in August.
Business expectations in the residential construction sector recently reached the
lowest level since German reunification. Also, industrial clients will become more
reluctant to invest in new machinery and equipment or buildings in the current
economic environment.
Supply chain disruptions are still a problem for the manufacturing industry despite
some easing at the latest reading. The ifo index for the shortage of intermediate
goods declined to 62% in August, down from 73.3% in July. We expect new
industrial orders to decline in the next few months. This will bring down order
backlogs with a time lag. With declining demand, the problem of shortages in
intermediate goods should also continue to ease. Still, the story is not yet told at this
point since material supply in some sectors could be affected by production
shutdowns in upstream industries caused by the sharp increase in energy prices.
The open question in those cases will be whether (backlog) demand comes down
faster than new supply.

Declining domestic production – no rebound effect
We expect domestic production to tend downwards in nearly all industrial sectors
in the coming months. The biggest declines can be expected for energy-intensive
industries (see below). Companies in these sectors have used most of the shortterm possibilities to switch from gas to other energy sources or to increase energy
efficiency. Further steps have been and will be reducing production, closing single
plants and/or relocating production to factories abroad. All of that is already
happening and will be registered over the next months. The extent of this process
will depend on the physical shortage of energy (mainly gas) during the next winter
and the development of energy prices (mainly gas and electricity). The profit and
loss statements of companies will come under pressure when hedging contracts
for energy procurement run out later in 2022 or in 2023.
There are many uncertainty factors regarding the development of energy prices:
n

global gas demand in times of a weak global economy,

n

expansion of global gas exploration as well as LNG export, transportation
and import infrastructure,

Figure 40: Shortage in material near
record level
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Figure 41: Order backlog still
growing
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Figure 42: Domestic production
expected to decline
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Output could remain stable after production has been lowered to adapt to higher
energy prices and smaller energy supply. With very empty storage levels in late
winter 2022/23 and no Russian gas, the EU and Germany will have to pay higher
prices than other gas-importing countries to refill storage again before winter
2023/24. It is thus likely that the economic rebound effect for German industry will
be very limited in the later part of 2023 if gas remains scarce and expensive.
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Domestic production in the manufacturing industry to decline by 2.5%
in 2022 and 5% in 2023
Based on the projections for production described above, we expect output in the
manufacturing industry to decline by 2.5% in 2022 and by roughly 5% in 2023.
Production in the chemical industry could decline by as much as 10% in 2022 and
another 9% next year. Significant production losses are also likely in the metal
production (2022: -5%; 2023: -6%), building materials (-3.5 and -7%) and paper
industries (-5% and -7%). In all these sectors, a statistical underhang at the end of
2022 explains parts of the expected output losses in 2023.

Figure 43: Production in energyintensive sectors already declining
Output in selected sectors in DE, 2015=100
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Domestic production of capital goods producers is likely to perform better in
relative terms since they are less affected by higher energy prices and they benefit
more from existing orders. Still, they will also feel the problems in the energyintensive industries (e.g., rising prices for intermediate goods). A positive for the
automotive industry is that the shortages in semiconductors should continue to
ease in the course of 2023; current backlog demand is currently 70% higher than in
February 2020, the months before COVID started to spread in Europe. Electrical
engineering has so far not registered any decline in orders – on the contrary: The
sector is holding up very well despite the weakening economic environment. The
sector also benefits from investment spending in alternative energy sources.
Mechanical engineering could profit to some extent from the weak euro.
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Figure 44: Electrical engineering
performing well, automotive far
below former peaks
Output in selected sectors in DE, 2015=100
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We expect automotive production in Germany (production index) to stagnate in
2022 and to rise by 6% next (based on backlog demand). Absolute output levels
would then still be more than 20% below the former peak reached back in 2017 (!).
Electrical engineering could register an increase of domestic production of 3% in
2022 and of 1% in 2023. Mechanical engineering is expected to face two
consecutive declines in domestic output by 2%.
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Did producer prices peak in August?
In August, producer prices for industrial products increased by 45.8% yoy (+7.9%
yoy). That was by far the highest increase in producer prices since the beginning of
the time series in 1949. In July 2022, the increase was 37.2%. Energy (+139% yoy
in August) was once again the main driver of price increases. But even without
energy, producer prices were 14% above the previous year's level. Prices for
intermediate goods such as basic chemicals, metals and fertilizers rose particularly
sharply. Prices for some energy products have been falling in recent days so that
energy prices in September are likely to be below the August level. It could be that
the increase in producer prices in August marks the peak of the current cycle. At the
same time, it is uncertain how the energy supply situation will develop over the
winter months, which is why there can be no all-clear.

