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Open borders in the EU – essential also for Germany. The EU is working
towards a better coordination of the national COVID-19 policies. This
should prevent renewed border closures at least for goods and labour.
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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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Germany: Q3 GDP surprise. A rear mirror view – but
obstacles right in front
n

The 8.2% rebound in Q3 GDP made for an almost V-shaped recovery from
Q2's 9.8% slump, leaving the GDP level just 4.2% below Q4 2019, i.e. anteCOVID-19.

n

However, even during the course of Q3 activity softened and the massive
rise in new infections put a brake on daily mobility and service sector
confidence in October.

n

Although the November lockdown will directly affect only about 2% of the
economy's gross value added, it will together with indirect effects in other
parts of the economy (retail, investment) likely trigger a GDP drop of about
½%, even in the rather optimistic scenario where restrictions succeed in
squashing new infections and will be completely abolished by the end of
November.

n

Still, courtesy of the stellar Q3 rebound annual GDP growth is now expected
to fall by "only" 5.2% compared to -5.5% forecasted in September. The Q4
GDP drop and a overall difficult winter half will limit the 2021 GDP recovery
to 3% in 2021.

Figure 3: Apple mobility index:
Driving

Source : Apple mobility data

Figure 4: Pedestrians in major
German shopping streets

Figure 6: Apple mobility index: Germany

Source : Hystreet.com

Figure 5: COVID-19 related Google
searches

Source : Apple mobility data

Q3 GDP surprised big time ...

Source : Google

The whopping 8.2% qoq increase in German Q3 GDP was clearly above consensus
and our own expectations, although we had highlighted the upside risks in recent
weeks. GDP was still 4.1% lower than a year ago and 4.2% below Q4 2019, the last
quarter ante-COVID-19. The rebound was driven by the bounceback of those
components which caused Q2’s 9.8% slump (revised from -9.7%): Private
consumption, higher investment spending and a strong rise in exports. As always
the Statistical Office only provided some commentary, detailed figures will be
published on November 24th.As indicated by the 2.2% drop in September retail
sales, the economic momentum had already slowed in the course of Q3.
Deutsche Bank AG/London
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… but momentum tapered off during the course of Q3 and in October
Survey data for October showed a further improvement in the manufacturing sector
driven by strong demand from abroad, however, expectations weakened
considerably. In the services sector the impact of weaker expectations drove the
whole business climate lower. Clearly, increasing infection rates and more social
distancing, evident in the declining daily mobility trackers, have left their mark.

November lockdown will push Q4 into negative territory
With retailers staying open, the lockdown starting on November 2 will affect a
smaller part of the economy compared to the one in April. This time the hospitality
industry and culture , entertainment and sports are the main focus. In 2019 the
hospitality industry accounted for 1.7% of gross value added, culture,
entertainment and sports contributed 1.4%. Owing to the pandemic, their current
weights should be substantially smaller. Despite an impressive rebound real
turnover in the restaurant business was still down by about 20% yoy in August. As
a result of hygienic restrictions visitors of professional sport events (Bundesliga)
were nowhere near the 2019 numbers. In October the number of moviegoers was
not even 1/3 of last year’s number. Assuming that the share of the two sectors in Q3
gross value added might be at best 2%, the loss of one month’s output would be
worth round EUR 5bn or 0.65% of quarterly GDP, if all business in these sectors were
shut down completely. In reality the impact will certainly be less, given, for example,
take-away or online distribution channels.
Figure 7: Turnover in the restaurant industry

Source : Federal Statistical Office

On the other hand turnover in the retail sector, although not affected by the
lockdown itself, is expected to suffer from stricter hygiene regulations which are
introduced, for example, by most supermarket chains, which will limit customer
turnover, in addition to more social distancing as already evident in high-frequency
mobility trackers. Although, this time European borders remain open for goods (see
article "Open borders in the EU – essential also for Germany" on page 47), the even
more serious pandemic situation and more restrictive lockdowns in most
neighboring countries will leave their imprint in Q4 exports, despite still solid
demand from some emerging markets, particularly China. The disruption risk for
global value chains seems to be relatively low, as infections in factories seem
comparatively rare. Therefore, manufacturing could even be a stabilising factor
over the coming month, in sharp contrast to the lockdown in March and April.
Surveys and anecdotal evidence pointed to a strong rebound in business
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confidence – at least until the end of September. Surging infection rates not only in
Europe, the renewed lockdowns and the expectation of at least four long and
difficult months1 will provide a dampener for investment spending in Q4, in
particular in the services sector.
All in all, headwinds will most likely cause the German economy to double-dip.
Especially since it is probably too optimistic to assume that December will again be
business as usual even if lockdown measures were suspended by the end of
November as planned. In contrast to May were the end of the first lockdown
resulted in substantial boost due to catching-up effects, there will be very limited
pent-up demand given the nature of the businesses affected by the lockdown. More
likely we will see business being hampered by a gradual reduction of the lockdown
measures or still high social distancing, as infection rates are unlikely to come down
as quickly as in May when warmer weather added greatly to the lockdown effect on
the virus spread. In October, business cycle in personal income expectations of
German consumers took a hit sending them down to levels seen back in June. The
willingness to buy dropped while savings intentions increased again. This
development will almost certainly become even more distinct in November.
Chances for a quick reversal in December are probably small.

Figure 8: Expectations: Optimism waning

Figure 9: Foreign orders & global IP (LEI)
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2020 GDP drop now 5.2%, and growth rate for 2021 revised down to 3%
The stunning Q3 number and the expected ½% drop in Q4 will result in an annual
GDP decline of 5.2%, compared to the previously expected -5.5%.
While we already assumed a weaker winter half in earlier forecasts, the renewed
GDP drop in Q4 and further sluggishness in Q1 imply a softer start into 2021.
Therefore we have reduced our 4.5% growth forecasts to 3%, but admit that this
assumes a substantial improvement of the pandemic situation brought about by
warmer weather, better treatments and hygienic concepts, better protection of
corona risk groups and the advent of vaccines.
Stefan Schneider (+49 69 910-31790, stefan-b.schneider@db.com)

1

Chancellor Merkel in her government policy statement, Oct 29th .
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Inflation outlook 2020-22: Dampened by COVID-19, but
empty government coffers might soon drive up stateadministered prices
n

The COVID-19 pandemic has not only triggered a record decline in global
GDP, but also dampened CPI inflation. The pandemic has driven up prices
for some goods and services, e.g. because supply chains were disrupted or
companies had to spend more on hygiene and distancing measures.
Nevertheless, the price-dampening factors clearly predominate, at least for
now.

n

At the same time, the COVID-19 pandemic has changed households’
consumption patterns. If one considers that the annual price change for the
goods/services which are in higher demand due to COVID-19 has been
considerably above the one for goods/services that are in lower demand,
one can conclude that officials might have understated “actual” price
trends to a certain degree. Also, the statistical offices also have to cope with
major challenges during the collection of consumer price data.

n

The VAT cut in July might numerically drive down the annual CPI inflation
rate by roughly a full percentage point – provided the tax rate cut is fully and
immediately passed on to consumers. The actual effect, however, might
indeed be lower. Based on the assumption that only half of the tax cut is
passed on, the VAT cut might still lower the annual inflation rate by 0.6 pp.
Next year, the reversal of the VAT cut (estimated effect: +0.8 pp and 0.4 pp,
respectively, if the VAT hike is fully passed on or by only 50%) will push
inflation significantly up again.

n

As the fiscal burdens become ever more evident, it does not seem
unreasonable to expect prices for some administered goods and services to
rise strongly in the near future. There are examples of past periods of
financial difficulty when the government hiked administered prices
considerably. Still, hikes in administered prices should have only a limited
effect on overall inflation as these goods and services have a relatively
moderate weight in the basket. However, if administered prices rose
substantially more than today – say, for example, at a similar pace as
observed last in 2004 (when administered prices increased by +5.8) – this
would lift the annual headline CPI inflation rate considerably by around 0.7
pp.

n

In 2020, headline inflation looks set to be dampened by lower energy prices
and the temporary VAT cut. Next year, higher energy prices and the reversal
of the VAT cut on 1 January 2021 will push inflation rate significantly up
again. After dropping to c. 0.5% in 2020, we expect the CPI to rise to 1.4%
in 2021 and 1.6% in 2022. This is based on the expectation that core inflation
will be higher again in 2021/22 at 1.4% and 1.2%, respectively, compared
to just around 1% in 2020.

COVID-19 pandemic dampens inflation and reduces transparency
Chronically low rate of inflation depressed further by the pandemic
The COVID-19 pandemic has not only triggered a record decline in global GDP (in
terms of both rapidity and depth), but also dampened consumer price inflation in
the large developed economies (USA, euro area, Japan). Euro-area inflation, which
was already chronically low before, has been depressed further by the pandemic.
In October, the headline rate of the harmonised index of consumer prices (HICP) for
the euro area was negative, at -0.3% yoy. This development was caused by weak
economic and demand growth, which led to a drop in core inflation, and by
significant one-off effects, such as a considerable decline in energy prices and the
Page 6
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temporary VAT cut in Germany (figure 10).

