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Energy price inflation – this time is
different
Energy prices were the main driver of consumer price inflation (CPI) in Germany in
2021. The energy price component in German CPI – comprising household energy
(electricity, gas, heating oil) as well as petrol and diesel – rose by 10.4% on average
last year, contributing more than one percentage point to the annual inflation rate
(2020: -0.5 pp). The reasons for the sharp increase in energy prices are manifold: On
the one hand, global energy demand has increased drastically due to the
synchronised world economic recovery and higher mobility after the first corona
lockdowns in early 2020 and winter 2020/21. On the other hand, the global energy
supply has been severely disturbed by several external shocks and market
imbalances such as extreme weather events in the US in early 2021, technical
problems at gas fields and pipelines in Europe, low filling levels for gas storage
capacity in Germany, interruptions in the global logistics sector or trade issues
between China and Australia.
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Figure 1: Monthly consumer price developments
% yoy and contribution rates (in pp)
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What is more, climate policy measures contributed to the general price increase for
energy. In 2021, Germany introduced a new carbon levy (basically a tax) of EUR 25
per tonne of CO2 that affects heating oil, natural gas and liquid fuels. This measure
alone caused, for example, a price increase by 7.1 cent per litre of petrol and 8.0 cent
per litre diesel and heating oil, respectively, and added 0.46 cents per kWh to the
price of natural gas – a major source for heating in Germany.1
The overall CO2 price effect from the country's climate package on Germany’s 2021
inflation rate (both direct and indirect price raising effects net of any electricity price
dampening effects from the decrease in the EEG levy) were estimated to amount to
around 0.3 percentage points, according to Deutsche Bundesbank (see pages 3034 in the monthly report for December 2019 as well as footnote 13 on page 27 in the
monthly report for June 2020). In 2022, the implemented increase in the carbon levy
from EUR 25 to EUR 30 per tonne of CO2 could add another 0.2 percentage points,
according to the Bundesbank. A temporary factor that has further pushed up
Germany’s inflation rate in 2021 – and hence also Germany’s CPI energy price
component – was the reintroduction of the increase in the value added tax (VAT).2
The VAT effect contributed approximately more than a full percentage point to the
December 2021 inflation rate of 5.3%.
Time lag between commodity and producer prices and consumer prices
Consumer pockets are affected by higher world market prices for crude oil quite
directly at the pump. Service station operators can pass through these price
increases almost at an hourly basis. Diesel and petrol prices are currently roughly
20-25% higher than in early 2021. Moreover, the considerable increase in Brent
crude oil prices to more than USD 85 per barrel (a seven-year high) speaks against
a fast and marked slowdown in double-digit fuel price inflation.

Figure 2: Electricity prices for households
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See also en2x (Wirtschaftsverband Fuels und Energie e.V.) as well as BDEW (Bundesverband der
Energie- und Wasserwirtschaft). The new carbon levy increased prices for petrol, diesel, heating oil and
natural gas by around 5.5%, 7.1%, 16% and 7.7%, respectively (compared the annual average prices
for the year 2020), according to our calculations.
The VAT rate was temporarily reduced by 3 percentage points in H2 2020 as part of the coronavirus aid
packages.
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Regarding prices for electricity and natural gas, most private households have not
yet been fully affected by higher energy commodity prices. The reason is that
private households and utility companies usually have an annual contract that
includes a fixed working price for electricity or gas. Moreover, many energy
providers tend to smooth household energy prices by spreading the purchases of
the projected electricity/gas supply needs over time and mainly in the futures
market. Therefore, sharp swings in market prices usually do not immediately affect
household prices 1:1. However, energy suppliers have to satisfy additional energy
demand via spot market purchases, where prices have risen sharply.