Industrial employment to decline – structural challenges most severe for
SMEs

Figure 45: Exceptional increase in
producer prices
Producer prices for industrial products in Germany,
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The number of short-term workers in the manufacturing industry will likely go up in
the next weeks and months. With a time lag, employment in the industry is likely to
decline since some sectors will face structural losses in production capacities and
employment in Germany. The share of manufacturing industry in total gross value
added in Germany (20.8% in 2021, 22.9% in 2016) is also expected to fall in the next
few years. Again, future regulation of energy markets and prices (price caps) are an
important factor of uncertainty that will influence the development of the
manufacturing industry in Germany.
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We are more pessimistic for Germany as an industrial location than for large
German industrial companies that are better able to internationalize their
businesses and can choose production locations according to their individual cost
and clients structures. For German SMEs especially in the energy-intensive sectors,
this adaptation to a new energy world will still be challenging.

Figure 46: Share of industry has
already declined in Germany
Share of manufacturing in total gross value
added, %
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Rushing to adjust the crisis response
n

Cost of living and energy supply crisis are unfolding rapidly. There is no
policy blueprint on how to handle this crisis, and time constraints are
leading to increased implementation risks. After having presented the third
EUR 65 bn fiscal relief package on September 4, policymakers are now
focusing on implementation (workings of the electricity-price cap for
households and SMEs), sustaining-business activity (additional grants and
temporary state credit lines for hard-hit corporates, changes to insolvency
law) and further contingency planning in case of gas supply shortages
(designing the merit-order of rationing).

n

Time is not on their side – piecemeal approach to tackling the crisis is
causing frustration. We expect further fiscal response to absorb parts of
the energy shock to be announced over the next couple of weeks, targeting
both the household and the corporate sector. With respect to the size of the
real income shock, it will be key to watch whether the expert group
recommends a gas price cap by the end of October. The current piecemeal
approach to tackling the crisis is causing some degree of frustration
amongst the corporate sector and the population.

n

The worst is likely yet to come – but there should be no civil unrest in
autumn/winter. Consumers are yet to see the full impact of surging energy
prices in their retail bills. As around 15% of the population are at risk of
energy poverty in case of no fiscal support, the success of targeted fiscal
relief will be key in preventing large-scale protests in autumn/winter.

n

Government unlikely to collapse anytime soon. The government's
popularity has taken a further hit and the handling of the energy crisis will
put its cohesion to a test. Intra-coalition frictions are likely to increase (debt
brake, nuclear power, gas price cap). But lack of any viable alternative for a
governing majority is likely to glue the three partners together.

Rushing to adjust the crisis response. Given skyrocketing energy prices, the
complete halt of Russian gas flows and a looming recession, the three-way
coalition is rushing to readjust its crisis response. After having presented the third
EUR 65 bn fiscal relief package on September 4, focus is now shifting towards
implementation (workings of the electricity-price cap), sustaining-business activity
(additional grants and temporary state credit lines for corporates9 ) and further
contingency planning in case of gas supply shortages (merit-order of rationing: of
the 250 biggest gas-consuming companies those in regions with tight supply to be
affected first). Overall, recent crisis measures have been put together within a
limited amount of time leading to heightened implementation risks (see the recent
experience with the gas price levy which first had to be revamped and is now being
questioned altogether before having been implemented).
The worst is likely yet to come – but there should be no civil unrest in autumn/
winter. Consumers are yet to see the full impact of surging energy prices in their
retail bills. As 6- and 12-month contracts are rolled over, energy bills for private
households are adjusted with a lag (see Figure 47). Barring administered retail gas
prices (expert group to present its proposal by the end of October), the peak in gas
price inflation is expected for early next year. As 50% of German households are
heating with gas and the share of the population at risk of gas price poverty has
increased substantially to around 15% already in May (see Figure 48 and recent