Figure 10: Euro area: Headline inflation rate is
in negative territory

Figure 11: Euro area: Core inflation has plummeted
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In particular, energy prices, which dipped due to the oil price slide, have driven
headline inflation downwards (price effect in October 2020: c. -0.8 of a pp) (figure
10). France is the only one of the four large euro-area economies where the HICP
rate was slightly above zero in September. In contrast, Italy (-1.0%), Spain (-0.6%),
and Germany (-0.4%) have registered clearly negative rates of inflation in
September. Core inflation rates (i.e. the HICP excluding volatile energy and
unprocessed food prices) have also dropped like a stone since spring. While core
inflation is still positive in Germany, France and Spain, it has become negative in
Italy (figure 11). For the euro area as a whole it stood at +0,4% yoy in October.
The pandemic has driven up prices for some goods and services, for example
because supply chains were disrupted or companies had to spend more on hygiene
and distancing measures. Nevertheless, the price-dampening factors clearly
predominate, at least for now. In Germany, the decline in energy prices (September
2020: -6.6% yoy; energy prices have a weight of 10.9% in the HICP basket;
dampening effect: -0.7 pp) has by far more than offset the price-driving impact of
higher food prices caused by a shift in demand from the hospitality sector to food
retailers and by drought-related bad harvests.2 The national CPI shows a similar
trend (figure 12).

Figure 12: CPI: Energy and food
prices
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Pandemic changes private consumption patterns ...
The COVID-19 pandemic has changed not only absolute and relative price
developments, but also households’ consumption patterns. Household spending
for some goods and services, such as eating out, holiday trips or shopping,
obviously declined considerably, at least for some time. This may have been caused

2

18
Energy*

19
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Food

* Household energy and fuels
Source : Federal Statistical Office, Deutsche Bank Research

In April, price increases for unprocessed food were quite high, at 9.6% yoy (weight in the HICP basket:
2.8%). In the meantime, however, price pressures have considerably abated. In September 2020, prices
were up only 0.8% yoy. Against this backdrop, the inflationary effect on the headline CPI index declined
from 0.3 pp in April to 0.02 pp.

Deutsche Bank AG/London
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by infection fears and/or by administrative regulation. In short, the actual weights
of individual goods and services in the CPI basket have changed considerably since
the beginning of the crisis (compared to the official ones). Since it is impossible to
capture these statistical shifts in real time (the latest regular review of the CPI
weights took place in 2018 and used 2015 as a basis year), the official consumer
price statistics do not fully reflect actual developments at this moment in time (more
on this further below).
A recent special evaluation by the Federal Statistical Office has shown that demand
for selected sanitary products and food has temporarily risen, in part considerably.
For example, toilet tissue sales in the 42nd calendar week were almost double
(+89.9%) the pre-crisis average (calculated for the months from August 2019 to
January 2020). Sales of disinfectants and soap were up by almost three-quarters
(72.5%) and two-thirds (62.3%), respectively, from their pre-crisis levels. At the
same time, sales of flour and yeast rose by more than one-quarter (+28.4%) and
one-third (34.8%) from their pre-crisis levels. While, taken by themselves, these
increases are considerable, the panic buying will not really affect the informative
value of the official rate of inflation, mainly because these products have only a
small weight in the basket used to calculate headline CPI inflation.3
Still, there were also shifts in demand in other groups of goods and services, which
have a larger weight in the official basket. As these shifts were sometimes quite
considerable and continued for months, the informative value of the official
inflation statistics is, indeed, compromised to some extent. For example,
households spent less money on eating out, going to the cinema, the zoo, concert
or theatre performances and on holiday trips and flights. Spending on public
transport (train tickets, urban transport) and seasonal clothes probably dropped,
too, as people worked increasingly from home and many spare time activities were
drastically curbed. In contrast, expenses for electricity and water (remember,
people worked from home) and food (people also cooked at home instead of going
out or eating at the staff restaurant) probably rose considerably. Moreover, many
private households have likely increased the spending on furniture and IT
equipment (PCs, equipment, software). Even though the downward price trends for
IT equipment have eased since the end of 2019, prices for these goods continue to
fall (see figure). The annual inflation rate of furniture increased substantially in the
lockdown months of March/April (from 0.5% in February to up to as much as 2.6%
in April). However, in September it stood at only -0.1% – possibly also due to the
lowered value added tax rate.4
Our calculations show that the above mentioned goods and services comprise a
total share of almost one third in the CPI basket. That said, goods/services on which
households might have spent much more income during the pandemic (compared
to what they usually do in “normal” times) comprise a somewhat smaller share in
the consumer basket (around 14%) than those goods/services which might have
been consumed less (roughly 18%). If one considers that the annual price change
for the goods/services which are in higher demand was considerably above the one
for goods/services that are in lower demand (over the period March-September),
one can conclude that officials might have understated “actual” price trends to a

3
4

Flour and other cereal products have a weight of only 0.36 per mil. in the national CPI basket.
These groups of goods and services have a weight of almost one third in the basket for headline inflation.
Their individual weights are as follows: restaurants and hotels 4.7%; leisure activities and culture 3.7%;
package tours 2.7%; passenger and goods transport 2.4%; clothes and shoes 4.5%; electricity and
water 3.9%; food 8.5%, furniture 1.3% and IT equipment 0.6%.
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certain degree (figure 13). The higher yearly inflation rate for goods/services in
higher demand is mainly the result of price trends for food and electricity. At this
stage, we would like to highlight that the above assessment can only give a very
rough preliminary indication. The question to which degree the above described
changes in consumption patterns are caused by transitory or structural effects
cannot yet be answered at this point in time.

... and makes it more difficult to determine prices for goods included in
the CPI
Apart from the shifts in demand mentioned above, which have considerably
changed households’ spending and consumption patterns (which makes it more
difficult to forecast household consumption), the statistical offices also have to
cope with major challenges during the collection of consumer price data.5 This is
largely due to the fact that prices for some goods were fully or partially
unobservable due to administrative bans (for example of large events such as rock
concerts) and/or recommendations (travel warnings for risk areas or quarantines
for returnees) or because demand for (or supply of6 ) certain goods and services was
limited or non-existent.

Figure 13: CPI: Inflation rate for
goods/services in higher demand is
higher than that for less consumed
goods/services

% yoy and contributions to annual inflation rate in pp,
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As products and price reports went missing and on-site surveys in shops were
restricted, the statistical offices had to “impute” (i.e. estimate) the prices for
numerous goods and services included in its basket.7 In particular, during the
lockdown months of April and May, a significant number of goods and services
prices had to be imputed in Germany and most other EU countries. According to a
Eurostat evaluation, the share of imputations peaked in April, at 29% for the EU and
32% for the euro area. Imputation rates were particularly high for industrial goods
(excluding energy; 36%) and services (40%). Above-average rates of imputation
were registered in France (47%), Spain (37%) and Italy (40%); in Germany, the rate
was 27%.
While price collection has clearly become less difficult after the end of the lockdown
(in July, the imputation rate for the EU-27 was only 3%), imputation rates may again
rise considerably in autumn and winter, i.e. during the periods of new (partial)
lockdowns. In Germany, the average imputation rate for the CPI was only 2.8% in
September across all groups of goods and services included in the basket.
However, it was still elevated for some groups. For example, it amounted to about
one-fifth in the group “leisure, entertainment and culture” (weight in the basket: c.
11.4%). Moreover, the imputation rate in this group has recently increased
considerably again, in contrast to most other groups (August rate: 9.9%).

At the moment, price-dampening factors are stronger than price-driving
factors
While the COVID-19 pandemic is obscuring the consumer price outlook, pricedampening factors are likely to predominate, at least in the short term. The

5
6

7

See “Impact of the Corona pandemic on price collection”. Federal Statistical Office (13 October 2020).
For example, long-distance buses did not run at all between 18 March and the end of May 2020. In April
and May, plane travel (frequency of flights, number of destinations) was considerably reduced, both
within Germany and internationally.
In such a case, the Statistical Office initially uses its regular update mechanisms. For example,
temporarily unobservable prices are updated on the basis of prices observed for similar goods. If that
is impossible, prices from the preceding month are used, provided that the prices for the relevant goods
or services are relatively stable. Special update methods are used for seasonal goods (such as seasonal
foodstuffs, package holidays or hotel stays) in order to take into account the seasonal patterns. For
example, prices for package holidays are calculated using the rate of increase registered in the same
month of the preceding year.
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slowdown in core inflation is not really a surprise, seeing that the economy has
suffered a major dip, uncertainty remains high and people are reluctant to go
shopping (the household savings ratio is rising). As the number of short-time
workers is still high, unemployment figures are rising and the trade unions are
working to preserve jobs, future wage increases look set to be smaller than before
– apart from the recent agreement for the public sector which foresees a tariff
increase of at least 3.2% for public service employees (distributed over more than
two years).
Moreover, the past has shown that core inflation tends to be very moderate when
the overall output gap is clearly negative, i.e. production capacities were
considerably underused (figure 15). Declining compensation of employees should
also have a disinflationary effect in 2020 (figure 16). Due to significant supply-side
downward pressure on short to medium-term price developments (see above),
both core and headline inflation are likely to remain comparatively low for the
foreseeable future, even though prices for some services have risen strongly due to
hygiene and social distancing rules, which drive up costs. For example, haircuts for
men/children were 7.1% yoy more expensive in September. Still, haircuts (which
have become considerably more expensive) have only a small weight in the basket
(0.7%), and moreover, prices for other goods, for example clothing and footwear
(which were not sold), declined considerably due to the pandemic.