Figure 3: Electricity prices for private households (consumption of 3,500
kilowatt hours)
% shares in the total gas price
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Given these sharp and stubborn price pressures, utilities have started to increase
their working prices for new contracts or have announced that the current price
conditions for existing contracts cannot be sustained any longer. Official statistics
show the discrepancy between consumer prices for natural gas and electricity and
the price at upstream stages of the value chain. That said, producer prices for
electricity were up 74% yoy in December 2021. However, consumer prices for
electricity were up by 3.6% “only”. The price difference is even bigger for natural
gas: Producers prices (gas production) were 353% higher in December compared
to the pre-year level. At the same time, consumer prices increased "just" by 7.5%
in the same month.

Figure 4: Energy prices: More to
come for private households
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The worst is probably still to come for private households in terms of price increases
for natural gas and electricity. In 2022 as a whole, prices might increase by more
than 20% for gas on average and by more than 15% for electricity. In that case,
higher gas and electricity prices would substantially boost Germany’s inflation rate
in 2022. Given their shares in the overall CPI basket (of 2.6% for electricity and 2.5%
for natural gas), such price hikes could on their own raise the headline rate by up to
1 pp (2021: 0.1 pp).
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Politics have already provided or signalled some relief to electricity and natural gas
consumers by further reducing the EEG levy – a mark-up on the electricity price to
finance the expansion of renewable energies – or raising winter fuel payments
(subsidies) to private households struggling to pay higher gas bills. However, the
considerable reduction in the EEG levy in 2022 (by around 2.8 cent per kWh or
around 8½% of total electricity price) will be more than offset by higher electricity
purchase prices as well as rising network charges that a part of the electricity bill.
Based on current prices, the planned full abolishment of the EEG levy could ease
price pressures in 2023 by almost 10% (everything else being equal). However,
whether the planned abolishment of the EEG level does indeed reduce the overall
electricity price remains uncertain given persistent price pressure at market price
components and network charges.

Figure 5: Natural gas prices for private households
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“Greenflation”: Structural factors are likely to keep energy price inflation high
A more ambitious climate and energy policy will very likely continue to raise
consumer price inflation over the medium term. Rising CO2 prices (via the national
carbon levy or the EU wide emissions trading system) will lead to a permanently
higher price trend for fossil fuels (oil/gas heating, fuels). Moreover, it will affect costs
for electricity generation given that 43% of Germany’s total electricity generation
is based on coal and natural gas (data as of 2021). The share of fossil fuels in
electricity generation could even increase in 2022 since three nuclear power plants
went off the grid in late 2021. Overall, this weakens the widespread argument of
viewing energy price increases as temporary.
Thus, consumers could be confronted with climate policy-induced higher energy
price inflation (“greenflation”). This is because consumers have few alternatives
(heating, mobility, etc.) in the short run and therefore must carry rising energy costs.
In addition, the path towards a climate-friendly economy requires enormous
private and public investments in new infrastructure. These climate-related
investment goods compete for already limited production capacities (particularly
skilled labour shortages amid rapid population ageing), intensifying price pressures
in the capital goods, construction and craft sectors. Already in 2021, construction
investment prices increased by more than 8% (as measured by the deflator for
construction investment activity in the overall German macro economy).
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The intended replacement of traditional CO2-intensive production processes by
more climate-friendly alternatives (e.g. production of steel based on green
hydrogen) will lead to higher costs at various inputs into the value chain and
ultimately drive consumer goods prices higher. The demand for some raw materials
(e.g. copper, rare earths) is predicted to rise by the intended electrification of larger
parts of the economy, which will impact the overall price level, too.