9

Figure 47: Gas price shock: Many
retail contracts not rolled over yet
cents/KWh, for new retail contracts
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EconMin Habeck announced an extension of the “Energiekostendämpfungsprogramm” (est. in midJuly) on September 13th, which has not seen many applications so far due to strict application criteria
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study by the IW), the success of targeted fiscal relief will be key in preventing largescale protests in autumn/winter. The current piecemeal approach to tackling the
crisis is causing some frustration with many SMEs (see survey by the association
of SME’s) and around half of the population (September ZDF Politbarometer 10 ).
Figure 48: Rising share of the population faced with energy poverty already in
May
share in total population, in % (for three definitions of energy poverty)
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Source : IW, Deutsche Bank Research

Figure 49: Household gas
consumption will be key in the
coming weeks
GWh/day (weekly average)
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Time is not on their side – energy security and cushioning the energy price shock
as two main policy priorities. We expect further fiscal response to absorb parts of
the energy shock to be announced over the next couple of weeks, targeting both the
household and the corporate sector (see fiscal section on page 17). With respect to
the size of the real income shock and future household gas consumption (see Figure
49), it will be key to watch whether the expert group recommends a gas price cap
by the end of October. Corporate support schemes are likely to be widened and the
debate about a cap on electricity and gas prices for industrial clients is likely to
further gather steam (see recent statements by the steel association). Moreover,
state-development bank KfW is set to deploy EUR 67 bn in loan guarantees and
liquidity support to energy firms, formerly earmarked for pandemic support – with
respective legal changes made in the "Stabilisierungsfondsgesetz" on September
14.

2022

Source : THE, Federal Network Agency, Deutsche Bank Research

With respect to energy policy, a flurry of legislative action is aimed at
1.

reducing energy demand: The government issued energy conservation
regulation (Energiesparverordnungen), effective as of September and
October, with respect to heating of public buildings, etc. The overall impact
is an estimated 2% reduction of gas demand. This is dwarfed by potential
household savings, which have not picked up yet (see Figure 49).

2.

increasing energy supply: While hard-coal fired power plants have
permission to restart since July 14, lignite-fired power plants will be
allowed to do so from October 1 onwards (see energy security package).
However, given lack of personnel and/or plants in bad condition and
administrative hurdles, so far only a few hard-coal fired power plants have
restarted. In addition, the third revision of the energy security law (Ensig 3.0

10 Survey conducted from September 6 to September 8
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from September 20th) is supposed to boost electricity production from
renewables in the short term, make fuel switching of industrial plants
easier and speed bureaucracy with respect to floating LNG terminals. The
discussion on lifting the ban on fracking is picking up, but fracking is still
met with a lot of local resistance (e.g. in Lower Saxony) and would only be
a medium-term solution. Test-drilling would only lead to gas fracking after
2 to 3 years. The recently signed LNG deal with UAE will help ensure that
the gradual ramp-up of LNG supplies from the first Floating Storage and
Regasification Units (FSRU) will proceed as planned at year-end.
3.

contingency planning in case of energy shortages: The auction platform
for corporate gas will go live on Oct. 1, with bidding already open. But these
auctions will only allocate gas at times of perceived stress in the market,
thus essentially this is a tool for damage control, used as a final means to
prevent rationing (but not to incentivize a reduction in gas consumption).