Figure 15: Rising capacity utilisation
shoud lead to upward pressures on
core inflation

Figure 16: Core inflation vs.
compensation of employees
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Temporary VAT cut will dampen inflation in 2020 and boost it in 2021
when it is reversed
In addition to the oil price slide from c. USD 64/barrel in January to less than USD
20 in April, the temporary VAT cut is another one-off factor which weighs on
inflation. The VAT cut will apply for the period from 1 July until 31 December 2020
and was included in the federal government’s fiscal package. The regular VAT rate
was lowered from 19% to 16%, the reduced rate from 7% to 5% (see figure 14).
About 70% of the goods and services in the German CPI basket are subject to either
the reduced or the regular VAT rate; the remaining c. 30% are exempt from VAT. For
example, no VAT is levied on net rents (which have a relatively high weight of 19.6%
in the basket).
According to calculations by the Federal Statistical Office, the VAT cut will dampen
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Figure 14: CPI: Headline inflation rate
in the context of the VAT
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consumer price inflation by about 1.6%, provided that it is fully and immediately
passed on to consumers (figure 17). However, the impact is different for each group
of goods and services, as some goods and services are subject to the regular and
others to the reduced rate. If the VAT cut is passed on in full, product prices should
decline by 2.5% or 1.9%, respectively, depending on whether the relevant product
is subject to the regular or the reduced rate. Prices for VAT-exempt goods and
services will obviously not change.
Figure 17: CPI: Effects of the July VAT cut on the inflation rate (price effect in %)
Total - all items
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Source : Federal Statistical Office, Deutsche Bank Research

Figure 18: CPI: Effects of the July VAT cut on the inflation rate (price effect in %)
Total - all items
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Source : Federal Statistical Office, Deutsche Bank Research

Even though it is impossible to observe the actual impact of the VAT cut (there is no
legal obligation to pass it on in full), the measure are likely to have lowered prices
considerably and thus dampened inflation (figures 14 and 17). In fact, the CPI
declined 0.5% mom in July (i.e. less than the calculated effect of 1.6%). However,
that does not necessarily mean that producers passed on only a small share of the
VAT cut to consumers. In the first place, prices tend to rise at a given trend rate, and
in the second, other one-off effects at the micro level may have an impact on overall
price trends. If we assume that, apart from the VAT cut, prices would have risen at
a certain rate in July 2020 (for example, at the average monthly rate registered in
July during the past five-year period 2015-19), it seems that producers passed on
the VAT cut to a significant extent – at least on average perspective for the overall
CPI index (figure 18). However, one should bear in mind that the above findings are
based on historical averages for monthly price changes in the months of July. That
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said, averages might not be the ideal proxy during uncertain/volatile economic
times (which are further affected by various special effects). Therefore, the above
findings should be interpreted with caution and can only give a rough indication.
Eurostat also calculates how the HICP would have developed if taxes had remained
unchanged. According to this calculation, the VAT cut reduced the annual HICP rate
by about 2.1 percentage points in September 2020. In other words: Without the VAT
cut inflation would not have become negative in September, at -0.4% yoy, but would
have been clearly positive, at c. 1.7% (figure 19). Thus, the numerical effect of the
value added tax rate cut on the HICP is even more pronounced than on the national
CPI (of around 1.6 pp). The difference between the two can be explained by different
weightings of the individual goods/services included in the price baskets as well as
their different tax treatments (application of the reduced/normal tax rate; taxable
vs. tax-exempt). A large part of the variation can be already explained by housing
rents which are tax-exempt from the value added tax. For example, basic rents
comprise a much larger share of 19.6% in the national CPI basket (fixed weight;
basis year: 2015) compared to actual rentals for housing in the HICP basket
(capturing a share of 10.7% – which is updated on an annual basis).

Figure 19: HICP: Numerical effect of
the VAT cut on the inflation rate
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Empty government coffers might cause hikes of administered prices in
the near future
Even though inflation is likely to remain low in the short to medium term and cause
the ECB to loosen the reins further, the ultra-expansionary monetary and fiscal
policy has significant price-driving effects. However, it is not consumer prices, but
asset prices (equities, real estate) which are rising strongly. The persistent,
significant price increases for residential properties may drive consumer price
inflation up in the future as rents rise. Both the CPI and the HICP use average rents
for existing tenancy contracts, which is why they do not fully reflect the pricedriving impact of higher rents for new tenancy contracts in popular cities. That is the
reason why rent increases are not (yet) feeding through to the official price indices.
In contrast to rents, administered prices may soon rise more strongly. The
pandemic has led to significant revenue losses and higher expenses at the local,
federal and state levels of government and in the social security system. Local
governments in particular were hit hard by the lockdown in spring. First, a major
source of revenue, namely trade taxes, dried up (trade taxes obviously depend on
the overall economic situation), and second, their expenses jumped, above all in the
field of social security. In addition, revenues from fees and contributions declined
considerably, for example for kindergartens, museums, theatres, etc. Public
transport has come under considerable financial strain as well, as passenger
numbers have dropped, but regular service has to be maintained.
While the federal government and the federal states have provided substantial
funding to the local authorities to cope with the coronavirus crisis (see the article on
public finances in Focus Germany: “Sounding out the Q2 GDP slump” (26 June
2020)), it remains to be seen whether this support will be sufficient to mitigate
considerable fiscal consolidation pressures, which may make many local
authorities attempt to raise revenues by hiking administered prices. According to
Eurostat, administered prices currently (2020) account for 12.4% of the overall
HICP basked. This percentage is the sum of the weights of directly administered
prices (6.7%) and partially administered prices (5.7%). Directly administered prices
include, for example, water and wastewater fees, waste collection fees,
administrative fees, hospital fees, kindergarten and childcare services fees, public
transport prices or nursing fees. Museum tickets, library fees, zoo tickets, dental
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care fees or prices for pharmaceutical products are partially administered.
During the last four years (2016-19), administered prices tended, on average, to rise
somewhat more slowly than the overall CPI (1.2% vs 1.3%). During the past year,
however, they left the overall CPI behind (1.6% vs 1.4%). And in September, the rate
of inflation for administered prices was considerably above the general rate of
inflation, at 1.4% yoy versus -0.4% yoy. In the first nine months of the year (JanuarySeptember 2020), administered prices also rose more strongly than the overall CPI
(1.7% yoy vs 0.7% yoy). A main reason for these divergent developments is the fact
that many state-administered prices are tax-exempt from the value added tax rate.
This is true e.g. for general and special practice, hospital services, care services for
elderly and disabled persons, entry fees for public theatres, orchestras, zoological
gardens, museums, or sewage disposal and refuse collection. As a result of this,
there was hence no noticeable price dampening effect from the value added tax
reduction in July. Moreover, because state administered prices are characterised
by a very low or non-existent level of market competition – meaning that the price
elasticity of demand is very low or tends to zero – administered prices could be
potentially raised during times of demand weakness much more easily than nonadministered prices. Also, demand weakness should not put downward pressure
on administered prices – while it does so for non-administered goods.

Figure 20: HICP: Administered prices
vs.headline inflation rate

Figure 21: Admininistered prices
(HICP) vs. German public finances
(national accounts data)
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As the pandemic-related economic crisis continues and the fiscal burdens become
ever more evident (in its “Draft Budgetary Plan” the federal government forecasts
high overall deficits of 6 ¼% and 4 ¼% of GDP for 2020 and 2021, respectively), it
does not seem unreasonable to expect prices for some administered goods and
services to rise strongly in the near future. There are examples of past periods of
financial difficulty when the government hiked administered prices considerably.
For example, administered prices for goods and services jumped in 2004 when the
government posted a sizeable financial deficit (figures 20 and 21). In the 1990s
administered prices also rose at an above-average rate for many years due to the
immediate fiscal burdens of the German unification (figure 22). However, a
counterexample is the aftermath of the global financial crisis when administered
prices rose only very moderately (at an average rate of 1.0% between 2010 and
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2014) and hence much less than the overall price level (at around 1.6%) (see figure
20). In addition to strained local finances, the difficult situation of the statutory
health and old-age care insurance system may drive administered prices up (via
prices for medical services). The recent wage agreement for the public sector,
which foresees major wage rises for nurses and will result in additional spending of
EUR 4.9 bn for the local authorities and EUR 1.2 bn for the federal government until
it runs out at the end of 2022, may also lead to pressure on administered prices.
Representative of the public health insurance have already warned that the recent
tariff agreement will exacerbate the financial situation of the public health
insurance system. Already today, the public health insurance system has both to
consume its financial reserves and to hike the supplementary contribution rates
(the average supplementary contribution rate is set to increase by 0.2 pp in 2021).
The resulting increase in costs for care services is likely to be mainly passed on to
people that need care by leading to an increase in own contributions (see FAZ as of
27th of October 2020).