Figure 6: Natural gas prices for private households (one-family houses)
% shares in the total gas price
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On top of such demand and tax effects, other regulatory measures (e.g. bans, limits,
quotas) will lead to higher prices on the supply side. For example, energy efficiency
requirements for buildings leads to higher costs for homeowners and tenants in the
short and medium term, if these requirements can only be met through extensive
renovation and refurbishment measures. Furthermore, if certain technologies are
banned, alternative technologies are initially probably more expensive (otherwise
they would probably have already been used), another leg up for inflation. Even
subsidies for climate-friendly technologies have price effects since demand for
such technologies usually increases faster than supply. Finally, restrictions on
international trade in goods introduced, for example, to protect energy-intensive
industries in the EU (Carbon Border Adjustment Mechanism, CBAM) can also have
a price-increasing effect on the products concerned because they make trade more
expensive. In sum, climate policy affects prices through many direct and indirect
channels, so that the fight against climate change is no free lunch.
More diversification of energy supply needed
The long-term hope is that the shift to renewable energies will lead to an abundant
and cheap energy supply (thanks to ultimately low marginal costs of renewable
energies once they are installed). However, it is unclear if and by when we might
reach such a new energy world. For the time being, more diversification in
traditional energy supply could help to mitigate imbalances in global energy
markets. Currently, Germany imports more than 50% of its natural gas and more
than one third of its mineral oil from Russia, making Russia Germany’s single most
important supplier for energy. The share of Russia in total German gas imports has
increased of late, since gas fields in the North Sea are running low. Therefore,
Germany is relatively vulnerable to spikes in natural gas prices (e.g. triggered by
geopolitics).
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Global gas markets are set to become more diversified during the next few years
given the rise of LNG infrastructure (Liquified Natural Gas). Global LNG trade has
increased during the last few years. For example, US LNG exports were more than
60 times higher in 2020 than they were in 2015 (fracking and new LNG
infrastructure). Still, Germany cannot replace Russian gas deliveries by such
sources in the short term. The gas pipeline Nord Stream 2, currently part of the
political tensions between Russia and the US/EU/NATO, might even increase
Germany’s dependency on Russia in the next few years. In the medium term,
however, more LNG infrastructure provides an alternative for Germany (and the EU
as a whole), to bridge the gap until renewables are taking over.
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Bank'). Though the information herein is believed to be reliable and has been obtained from public sources believed to be
reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-party websites in this
report are provided for reader convenience only. Deutsche Bank neither endorses the content nor is responsible for the
accuracy or security controls of those websites.
If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or
is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche Bank may act as
principal for its own account or as agent for another person.
Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own account
or with customers, in a manner inconsistent with the views taken in this research report. Others within Deutsche Bank,
including strategists, sales staff and other analysts, may take views that are inconsistent with those taken in this research
report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked analysis,
quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ from
recommendations contained in others, whether as a result of differing time horizons, methodologies, perspectives or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on. Analysts
are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading
and principal trading revenues.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do not
necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides liquidity
for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes have
shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for
equities are listed as Catalyst Calls on the Research Website (https://research.db.com/Research/) , and can be found on the
general coverage list and also on the covered company’s page. A Catalyst Call represents a high-conviction belief by an analyst
that a stock will outperform or underperform the market and/or a specified sector over a time frame of no less than two weeks
and no more than three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with
Deutsche Bank salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a nearterm or medium-term impact on the market price of the securities discussed in this report, which impact may be directionally
counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche Bank has
no obligation to update, modify or amend this report or to otherwise notify a recipient thereof if an opinion, forecast or estimate
changes or becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and
company-specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole
discretion of the coverage analyst or of the Research Department Management, and the majority of reports are published at
irregular intervals. This report is provided for informational purposes only and does not take into account the particular
investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation of an offer to buy or
sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a
product of the analyst’s judgment. The financial instruments discussed in this report may not be suitable for all investors, and
investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to
change without notice, and investment transactions can lead to losses as a result of price fluctuations and other factors. If a
financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
affect the investment. Past performance is not necessarily indicative of future results. Performance calculations exclude
transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the previous
trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is also sourced from
Deutsche Bank, subject companies, and other parties.
The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our
organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect to our
research are available on our website (https://research.db.com/Research/) under Disclaimer.
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay
fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these cash flows), increases
in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the
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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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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