Recent EU energy package dovetailing German government’s plans. The EU
response to the energy crisis has so far been characterized by three milestone
packages complemented by a patchwork of national support measures: (1)
“RePower EU” in May (leading to mandatory gas storage targets), (2) “Save gas for
a safe winter” in July (focused on 15% mandatory cuts in gas consumption with
several countries being exempted from that target) and now (3) energy emergency
interventions. According to this recent draft legislation interventions in electricity
markets are keeping the market mechanism in place (to incentivize investment in
new capacity), but enable windfall levies (on revenues above a maximum price of
EUR 180/MWh of non-gas using energy producers and fossil fuel companies) to be
passed on to most vulnerable households and corporates. Each country will tax its
own energy producers/fossil-fuel companies and use its own revenues to distribute
to households/SMEs/energy-intensive industry. This dovetails with the German
government’s plan to introduce an “electricity price cap” until December.
Defence minister calling for leading military role for Germany in Europe. In her
keynote speech on the upcoming national defence strategy Defense Minister
Lambrecht said Germany “must assume a leading military role in Europe” and
vowed to support Ukraine “as long as it takes”. This echoes pledges that Chancellor
Scholz made when outlining his vision for the future of Europe in Prague at the end
of August. After Ukraine’s recent successful counteroffensive, Germany is now
also sending light-armored vehicles (Dingo) to Ukraine, but not the requested tanks.
Overall, the “Zeitenwende” (turning point proclaimed by Scholz on February 27th)
is also manifesting itself in the fact that the government is currently preparing its
National Security Strategy, the first of its kind to be presented before the end of this
year. While this shows that national defence and security policy will play a more
important role in German policy making in the future, this is only another small step
towards assuming a more active military role in Europe.

Figure 50: Popularity of the
government likely to decline further
given multiple economic shocks
% of votes in opinion surveys*,
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Source : Wahlrecht.de, Deutsche Bank

Government's popularity taking a further hit. The combined support level for the
three ruling parties has fallen 12 ppts since just after the election last October, with
support for the Greens taking a particular hit over the last few weeks (see Figure 50).
EconMin Robert Habeck (Greens) seems to have fallen from grace after difficulties
in implementing the gas levy and an unfortunate appearance on German TV
(Maischberger, Tuesday Sep 6) (see Figure 51). Overall, parties at the fringes have
benefitted, with the right-wing Russophile AfD seeing its support levels rise to 14%.
Is solidarity fatigue with Ukraine kicking in? Only to some extent. According to the
latest surveys conducted in early September (ZDF Politbarometer) the vast majority
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of Germans (70%) still want to further support Ukraine despite rising energy prices
(see Figure 52), although support for Russian sanctions has declined somewhat.
Support levels vary considerably depending on party affiliation of interviewed
persons with supporters of fringe parties (right-wing AfD and the Left) least inclined
to support Ukraine despite paying higher energy bills. Calls for opening the Nord
Stream II pipeline remain single episodes. However, the government will likely have
to justify its continuous support for Ukraine and sanctions on Russia more often
over the next couple of weeks/months vis-à-vis the electorate of discontents.
Coalition trouble ahead? Recent policy action is again a reflection of consensusbuilding amongst the three-party-coalition. Tax relief for the middle-class (tax
bracket creep) was a key deliverable for the Liberals, whilst not prolonging the
lifetime of the three remaining nuclear power plants was essential for the Greens.
The coalition continues to make headlines with some intra-coalition disagreements
after nine months in office (e.g. regarding adherence to the debt brake, delivery of
tanks to Ukraine, gas levy). We still interpret these disagreements as 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, the government seems unlikely to collapse anytime soon. Next regional
elections are scheduled for October 9 in SPD-led Lower Saxony, serving as a next
test for the mood in the electorate (with the SPD currently narrowly leading the polls
ahead of the CDU, 32% vs. 28%).

Figure 51: Dwindling popularity of
key ruling politicians
sympathy/performance on a scale from +5 to -5
war in Ukraine starts
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Source : FG Wahlen, Politbarometer

Figure 52: No signs of solidarity
fatigue vis-a-vis Ukraine yet
Should Germany continue to support Ukraine despite rising energy prices?
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What to watch for over the next couple of weeks?
1.

Next milestones with respect to EU-level discussions on energy market
interventions: Recent draft legislation (e.g. revenue cap on non-gas using
energy producers) is likely to be approved at the next meeting of EU energy
ministers on September 30. The next summit of EU leaders is scheduled for
October 6/7 in Prague.

2.

Further information on the potential merit order in case of gas rationing in
Germany within the next few weeks. Of 250 biggest industrial gas
consumers, those in regions with tight supply are to be affected first.
Affected companies are to be informed by the Federal Network Agency.
Interim results of “gas vulnerability study” are scheduled to be presented
at the end of September, the final report at the end of October.

3.