Figure 22: Financial balance (national
accounts) vs. administered prices
(CPI)

Figure 23: HICP: Effect from
administered prices on the headline
inflation rate
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Still, hikes in administered prices should have only a limited effect on overall
inflation as these goods and services have a relatively moderate weight in the
basket. This is true at least as long as prices are not raised excessively. However, if
administered prices rose substantially more than today – say, for example, at a
similar pace as observed last in 2004 (when administered prices increased by +5.8)
(see figures 20 and 23) – this would lift the annual headline CPI inflation rate
considerably by around 0.7 pp.

Inflation outlook 2020-22
This year, headline inflation looks set to be dampened by lower energy prices and
the temporary VAT cut. We expect the CPI energy component to decline by almost
5% on a yearly average (for comparison 2019: +1.3%). This will lower the headline
inflation rate by roughly ½ pp in 2020 (see figure 25). This price dampening effect
is expected to clearly dominate the price rising effect from higher food prices
(roughly 0.2 pp on the headline inflation). Finally, the core inflation rate should ease
back noticeably (to only 1% in 2020 from 1 ½% in 2019). The VAT cut in July might
numerically drive down the annual CPI inflation rate by roughly a full percentage
point – provided the tax rate cut is fully and immediately passed on to consumers.
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Deutsche Bundesbank comes to a similar conclusion regarding the HICP inflation
rate (see Monthly Report from June). The actual price dampening effect, however,
might be indeed lower. Based on the assumption that around half of the tax cut is
passed on to consumers the VAT cut might still lower the annual inflation rate by
around 0.6 pp.

Figure 24: HICP: Energy component
is set to rise again due to higher oil
prices

Figure 25: Consumer price inflation
outlook for 2020-22
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Next year, higher energy prices (2021F: +1%; price-raising effect on inflation of
around 0.1 pp) (see figures 24 and 25) and the reversal of the VAT cut on 1 January
2021 (estimated effect: +0.8 pp and 0.4 pp, respectively, if the VAT hike is fully
passed on or by around 50%) will altogether push the inflation rate significantly up
again. Moreover, the climate package adopted in 2019 will also result in higher
prices. The planned introduction of carbon pricing for transport and construction
will drive prices up and more than offset the price-reducing impact from the
reduction of the surcharge under the Renewable Energy Act (which should lead to
lower electricity prices). Taken together, Deutsche Bundesbank expects the two
measures to drive prices up by c. 0.3 of a pp in 2021 and 0.2 of a pp in 2022.8
As several factors will dampen inflation for structural reasons (recession, underuse
of production capacities, wage and shopping moderation), inflation looks set to be
quite moderate in 2021 nevertheless. After dropping to c. 0.5% in 2020, we expect
the CPI to rise to 1.4% in 2021 and 1.6% in 2022 (figure 25). This is based on the
expectation that core inflation will be higher again in 2021/22 at 1.4% and 1.2%,
respectively, compared to just around 1% in 2020. In 2022, higher energy prices are
expected to be the major driver of higher CPI inflation.
In the medium to long term, i.e. for the years after 2023, inflation risks may increase.
For example, declining competitive and price pressures on the back of potentially
higher market concentration (keyword: possible wave of bankruptcies) might drive
prices up. Once pent-up demand is released, catching-up effects may lead to higher
prices in some segments, at least temporarily. Finally, upward price risks are
generally stemming from the ultra-expansive monetary and fiscal policies.
Sebastian Becker (+49 69 910-21548, sebastian-b.becker@db.com)

8

See the footnote on p. 24 of the Monthly Report of Deutsche Bundesbank for June 2020.
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German labour market: Renewed weakness in the winter
half
Until early autumn, the German labour market enjoyed a period of stabilisation.
Unemployment fell by 35k in October (rev. Sep: -10k, Aug: -11k). However, these
figures only reflect the economic momentum observed until the renewed sharp rise
in new COVID-19 infections. Both total employment (Sep: -1.4% yoy) and
employment subject to social security contributions (Aug: -0.3% yoy) are still
significantly below the previous year's figures, according to the latest data
available. The sharp rise in COVID-19 infections, the looming negative economic
fallout and particularly the "lockdown light" in November suggest that the German
labour market situation will deteriorate in the coming months. Both voluntary and
compulsory social distancing is likely to continue to have a particularly negative
impact on service companies that rely on personal interaction. This is true all the
more so as the recent mandatory lockdown measures are targeted at many
personal services sectors again.
Figure 26: German labour market stabilised in Q3
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Figure 27: Leading labour market indicators do not yet reflect the latest
COVID-19 developments
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In particular, the recent positive employment signals from the services sector PMI
should therefore not be overinterpreted. The same applies to the latest results of the
ifo and IAB leading labour market indicators. Although October data still signal a
stable labour market situation in the coming months, the surveys ended even before
the sharp rise in corona infections and the new lockdown measures. Despite the
recovery in German industry, which is mainly based on the resurgent global
demand, job cuts continue to predominate. The employment component of the
Purchasing Managers' Index (PMI) for industry has now been continuously in the
contractionary range of below 50 points for over 20 months.
Against this backdrop, unemployment in seasonally adjusted terms is expected to
rise by a total of around 30k people in the remaining two months of 2020. This is
likely to be due to higher inflows from employment and training as well as lower
outflows from unemployment.
In addition, labour market policy measures by the Federal employment agency
(BA), which have so far helped to curb the unemployment increase in the statistics,
could be scaled back again as a result of social distancing measures, as already
observed in Q2. In that case unemployment could rise by an additional 50k people
during Q4. Nevertheless, the increase will likely to be weaker than observed from
April to June (+193k), as labour market policy measures are increasingly using
virtual formats. Most recently, the BA reported that the latest data are likely to
overstate the decline in underemployment, as support measures are currently not
fully covered or the usual projections for their uptake are not available.
The much cited use of short-time working has so far helped to limit the rise in
unemployment. But recent ifo nowcast estimates point to a slower decline in the
usage of short-time work. In October, the number of employees on short-time work
probably fell to 3.3m (Sep: 3.7m). This still correspond to 10% of employees subject
to social security contributions. In particular, the recovery in various industrial
sectors should have benefited from the availability of qualified personnel on
demand. In retrospect, there is some discrepancy between the ifo nowcast
estimates and the BA projections, as the latter only refer to the cyclical short-time
working allowance, while the ifo survey does not distinguish between different
types of short-time working. On the other hand, the ifo estimates cover the current
month, while the corresponding BA projections are only available with a two-month
delay.
However, the sectoral breakdown of ifo suggests that in October 29% (330k) of
employees in the metal industry are still working short time (mechanical
engineering: 29% (320k), electrical and electronic industry: 23% (185k)). With the
restrictions imposed on the hospitality industry and other services sectors, the
number of short-time workers of around 286k (Oct.) is likely to increase again.
The ifo Institute notes that, in retrospective the comparison with the
available BA figures, its estimates clearly overstated short-time work
usage in trade, construction and other economic services, while the estimate
for manufacturing was broadly in line with the BA projections.
Due to the now more subdued economic outlook for 2021, companies are likely to
remain reluctant to hire. Furthermore, business models in various sectors could
prove outdated in the medium term and lead to further redundancies. With the
reapplication for bankruptcy filings coming into force again next year, an increasing
number of notifications by small companies in particular can be expected. This, too,
will not leave the labour market unaffected. Taking all these effects into account, we
Deutsche Bank AG/London
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currently do not expect the unemployment rate to fall in 2021, but to rise to 6.5% in
2021, after 6% in 2020.
Marc Schattenberg (+49 69 910-31875, marc.schattenberg@db.com)
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Prepare the German healthcare sector for regional
bottlenecks – protect risk groups better
n

n

As COVID-19 infection figures rise and the infection pattern becomes more
diffuse, many local public health authorities find themselves unable to trace
the potential chains of infection or make targeted quarantine
recommendations even today. That is one reason behind Germany’s
lockdown light in November. The public health authorities simply need
more staff, and policymakers are already working on the issue. The
pressure on the local public health authorities might be lightened if more
people used the “Corona-Warn-App” (the German warning app for
smartphones) and took personal responsibility for following up on infection
chains.
The situation in the hospitals is still more benign. At the moment, the
number of COVID-19 patients requiring intensive care is below the peak
registered in April. Even if daily new infections rise to 25,000, hospitals are
unlikely to meet their limits on average. Nevertheless, there is a (rising)
possibility of regional bottlenecks, mainly due to a lack of qualified nursing
staff. Warnings are getting louder in this respect. This may be avoided by
reserving a certain number of beds for a potential inflow of COVID-19
patients and by better coordination. Hospitals are planning to relocate
other nursing staff to the intensive care units. Once the official number of
acutely infected patients rises to 400,000, the intensive care units in
German hospitals might reach their limits; as of now, 171,000 people are
acutely infected.

Figure 28: Rising trend
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Figure 29: Growth rate of new deaths
remains relatively low so far
Cumulative new COVID-19 infections and
deaths in Germany, % change vs. previous day*
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Healthcare sector so far not at its limits
Since the beginning of the COVID-19 crisis, one of the main political aims has been
to avoid overburdening the German healthcare system. In spring 2020, lockdown
measures were taken in order to reduce the rate of increase in COVID-19 infections,
which had temporarily become exponential. This gave hospitals time to prepare
their intensive care units for the treatment of seriously ill COVID-19 patients,
enabled hospitals and retirement and nursing homes (among others) to implement
hygiene standards and allowed the local public health authorities to increase their
capacities for tracing back potential chains of infection. The threshold of 50 new
infections per 100,000 inhabitants within seven days was introduced because, up
to this limit, the local public health authorities should be able to trace local infection
chains and make and implement targeted quarantine recommendations. The
recent lockdown light for November was justified by similar arguments.
So far, the virus has not overtaxed Germany’s healthcare system. However, as the
number of new infections has risen and infection patterns have become more
diffuse over the last few weeks, the question of whether the German healthcare
system is sufficiently equipped to deal with a second wave of the virus has
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resurfaced. What does the current situation look like, particularly in comparison to
spring 2020? Which figures are really important? When might the healthcare
system reach its limits, be it in certain regions or nationwide? And which preventive
measures make sense?

Capacities of local public health authorities and hospitals are key in the
coronavirus crisis
Two key parameters determine whether the healthcare system can deal effectively
with the virus. The personnel and technical resources of the local public health
authorities are one of them; they determine whether contacts of infected people
can be reliably traced back, whether targeted quarantine recommendations can be
made and monitored and whether useful hygiene standards are implemented at
companies or events. Hospital capacities are the second factor, particularly with a
view to the number of beds in intensive care units and the availability of protective
gear and qualified staff.

Local public health authorities: Tracing back chains of infection is
becoming considerably more difficult
During the last few weeks, infection figures have risen above the threshold of 50 per
100,000 inhabitants within seven days in more and more German districts and
cities. Currently, 351 districts are above this limit. This includes 197 districts and
cities with 7-day incidence rates of even more than 100 (as of 1 November 2020).
The ability of contact tracing depends on two factors:
1.

First, there is the ratio between the number of inhabitants of the district or
city and the number of public health officials available for contact tracing.
While we do not have statistical data on this ratio, there are probably
significant differences between individual districts and cities. For example,
Main-Kinzig-Kreis, a district in southern Hesse, has about 420,000
inhabitants. At a 7-day incidence of 100, public health officials will have to
follow up the contacts of about 420 people. In contrast, only 105,000
people live in Vogelsbergkreis, a district in central Hesse. If the 7-day
incidence rate rises to 100, only 106 people’s contacts will need to be
traced back. While we have not received information on the number of
local health officials who are responsible for tracing the infection chains,
the conditions are likely to vary considerably.

2.

Second, the infection pattern is important. In case of a local outbreak, for
example in a retirement or nursing home, a refugee shelter or a company,
it is usually easier to follow up on people’s contacts and make targeted
quarantine recommendations. During the last few months, there have
been some such outbreaks, which were quickly brought back under
control by targeted measures. Recently, however, the infection patterns
have become much more diffuse, thus making contact tracing more
difficult. At last week’s press conference Chancellor Merkel stated that in
75% of all new cases it was impossible to determine when and where the
infection took place. One reason for this more diffuse infection pattern is
the high number of parties held/visited by younger people in particular, .
Contact tracing becomes particularly difficult if a large number of infected
persons is asymptomatic or suffers only from mild symptoms. They can
pass on the virus to others without even knowing it. In these cases, it is
often quite impossible for infected people to list all their contacts. And in
any case, the number of contacts varies greatly. A survey conducted by
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WDR, NDR and Süddeutsche Zeitung9 among German local public health
authorities in summer 2020 found that, on average, every infected person
had about five contacts belonging to “category 1”.10 However, some local
public health authorities had to follow up as many as 80 contacts per
infected person. If we apply the average number of contacts to the district
with the highest current 7-day incidence rate (Marburg-Biedenkopf:
299.5), we arrive at the conclusion that 1,500 contacts per week will need
to be traced.

Many local public health authorities already beyond their limits
As the number of cases is rising in absolute terms and the infection patterns
become more diffuse, many local public health authorities are already working at
or beyond their limits. Contact tracing is being delayed. This accelerates the
spreading of the virus, as asymptomatic infected persons are not asked to go into
quarantine.
This development is the main reason behind the new lockdown. Policymakers had
already tightened rules for wearing masks, limited the number of guests at private
parties and events, required restaurants and pubs to close at a set hour and asked
people in general to limit private contacts and stay at home before the renewed
lockdown.
As long as the number of infections stays high, the public health authorities are
unlikely to feel any relief and precautionary measures will remain in place. Some
restrictions will almost certainly be continued after the end of November. While the
federal government’s communication during the crisis has met with criticism and
representatives of all parties have been calling for returning power to the
parliaments (see our article below on the German corona policy) , the precautionary
measures are unlikely to be relaxed until the 7-day local incidence rates drop reliably
back below 50 or 35 and the local public health authorities are better able to trace
the chains of infection again.
The lockdown will lead to considerable losses in the affected sectors, even though
state support programmes will compensate firms with up to 50 employees; they
can apply for 75% of their revenues registered in November 2019. This applies, for
example, to hotels and restaurants. Hotels and restaurants have implemented farreaching hygiene measures in the last few months, and according to the Robert
Koch Institute, only a very small number of identified infections can be traced back
to stays at hotels or meals at restaurants. Nevertheless, the hospitality sector is
likely to suffer from a drop in demand in the coming weeks, even beyond November.
The important pre-Christmas business will probably be disappointing, unless the
lockdown in November succeeds in reducing new infections palpably. Quite apart
from the lockdown, clubs and bars will suffer even more (even after they are allowed
to reopen) because it is more difficult to implement social distancing rules in these
environments than in restaurants, for example.

More staff for the local public health authorities and better protection of
corona risk groups
Policymakers are trying to increase the resources of the local public health

9 See tagesschau.de (2020). Fünf Kontaktpersonen pro Corona-Infiziertem.
10 Contacts belonging to “category 1” are people who have been in close contact (i.e. with a distance of
less than 1.5 metres) with an infected person for more than 15 minutes or people who have stayed in
the same room as an infected person for more than 30 minutes (regardless of the distance) if the
concentration of infectious aerosols in that room was high.
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authorities. Any money spent on this purpose is well invested. A conference
between the federal and the Länder governments decided in mid-October that, in
order to provide more staff to public local health authorities, public servants may be
moved to the health authorities and students or other volunteers may be trained and
deployed. In addition, many districts have already asked the army for support in
contact tracing. According to the conference decision mentioned above, the army
may line up to 5,000 soldiers in the short term and up to 15,000 in a few weeks’ time
to provide the necessary support.
Moreover, it would be helpful if even more people used the Corona-Warn-App and
entered their infection results. By now, more than 21 million people have
downloaded the app. By October 28, somewhat close to 30,000 users had shared
a positive test result on the app, i.e. slightly more than 10% of aggregate infections
since the app’s launch in mid-June. It is not certain whether users accept the new
features of the app, such as explanations of symptoms to make warnings more
tangible. In any case, it would be helpful if people took responsibility, even if they
do not use the app. For example, people could phone or text their recent contacts
if they find out that one of their own contacts has become infected with the virus.
In that case, they should temporarily suspend any further contact anyway,
regardless of the lockdown. This is something most people should support – after
all, this is only common sense.
Beyond strengthening the public healthcare system, it is particularly important to
protect corona risk groups, who might suffer from a severe form of COVID-19, if the
infection pattern is diffuse. The ultimate goal is to prevent severe illness and deaths.
This means that hygiene rules for staff and visitors in hospitals and nursing homes
should be complied with or even tightened. Still, complete social isolation of
nursing home residents is something to be avoided, as it is detrimental to health and
well-being, too. The decision of the federal and state governments of 28 October
emphasises that quick tests should be made available to retirement and nursing
homes in particular in order to ensure the best possible protection, even as infection
rates in general rise, and allow safe contacts. The expense for these tests will be
borne by the federal government.
In short, many local public health authorities will have to go beyond their limits in
the coming weeks. The public health authorities simply need more staff and better
technology, and policymakers are already working on the issue. Once the local
public health authorities are better able to trace local infection chains, restrictive
measures can be lifted or replaced by more targeted efforts. This might help to
prevent an extension of the general lockdown beyond November and to limit the
economic damage.