Recommendations by the German expert group on a potential gas price
cap by the end of October. First estimates for the fiscal costs of this support
measure hint that this could be beyond the limits of adhering to the debt
brake (EUR 38 bn, FinMin Lindner at Arbeitgebertag on Sep. 13th).

4.

Next fiscal relief package to be announced after regional elections in
Lower Saxony on October 9th? The Liberals might want to wait to
announce the next fiscal relief package until after the regional elections.

5.

New EU fiscal rules to be proposed by the Commission by the end of Oct.
The German proposal for reforms of EU fiscal rules was published in early
Aug. The (revised) fiscal rules will come back into force at the end of 2023
when the general exemption clause expires and governments will have to
start planning their 2024 budgets on the (revised) fiscal rules.

6.

Germany’s first national security strategy including its China strategy to
be presented by year-end.
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Source : ZDF Politbarometer, September 2022
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Germany: Data Calendar

Date

Time

Data

DB forecast

Last value

September

9.7

7.9

August

-1.5

1.9

Reporting period

29 Sep 2022

14:00

Consumer prices preliminary (% yoy, nsa)

30 Sep 2022

8:00

Retail sales (% mom, sa)*

30 Sep 2022

9:55

Unemployment rate (%, sa)

September

5.5

5.5

5 Oct 2022

8:00

Trade balance (EUR bn, sa)

August

4.1

5.4

5 Oct 2022

8:00

Merchandise exports (% mom, sa)

August

-1.0

-2.0

5 Oct 2022

8:00

Merchandise imports (% mom, sa)

August

0.0

-1.5

6 Oct 2022

8:00

New orders manufacturing (% mom, sa)

August

-1.0

-1.1

7 Oct 2022

8:00

Industrial production (% mom, sa)

August

-2.0

-1.0

21 Oct 2022

9:30

Manufacturing PMI (Flash)

October

47.5

48.3

21 Oct 2022

9:30

Services PMI (Flash)

October

46.0

45.4

25 Oct 2022

10:00

ifo business climate (Index, sa)

October

84.0

84.3

28 Oct 2022

10:00

Real GDP (% qoq)

Q3 2022

-0.5

0.1

*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
Marc Schattenberg, Sebastian Becker, Jochen Möbert
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Financial Forecasts