Situation in hospitals still more benign but it will get worse
2,061 COVID-19 patients are currently being treated in intensive care units in
Germany (as of 1 November 2020). This is equivalent to about 1.2% of all infections
officially registered by the RKI. The number of patients in intensive care units has
risen steadily over the last few weeks. For several weeks during the summer, only
about 250 COVID-19 patients needed intensive care on average. The peak was
reached on 18 April, with more than 2,900 patients receiving intensive care. In other
words: while the number of infections is considerably higher than in spring right
now, the number of intensive care patients is still significantly below the peak in
April. This is mostly due to the fact that, on average, those infected are younger than
at the beginning of the crisis. Older people run a bigger risk of needing intensive
care. Moreover, many asymptomatic cases among younger people probably
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remained undetected in March and April, so that the number of infections at that
time is likely to have been above the official figures.
If the number of new infections rises, more and more patients will require intensive
care after some delay. The peak on 18 April, for example, was reached two to three
weeks after the peak of daily new infections. Still, already at the beginning of April
a similar number of patients needed intensive care as today (at the beginning of
April, the threshold of 2,000 intensive care patients was crossed). Back then, the
virus quickly spread to retirement and nursing homes, which is why the number of
deaths also rose quite rapidly. Neighbouring countries registered a similar pattern,
with the number of COVID-19-related deaths significantly higher in March/April
than today.
Due to the delay between new infections and potential intensive care the number
of patients in intensive care is likely to rise in the coming days and weeks. This will
put hospitals under pressure. At the moment, nearly 28% of all intensive care beds
in Germany are available. The percentage has not declined until recently. At the
peak of the first wave in April, even more beds were available (40%) because nonurgent operations were postponed and hospitals were asked to keep beds available
for severe COVID-19 cases.
In absolute terms, close to 8,000 intensive care beds are currently free. According
to the DIVI register of intensive-care capacities, Germany has a total of about 29.000
intensive-care beds, and more might be provided in time. It is an open question,
however, if enough qualified staff would be available to care for all free bed
capacities that are officially registered.

Figure 30: More intensive care beds
occupied again
Number of COVID-19 patients in intensive care
treatment
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Source : DIVI

In a scenario, we assume that the number of daily new infections rises to 25,000 and
stabilises near that figure as the lockdown measures take effect. In that case, the
number of acute cases (assuming that the average length of the infectious period
is ten days) would rise to about 250,000 and remain there, as long as the number
of new infections does not increase further. We assume as well that the share of
intensive care patients rises from currently 1.2% to 2%, for example because the
number of infections in homes caring for high-risk groups increases again. In that
case, about 5,000 COVID-19 patients would require intensive care. And even then,
hospitals would, on average and across Germany, be quite well able to treat every
patient. The number of intensive care patients would be higher if they stayed in
intensive care for more than 10 days on average.
Still, these calculations are based on a key assumption, namely that sufficient
nursing staff for the intensive care units is available. Health and work safety for this
group needs to be given priority; again, quick tests can play a major role. If there is
not sufficient staff, any additional intensive care beds will be considerably less
useful.
Moreover, individual cities or regions with high infection numbers might see their
treatment capacities reach their limits during the winter. As a rule, more intensive
care beds are needed during the winter anyway, and in some regions, more than
90% of all available intensive care treatment places are taken. That is why hospitals
in these cities and regions (and possibly in nearby regions) should keep some beds
free as a precaution, for example by postponing non-urgent surgeries. Moreover,
COVID-19 patients might be moved from one region to another in a coordinated
effort to equalise capacity utilisation. The warnings of bottlenecks in hospitals in
certain regions haven become louder of late. Personnel could become the first
Deutsche Bank AG/London
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limiting factor.

400,000 acute infections may be a critical threshold
Under the assumptions outlined above, hospitals might reach their limits once the
number of (official) acute infections rises to about 400,000. The higher the number
of older patients, the more difficult the situation becomes. If, as in March/April,
hospitals have more free beds at their disposal and if corona risk groups are well
protected, hospitals will not reach their limits even if the aggregate number of acute
infections rises to 500,000 or more. However, this forecast assumes that staff in
hospitals is well protected against infection and that sufficient equipment and
drugs are available, particularly for patients on ventilators.
Once again, thorough protection of risk groups is essential to prevent the
healthcare system from becoming overtaxed. If we succeed in this effort,
restrictions can be eased and lifted earlier, which will help to limit the damage to the
economy and social life. Moreover, one may wonder whether the number of new
infections is a suitable measure to gauge the seriousness of the crisis. It seems that
the numbers of patients in intensive care and available intensive care beds are just
as important. Since we must learn to live with the virus, the main aim should be to
prevent the disease from taking a serious turn and leading to premature deaths.
The key message is this: increase resources in the healthcare sector (local public
health authorities), keep capacities available (hospitals) and protect corona risk
groups in order to keep any economic and social damage during the second wave
as small as possible. Ultimately, the success of all measures will depend to a large
extent on all parties behaving responsibly and carefully.

Vaccine unlikely to be broadly available before mid-2021
The world is urgently waiting for an effective, secure and sufficiently tested COVID19 vaccine. Worldwide, more than 200 projects are underway. More than ten
potential candidates have entered the third stage of the clinical trials and are being
tested on several thousands of people. Most experts believe that a vaccine will be
available by the beginning of 2021. Nevertheless, it will probably take until mid2021 before it is available for large groups of the population. It will therefore take
several months to inoculate a sufficiently large number of people to stop the virus
from spreading further and to get COVID-19 under control. We should get used to
the idea that the virus will continue to affect our lives (in the form of social distancing
and hygiene rules) for some time to come and remain a burden on the healthcare
system probably into 2022.
Eric Heymann (+49 69 910-31730, eric.heymann@db.com)
Marc Schattenberg (+49 69 910-31875, marc.schattenberg@db.com)
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Surge in corporate insolvencies hitting German banks
n

The corporate sector in Germany has become less vulnerable in terms of
funding over the past two decades. The equity capital ratio has risen a lot
and the share of bank loans in total liabilities has declined materially. This
is particularly true for small and medium-sized enterprises whose funding
structure has become more similar to that of large firms.

n

This improved resilience should help the sector to weather the corona
shock. In addition, financing conditions remain clearly favourable: banks
have hardly tightened lending standards, the government has issued
unprecedented credit guarantees, lending rates are still close to record
lows, and the ECB is eagerly buying corporate bonds which many
companies are currently issuing.

n

Nonetheless, corporate insolvencies inevitably will rise as a result of the
deep recession, with the economy expected to shrink this year by about as
much as during the Great Recession. The German government has waived
until September/December the obligation to file for bankruptcy if
insolvency is caused by the corona crisis. As a consequence, until now,
insolvency numbers have continued to fall instead of rising but this may
change soon. Bundesbank expects a maximum increase of 36% until Q2
2021, to a level last seen in 2013, but it leaves out the waiver effect.
Including this, the surge may be delayed somewhat, and the number of
zombie firms may increase.

n

Rising loan losses will have a significant impact on the German banking
sector. It is already among the weakest in Europe and exhausted by many
years of zero interest rates and low structural growth. Banks were
moderately profitable post-financial crisis only thanks to loan loss
provisions far below the historical norm. With those climbing considerably
– and possibly tripling, the industry will probably dip deeper into lossmaking territory in 2020.

Figure 31: Significantly improved
capital position of smaller firms
Equity capital as % of total assets
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The corona pandemic has hit the German economy hard and triggered a
massive recession, as in many other countries. Output is expected to drop by
5.2% yoy and thus by a similar magnitude as in the aftermath of the financial crisis.
The corporate sector is suffering considerably and many firms will not
survive a collapse in demand. How big is the impact going to be, and what
will it mean for German banks?

Funding position of the corporate sector in Germany
German companies have significantly strengthened their balance sheets for a long
time. Over the past 20 years, equity ratios have climbed, especially at SMEs. As of
end-2017, the latest date available, equity capital accounted for 29% of total assets
at SMEs (i.e., firms with less than EUR 50 m in annual turnover) and 32% at large
companies, up from 9% and 27% in 1997, respectively. Over the same period of
time, the share of bank loans has shrunk substantially, again more so at SMEs
(down 16 pp to 22%) than at large firms (down 3 pp to 6%).11 Instead of mostly
relying on bank credit, German companies have diversified into other sources of
debt, particularly via bond issuance on capital markets and intra-group loans.
Overall, this more balanced funding structure bodes well to weather a crisis.
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Figure 32: SMEs become less reliant
on bank credit
Bank loans as % of total assets
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Source : Bundesbank, Deutsche Bank Research

11 For a more detailed breakdown and a vulnerability analysis by industry, see Schildbach (2020).
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Figure 34: Strong negative
correlation: Economic growth &
insolvencies
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However, this time, the peak of insolvency filings in Germany may be different than
in the past and in most other countries (where it might already be reached [late] this
year) as the legal goalposts have changed. The federal government had issued a
waiver for mandatory insolvency notifications if insolvency is caused by the
coronavirus recession. It kicked in on March 1st and lasted in its initial form until the
end of September, since which a weaker version remains in place until year-end. It
continues to allow firms that are insolvent but still have enough liquidity to cover
ongoing payment obligations not to file for bankruptcy. Hence, many firms may
have postponed insolvency proceedings until the current quarter, even some
whose troubles are not related to the pandemic. Similarly, it is quite conceivable
that some companies, which are required to start the process now as they do not
meet the conditions for the extension, postpone it even further until next year in the
hope that their business finally turns the corner somehow.
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Nevertheless, weaker firms are constantly leaving the market, and the pandemic
recession has hit sectors quite disproportionately. Empirically, there is a strong
relationship between a weak performance of the economy as a whole, measured by
real GDP growth, and rising corporate insolvency numbers. In 2009, e.g.,
insolvencies increased by 12% yoy as GDP contracted by 5.7%, while subsequently,
the economy expanded and insolvencies declined in every single year of the past
decade. Hence, corporate insolvency numbers should grow substantially as a
result of the current crisis, because the business model of some firms turns out not
to be viable any longer.

% of GDP
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Adjustments to the legal framework

Figure 33: Credit to non-financial
corporations
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Another strength is the overall low indebtedness of the corporate sector in
Germany. Total debt amounts to only 61% of GDP, compared to 109% in the euro
area on average and 78% both in the US and the UK. German corporate debt has
risen only gradually in recent years, in line with a pickup in loan growth which has
outpaced nominal GDP growth since 2018. This has driven up the debt ratio from
a low of 53% in 2011, but it remains moderate and sustainable, at least on
aggregate.

Corporate insolvencies

Source : Federal Statistical Office, Deutsche Bank Research

What makes this recession unique
Even beyond the extraordinary – though temporary – legal changes, past recessions
offer only modest insights into the likely path of corporate insolvencies.
n

First, the current crisis is broader in nature than any other in recent history
as it affects manufacturing and services sectors alike, in contrast e.g. to the
Great Recession.

n

Second, the slump comes after the longest economic expansion since
German reunification which has enabled many companies to strengthen
their balance sheets, but has also slowed structural change and led to the
buildup of hidden weaknesses that may come to the surface only now.

n

Third, financing conditions and in particular (record-low) interest rates have
been more benign than ever going into this recession, as the ECB never
really exited the emergency support measures it adopted in the wake of the
financial and European debt crises.

n

Fourth, the German insolvency law was changed materially at the turn of
the millennium, limiting comparability of current numbers with prior
periods, e.g. during the post-dotcom downturn.
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Essentially, and with these caveats, this leaves only the financial crisis-induced
Great Recession as a reference point. Back then, absolute insolvency numbers
were far higher than today. On an annual basis, they climbed by 12% from 29,200
in 2007 to 32,700 in 2009, before starting a gradual decline which has continued to
this day. More granularly, the quarterly average rose from about 7,300 in both 2007
and 2008 to 8,200 in 2009 when it began to retreat again. The peak was reached in
Q3 2009, half a year after the trough of the recession, when 8,600 German
enterprises filed for bankruptcy. This was 21% more than in the same quarter two
years before and the biggest such increase during this recession.

Still favourable financing conditions
The similar depth but broader nature of the current downturn would suggest a more
pronounced jump in insolvency figures than back in 2008/09. The massive hit to the
tourism, restaurant, retail and culture & events industries with their large number
of very small firms could push up absolute numbers particularly, even though the
total affected loan volume could remain manageable.12

n

n

n

n

n

Even at the peak (so far) of the corona crisis, only 13% of German banks
tightened their lending standards for small and 14% for large companies,
compared to the previous quarter. During the financial crisis in 2008/09, the
tightening was much more forceful, with shares of up to 42% and 52%,
respectively, of all banks participating in the bank lending survey.
What contributed to this far milder reaction was the different stance of the
government which in spring swiftly issued unprecedented guarantees that
largely shield banks from the credit risk of newly granted loans. This
ensured firms’ continued broad access to funds and essentially eliminated
the risk of a credit crunch.
As a result, despite bank credit already expanding for six years, loan growth
with non-financial corporations has remained fairly strong even since the
breakout of the pandemic half a year ago. Though somewhat more
moderate now, it was still 4.6% yoy in September.
Interest rates remain at or close to record lows. Corporations have to pay
only 1.4% p.a. on average for a new large loan (EUR > 1 m) and 1.8% for
smaller amounts, the same as self-employed and non-corporate
businesses. This is only one-third of the interest rates German firms still had
to pay at the end of 2008, at the peak of the financial crisis.
The ECB, in contrast to the financial crisis, is engaged in a large-scale
corporate bond purchase programme, in addition to the even larger
government bond programme. This strong demand from an “anchor
investor” has triggered a surge in supply across the EMU, including
Germany where corporations have issued a net EUR 30 bn in new bonds
since the programme was announced in March.

Overall, this should indeed be sufficient to prevent a major funding shock to the
German corporate sector.

12 The impact on society may depend primarily on the number of people losing their job or working only
short-time, while the impact on banks may depend mostly on the size of the companies getting into
trouble and the respective loan volume. In this regard, preliminary evidence points towards a relatively
high share of large firms in current insolvencies. Source: Creditreform (2020).
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Figure 35: Bank lending survey:
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Figure 36: Corporate lending rates by
loan size
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In addition to funding support, the government is providing massive support
directly to companies’ P&L, not least through a short-time working scheme by
which it is covering compensation costs for millions of employees (the measure had
already proven its effectiveness during the Great Recession), as well as through
value-added tax cuts which can either boost corporate profit margins or prop up
demand.

Outlook for insolvency numbers
Taking all these factors into account, the outlook for corporate insolvencies is highly
unclear. Even up-to-date estimates vary a lot. While some observers forecast an
increase in full-year figures in 2020 and a decrease next year13 , others, pointing
towards the notification waiver, expect a decline this year and the emergence of a
sizeable number of zombie enterprises.14 Bundesbank, ignoring the waiver,
projects a rise both this year and next, with the quarterly peak to be reached at 6,400
in Q2 2021 in its – hypothetical – scenario.15 This would be a maximum increase of
36% from the starting low of 4,700 in Q1 2020.

Figure 37: Corporate insolvencies
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Factoring in the notification waiver, the curve most likely will have a slightly
different shape. Insolvency filings will probably begin to rise later, not before Q4, but
more steeply, and could overshoot the Bundesbank’s theoretical peak in summer
2021. In any case, a figure of 6,400 per quarter would be the highest since the
European sovereign debt crisis in 2013. Still, given the current second wave, these
numbers do look rather benign to us.

Realised
Bundesbank forecast excl.
notification waiver
Source : Federal Statistical Office, Bundesbank, Deutsche Bank
Research

Impact of credit losses on banks
Accordingly, banks will see a surge in loan losses. Of course, these are not confined
to the corporate loan book but also stem from private households who are not able
to service their debt. Provisions to cover future losses have already risen
substantially at those German banks which report quarterly or biannual results. For
the sector as a whole, with its many small, unlisted savings banks and cooperative
banks as well as subsidiaries of foreign banks, transparency is modest. But loan loss
provisions during the financial crisis and during the bursting of the new economy
bubble in the early 2000s can serve as an indication of what is likely to come. In
2007/08, provisions rose by 160%, from EUR 14 bn in 2006 to a peak of EUR 37 bn.
Between 2000 and 2002, they increased less but still doubled, from EUR 16 bn to
EUR 32 bn.
In the current situation, there is truly enormous uncertainty, with the interplay of
extraordinary (and unprecedented) fiscal and monetary support measures as much
unclear as the further course of the pandemic and its economic damage.
Nonetheless, considering these past examples a well as interim results of some
larger German banks, a tripling of provisions in 2020 compared to the prior year
does not seem far-fetched. This would imply a burden of EUR 20 bn for the P&L and
thus still less than at the peaks of the two previous crises.

Figure 38: German banks: Major P&L
components
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13 See Atradius (2020).
14 See IW Köln (2020), and also ifo (2020). There are differing definitions as to what constitutes a “zombie”.
Most focus on a firm’s ability to cover interest expenses with its cash flow, measured by the interest
coverage ratio. It divides a company’s earnings before interest and taxes (EBIT) by its interest payments.
In addition to that, other criteria are sometimes used as well. In the absence of a commonly agreed
definition, various sources have reached different conclusions regarding the share of zombies in all
German firms: e.g., according to Banerjee and Hofmann (2020), it is about 10% and has been flat over
the past decade, while Deutsche Bank (2020) sees it at around 25% and about 10 pp higher than 10 years
ago – despite drastically lower interest rates.
15 See Bundesbank (2020).
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Structural weakness of German banks, ever more entrenched
A major difference to previous recessions, however, is the very limited earnings
strength of the industry going into the crisis. While in 2000 and 2006, (post-tax)
return on equity of the German banking system was at least 6.1% and 7.5%,
respectively, last year the banks already made losses (-0.4%), according to figures
from the Bundesbank. Corresponding data published by the ECB at times can
deviate slightly, due to sample and reporting differences. On that basis, German
banks were still barely profitable last year, but nevertheless posted the second
weakest result of all banking systems in the entire EU, behind only Greece.

Figure 39: Post-tax ROE of European
banks
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Figure 40: Interest income suffering
from zero rates, despite loan growth
picking up
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Structurally low growth is another reason for German banks’ weak profitability.
Excluding trading book derivatives which have only been reported on-balance
sheet since 2010, total assets at the onset of the corona crisis were lower than in
2008/09, and total revenues were at their lowest since 2001 (excluding 2008 when
large writedowns hit). Asset growth has been impacted by corporate funding
becoming less bank-dependent and large parts of the banking industry – such as
Landesbanks, mortgage banks and private commercial banks – undergoing a
prolonged restructuring as a consequence of the new post-financial crisis business
environment, including a much tighter regulatory framework. Revenues, in
addition to the negative rate environment, have also suffered from intense
competition among banks and from new tech competitors eating away at banks’
traditional income streams.