US

JP

EMU

GB

CH

SE

DK

NO

PL

HU

CZ

Key interest rate, %
Current

3.125

-0.10

1.25

2.25

6.75

12.95

7.00

Sep 22

3.125

-0.10

1.25

2.25

6.75

12.75

7.00

Dec 22

4.375

-0.10

2.50

3.25

7.00

13.50

7.00

Mar 23

4.875

-0.10

3.00

3.75

7.00

13.50

7.00

3M interest rates, %
Current

3.63

-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

3.68

0.25

2.02

3.83

Sep 22

3.55

0.22

1.20

1.93
1.85

Dec 22

3.85

0.22

2.05

Mar 23

3.85

0.22

2.15

EUR/USD

USD/JPY

EUR/GBP

Exchange rates
GBP/USD

EUR/CHF

EUR/SEK EUR/DKK EUR/NOK

Current

0.97

144.14

0.89

1.09

0.95

10.95

10.28

Sep 22

0.96

144.00

0.90

1.07

0.96

10.93

10.36

Dec 22

0.95

150.00

0.91

1.04

0.92

11.25

10.50

Mar 23

1.00

142.50

0.92

1.09

0.91

11.38

10.50

EUR/PLN EUR/HUF EUR/CZK
4.74

405.74

24.62

4.50

390.00

25.00

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

Q3
2021

Q4
2021

Q1
2022

Q2
2022

Q3
2022

Apr
2022

May
2022

Jun
2022

Jul
2022

Aug
2022

Sep
2022

99.8
98.8

96.7
94.3

95.2
92.9

92.5
86.5

87.2
78.7

92.0
86.8

93.2
87.1

92.3
85.6

88.6
80.3

88.6
80.5

84.3
75.2

105.0
-2.8
1.7
86.1

101.7
2.6
-4.7
85.8

99.6
-0.2
2.9
85.9

94.0
-0.7
-5.6
85.1

89.2

93.4
1.8
-1.7

95.0
0.5
-0.2

93.6
1.4
-0.3

90.3
-1.0
-1.1

90.4

86.9

-1.5
4.6
105.6

1.2
1.3
106.5

4.0
-0.8
101.9

-3.3
-13.6
94.0

-4.8
-16.3
90.8

1.8
0.5
95.0

0.0
-5.5
96.3

-1.3
8.1
93.2

94.0

90.5

-1.5
0.3
-24.6

-4.5
0.2
-31.0

-8.9
-0.6
-4.6

-19.0
-3.3
-16.7

-18.9
-5.1
-21.5

-18.3
1.6
-10.2

-19.9
-1.3
-18.1

-25.2
1.9
-12.9

4.6
0.9
0.5
44.5

-7.1
4.8
10.2
30.8

6.1
2.5
5.4
21.9

-8.5
6.4
10.3
9.8

-3.1
4.2
3.8
2.7

0.7
1.5
3.0
0.9

-1.4
4.2
0.1
6.2

1.3
-2.0
-1.5
5.4

5.5
-185.0
0.7
103.4

5.3
-116.3
0.9
103.4

5.1
-97.0
1.4
102.9

5.1
12.3
1.4
103.3

5.0
-11.0
1.5
102.7

5.0
-2.0
1.5
104.0

5.3
133.0
1.3
103.3

5.4
45.0
1.2
101.1

101.0

3.5
2.1

5.4
3.6

6.1
3.1

8.2
3.7

7.8
3.9

8.7
4.0

8.2
3.2

8.5
3.2

8.8
3.4

39.2
73.3

33.4
79.6

33.6
96.2

23.5
111.7

34.9
104.4

21.0
112.5

15.3
118.3

9.4
105.8

13.5
98.6

43.0
47.1

45.1
55.2

51.1
59.9

56.7
64.9

62.8
70.8

55.6
65.5

51.8
58.5

53.0
54.4

52.5
52.2

2.5
3.6
1.9

3.2
3.3
2.7

2.4
4.8
3.1

3.5
3.8
4.3

6.3

5.6

5.1

5.5

4.4
6.3

5.3
2.6

5.5
16.0

6.6
13.6

5.3
5.5
6.1
11.3

4.6
5.0
6.2
18.3

5.5
5.1
6.6
13.6

6.0
5.4
7.3
10.8

85.0

92.6

-24.1
3.0

5.5
28.0

% 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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maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency
conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors. The sensitivity of fixed-income instruments to macroeconomic shocks may be mitigated by
indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in
emerging markets. The index fixings may – by construction – lag or mis-measure the actual move in the underlying variables
they are intended to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating
coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons.
Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps
(swaptions) the risks typical to options in addition to the risks related to rates movements.
Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The appropriateness
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of these products for use by investors depends on the investors' own circumstances, including their tax position, their
regulatory environment and the nature of their other assets and liabilities; as such, investors should take expert legal and
financial advice before entering into any transaction similar to or inspired by the contents of this publication. The risk of loss
in futures trading and options, foreign or domestic, can be substantial. As a result of the high degree of leverage obtainable
in futures and options trading, losses may be incurred that are greater than the amount of funds initially deposited – up to
theoretically unlimited losses. Trading in options involves risk and is not suitable for all investors. Prior to buying or selling an
option, investors must review the 'Characteristics and Risks of Standardized Options”, at http://www.optionsclearing.com/
about/publications/character-risks.jsp. If you are unable to access the website, please contact your Deutsche Bank
representative for a copy of this important document.
Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i) exchange
rates can be volatile and are subject to large fluctuations; (ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes
in interest rates; and (iii) currencies may be subject to devaluation or government-imposed exchange controls, which could
affect the value of the currency. Investors in securities such as ADRs, whose values are affected by the currency of an
underlying security, effectively assume currency risk.
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at https://
research.db.com/Research/ on each company’s research page. Investors are strongly encouraged to review this information
before investing.
Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial adviser,
consultant or fiduciary to you or any of your agents (collectively, “You” or “Your”) with respect to any information provided in
this report. Deutsche Bank does not provide investment, legal, tax or accounting advice, Deutsche Bank is not acting as your
impartial adviser, and does not express any opinion or recommendation whatsoever as to any strategies, products or any other
information presented in the materials. Information contained herein is being provided solely on the basis that the recipient
will make an independent assessment of the merits of any investment decision, and it does not constitute a recommendation
of, or express an opinion on, any product or service or any trading strategy.
The information presented is general in nature and is not directed to retirement accounts or any specific person or account type,
and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in making Your decision.
The information we provide is being directed only to persons we believe to be financially sophisticated, who are capable of
evaluating investment risks independently, both in general and with regard to particular transactions and investment
strategies, and who understand that Deutsche Bank has financial interests in the offering of its products and services. If this
is not the case, or if You are an IRA or other retail investor receiving this directly from us, we ask that you inform us immediately.
In July 2018, Deutsche Bank revised its rating system for short term ideas whereby the branding has been changed to Catalyst
Calls (“CC”) from SOLAR ideas; the rating categories for Catalyst Calls originated in the Americas region have been made
consistent with the categories used by Analysts globally; and the effective time period for CCs has been reduced from a
maximum of 180 days to 90 days.
United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC.
Analysts located outside of the United States are employed by non-US affiliates that are not subject to FINRA regulations.
European Economic Area (exc. United Kingdom): Approved and/or distributed by Deutsche Bank AG, a joint stock
corporation with limited liability incorporated in the Federal Republic of Germany with its principal office in Frankfurt am Main.
Deutsche Bank AG is authorized under German Banking Law and is subject to supervision by the European Central Bank and
by BaFin, Germany’s Federal Financial Supervisory Authority.
United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester House,
1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the Prudential
Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial Conduct
Authority. Details about the extent of our authorisation and regulation are available on request.
Hong Kong SAR: Distributed by Deutsche Bank AG, Hong Kong Branch, except for any research content relating to futures
contracts within the meaning of the Hong Kong Securities and Futures Ordinance Cap. 571. Research reports on such futures
contracts are not intended for access by persons who are located, incorporated, constituted or resident in Hong Kong. The
author(s) of a research report may not be licensed to carry on regulated activities in Hong Kong, and if not licensed, do not hold
themselves out as being able to do so. The provisions set out above in the 'Additional Information' section shall apply to the
fullest extent permissible by local laws and regulations, including without limitation the Code of Conduct for Persons Licensed
or Registered with the Securities and Futures Commission. This report is intended for distribution only to 'professional
investors' as defined in Part 1 of Schedule of the SFO. This document must not be acted or relied on by persons who are not
professional investors. Any investment or investment activity to which this document relates is only available to professional
investors and will be engaged only with professional investors.
India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and registered
office at 14th Floor, The Capital, C-70, G Block, Bandra Kurla Complex Mumbai (India) 400051. Tel: + 91 22 7180 4444. It is
registered by the Securities and Exchange Board of India (SEBI) as a Stock broker bearing registration no.: INZ000252437;
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Merchant Banker bearing SEBI Registration no.: INM000010833 and Research Analyst bearing SEBI Registration no.:
INH000001741. DEIPL may have received administrative warnings from the SEBI for breaches of Indian regulations. Deutsche
Bank and/or its affiliate(s) may have debt holdings or positions in the subject company. With regard to information on
associates, please refer to the “Shareholdings” section in the Annual Report at: https://www.db.com/ir/en/annualreports.htm.
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type II
Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks involved in
stock transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations. We may also charge commissions and fees for certain categories of investment advice, products and services.
Recommended investment strategies, products and services carry the risk of losses to principal and other losses as a result
of changes in market and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial
products and/or services, customers should carefully read the relevant disclosures, prospectuses and other documentation.
'Moody's', 'Standard Poor's', and 'Fitch' mentioned in this report are not registered credit rating agencies in Japan unless
Japan or 'Nippon' is specifically designated in the name of the entity. Reports on Japanese listed companies not written by
analysts of DSI are written by Deutsche Bank Group's analysts with the coverage companies specified by DSI. Some of the
foreign securities stated on this report are not disclosed according to the Financial Instruments and Exchange Law of Japan.
Target prices set by Deutsche Bank's equity analysts are based on a 12-month forecast period..
Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number
in South Africa: 1998/003298/10).
Singapore: This report is issued by Deutsche Bank AG, Singapore Branch (One Raffles Quay #18-00 South Tower Singapore
048583, 65 6423 8001), which may be contacted in respect of any matters arising from, or in connection with, this report.
Where this report is issued or promulgated by Deutsche Bank in Singapore to a person who is not an accredited investor, expert
investor or institutional investor (as defined in the applicable Singapore laws and regulations), they accept legal responsibility
to such person for its contents.
Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should independently
evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank research may not be
distributed to the Taiwan public media or quoted or used by the Taiwan public media without written consent. Information on
securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a
recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch may not execute
transactions for clients in these securities/instruments.
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may undertake only the financial services activities that fall within the
scope of its existing QFCRA license. Its principal place of business in the QFC: Qatar Financial Centre, Tower, West Bay, Level
5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related financial products or
services are only available only to Business Customers, as defined by the Qatar Financial Centre Regulatory Authority.
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may undertake only the financial services activities that fall within
the scope of its existing CMA license. Its principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O.
Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by
the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services activities
that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial
Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank
AG. Related financial products or services are available only to Professional Clients, as defined by the Dubai Financial Services
Authority.
Australia and New Zealand: This research is intended only for 'wholesale clients' within the meaning of the Australian
Corporations Act and New Zealand Financial Advisors Act, respectively. Please refer to Australia-specific research disclosures
and related information at https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000521304.xhtml . Where
research refers to any particular financial product recipients of the research should consider any product disclosure statement,
prospectus or other applicable disclosure document before making any decision about whether to acquire the product. In
preparing this report, the primary analyst or an individual who assisted in the preparation of this report has likely been in contact
with the company that is the subject of this research for confirmation/clarification of data, facts, statements, permission to use
company-sourced material in the report, and/or site-visit attendance. Without prior approval from Research Management,
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analysts may not accept from current or potential Banking clients the costs of travel, accommodations, or other expenses
incurred by analysts attending site visits, conferences, social events, and the like. Similarly, without prior approval from
Research Management and Anti-Bribery and Corruption (“ABC”) team, analysts may not accept perks or other items of value
for their personal use from issuers they cover.
Additional information relative to securities, other financial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Backtested, hypothetical or simulated performance results have inherent limitations. Unlike an actual performance record
based on trading actual client portfolios, simulated results are achieved by means of the retroactive application of a backtested
model itself designed with the benefit of hindsight. Taking into account historical events the backtesting of performance also
differs from actual account performance because an actual investment strategy may be adjusted any time, for any reason,
including a response to material, economic or market factors. The backtested performance includes hypothetical results that
do not reflect the reinvestment of dividends and other earnings or the deduction of advisory fees, brokerage or other
commissions, and any other expenses that a client would have paid or actually paid. No representation is made that any trading
strategy or account will or is likely to achieve profits or losses similar to those shown. Alternative modeling techniques or
assumptions might produce significantly different results and prove to be more appropriate. Past hypothetical backtest results
are neither an indicator nor guarantee of future returns. Actual results will vary, perhaps materially, from the analysis.
The method for computing individual E,S,G and composite ESG scores set forth herein is a novel method developed by the
Research department within Deutsche Bank AG, computed using a systematic approach without human intervention.
Different data providers, market sectors and geographies approach ESG analysis and incorporate the findings in a variety of
ways. As such, the ESG scores referred to herein may differ from equivalent ratings developed and implemented by other ESG
data providers in the market and may also differ from equivalent ratings developed and implemented by other divisions within
the Deutsche Bank Group. Such ESG scores also differ from other ratings and rankings that have historically been applied in
research reports published by Deutsche Bank AG. Further, such ESG scores do not represent a formal or official view of
Deutsche Bank AG.
It should be noted that the decision to incorporate ESG factors into any investment strategy may inhibit the ability to participate
in certain investment opportunities that otherwise would be consistent with your investment objective and other principal
investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or higher than
portfolios where ESG factors, exclusions, or other sustainability issues are not considered, and the investment opportunities
available to such portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG
or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with
corporate responsibility, sustainability, and/or impact performance.
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