-10
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This is the rule rather than the exception: since 2003, when the ECB started
disclosing comparable numbers, Germany has had the least profitable banking
sector of all the major European countries, measured by average ROE (and the least
efficient on top, measured by the cost-income ratio). This poor performance and
especially the deterioration in recent years is caused by several drivers, among
which the low interest rate environment and low growth overall play a particularly
important role. The ECB has held interest rates close to or below zero since 2013,
triggering a slow but grave erosion of the net interest margin. Net interest income,
the product of margin and volume, plateaued from 2007 to 2012 at about EUR 95
bn from where it declined to reach EUR 82 bn last year.16 This is especially
noteworthy given the strong growth of the German economy, which at current
prices, in nominal terms, expanded by no less than 25% over the same period of
time, from EUR 2.75 tr to EUR 3.44 tr.

-5

Net interest income (in EUR bn)
Main official interest rate* (in %)
Private-sector loan growth* (in % yoy)
* At year-end
Source : Bundesbank, ECB, Deutsche Bank Research

Losses ahead
Bottom line, the weak earnings power pre-corona crisis does not bode well for
German banks’ ability to absorb the additional shock of surging loan loss
provisions, at least in terms of the P&L – in terms of capital, the starting point is
much more robust. Revealingly, while net income looked “acceptable” in 2011-17,
this was only due to very low provisions. In each of those years, they were not just
less than half the 1995-2010 average, but also less than the lowest provisions in any
year of the prior period. A rough back-of-the-envelope calculation for 2020 based
on Bundesbank data (which is more comprehensive than the ECB figures)
underlines the vulnerability: last year, all German banks combined already reported
a net loss of EUR 2 bn, after loan loss provisions of EUR 7 bn. We allow for the benefit
of normalised one-off charges which were higher than usual and caused the loss in
2019. We assume they now revert back to their previous 5-year average, ignore tax

16 In 2014 and 2015, the contraction was partly masked by the heavy depreciation of the euro against the
US dollar which boosted banks’ non-European revenues when measured in euro.
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effects and keep all else equal. Under these otherwise relatively benign
circumstances, a tripling of provisions to EUR 20 bn would drive the sector deeper
into the red, with a net loss of EUR 5 bn, the highest since 2009.
Of course, this is a simplistic approach and does not take into account several other
effects. E.g., in investment banking, both trading and underwriting volumes have
soared this year due to enormous market volatility and rising financing needs. This
has provided significant tailwind for capital market-oriented institutions. Also,
corporate loan growth picked up strongly in spring as many companies tried to
secure funds for the months ahead with foreseeably poorer sales. On the other
hand, the lending boom did not last very long and loan growth has since slowed
considerably, with the outlook rather bleak, as corporate loan volumes typically
shrink for some time in the aftermath of a major recession. Likewise, banks’
revenues in other areas have been dampened as the pandemic has caused a fall in
payment transactions, as well as a drought in the M&A business. Portfolio
management fees in asset management are lower, too, due to reduced assets
under management as the stock market has not fully rebounded yet, at least in
Europe.
Yet many of these effects are offsetting each other, and indeed total revenues of
Europe’s largest banks were down 5% yoy in H1 2020. Thus, leaving aside any
revenue impact, higher loan loss provisions will have the biggest repercussions for
banks’ P&L by far. In Germany, the banking industry will probably record a net loss
this year.
Jan Schildbach (+49 69 910-31717, jan.schildbach@db.com)
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German auto industry: Burdensome recovery
The corona crisis still has a huge impact on the economic development of the auto
sector, which had faced cyclical problems already before the crisis. Most OEMs and
several suppliers decided to close factories in Germany for several weeks in April
and early May. The process of reopening started thereafter and continues until
today. However, global car demand is recovering only slowly. China is going ahead
while the ongoing corona crisis in the US and the EU make the recovery an uphill
battle. As if that was not enough, the threat of higher US tariffs on automotive
imports from the EU is still not off the table. The first months after the US election
may provide more clarity on this issue. Moreover, the automotive industry has to
comply with ambitious CO2 targets in the EU in 2020 for the first time. Cyclical and
structural challenges ahead!
Figure 41: ifo business climate in German automotive industry
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Figure 42: Business expectations in the German automotive industry had recovered
rapidly after the corona shock but are trending downwards again. Corona brought
down the assessment of the current situation even more. However, we register an
improvement during the last few months. The trough in the “corona cycle” (April)
is by all means behind us. Order backlog in the sector has been increasing of late and
has reached the highest level since the beginning of 2019. There was no crash in
existing orders due to the corona crisis.
Figure 42: ifo expectations with regard to ...
Automotive industry in Germany, balance of positive and negative company
reports (%)
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Figure 43: The subcomponents of the ifo survey show a mixed picture. Production
and export expectations have returned to positive territory even though they have
declined slightly of late. Employment expectations, however, are still deep in
negative territory. Employment, a lagging indicator, has started to decline in the
auto sector in mid-2019 and will continue to do so in next few months. The sector’s
adjustment towards e-mobility is another driving force next to the weak economic
development. Compared to mid-2018, the sector currently occupies 40,000 people
less.
Figure 43: Output and capacity utilisation in German automotive industry
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Figure 44: At the beginning of Q2 2020, capacity utilisation in the German auto
industry slumped to its lowest level since reunification; production numbers
followed. Given the temporary closure of many factories in April and early May, the
decrease in utilisation did not come as a surprise, though. Capacity utilisation
increased significantly in H2. Moderate recovery of global car demand from the low
Q2 levels supports domestic production. In China, car sales have exceeded the preyear level since May.
Figure 44: Automotive production in Germany
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Figure 45: Domestic passenger car production (in unit terms) decreased by 9%
already in 2019. The decline in the output index, which also includes qualitative
criteria (such as better equipment of cars), was even larger last year (-11.3%). The
corona crisis left its imprint in production numbers in March and Q2 (lockdown). We
expect production index to decrease by 25% in 2020 as a whole. However, an

Page 32

Deutsche Bank AG/London

2 November 2020
Focus Germany

increase by roughly 30% in 2021 is possible not least given a huge statistical
overhang.
Figure 45: New orders in German automotive industry
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Figure 46: Domestic and foreign order intake unsurprisingly deteriorated in March
and April. However, April marked the trough also in terms of orders. The recovery
after the corona shock has so far been stronger than expected. German new
passenger car registrations increased by 5% in 2019 and reached the highest level
since 2009, the year of the scrappage premium in Germany. A decline by roughly
20% in 2020 as a whole is on the cards. The losses of 2020 will probably not be offset
completely next year.
Figure 46: Global car demand and German automotive exports
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Figure 47: Weak demand in important German export markets towards the end of
2018, in 2019 and at the beginning of 2020 weighed on auto exports. On average,
passenger car exports (in unit terms) declined in 2019 by 13%. Before the corona
outbreak, we expected Chinese car demand (which had been weak for close to two
years) to surprise on the positive side in 2020. However, the corona outbreak
dragged down car demand significantly in Q1 2020. Still, we see that backlog and
replacement demand meanwhile provides some stimulus not only in China. The
high number of new COVID-19 infections in the US and the EU will probably
dampen car sales in the final two months of 2020.
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Figure 47: New passenger car registrations in EU-28 by propulsion technology
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Figure 48: arring the economic cycle, carmakers and suppliers continue their
efforts to ramp up production of electric vehicles and the corresponding supplier
parts and equipment in their plants respectively. More and more models are
available on the market. By 2021 at the latest, the CO2 emissions of all new
passenger cars in the EU are to be reduced to 95 g/km on average. This limit has to
be reached for the major part of new registrations already in 2020. If the auto
industry fails to reach this goal, it will have to pay fines. The share of electric vehicles
(BEV and PHEV) will have to rise to 10-15% of all new car registrations (from 3% in
2019) if the sector as a whole is to avoid paying fines. Still, EVs are likely to account
for only a small share of total passenger car production in 2020. The evolutionary
change in propulsion technologies is not yet strongly reflected in production
figures. Output value, however, benefits, as current prices for electric vehicles are
on average higher than those for their counterparts with combustion engines. At
the same time, domestic production is negatively influenced since some
production sites are being retrofitted in order to ramp up production of electric
vehicles (capacity is not fully available during restructuring of these plants). Being
largely driven by the above mentioned strict European CO2 emission limit values for
new passenger cars rather than market forces, technological change is a major
challenge (not only for German, but) for global automotive industry. Unless electric
vehicles are heavily subsidised, consumer acceptance continues to be low. High
investment hence contrasts with a small market. Ironically, the corona crisis helps
to reach the CO2 targets in 2020 since demand for petrol and diesel driven cars
deteriorated at the beginning while electric vehicles benefit from (even higher)
governmental support. Thus, the market share of EVs will rise significantly in 2020.
It rose to 7% in H1 2020. Again: The transformation in propulsion technologies is not
a problem that is idiosyncratic to German automotive industry. The German auto
industry is better prepared for the electric mobility future than Germany as an
industrial location for car producers. In fact, a number of factors on the cost side
have deteriorated compared to other locations over the last few years (e.g.
corporate taxes, wages, electricity prices).
Eric Heymann (+49 69 910-31730, eric.heymann@db.com)
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Global construction outlook 2020 and beyond in a nutshell
n

In many countries the construction sector experienced a mild crisis during
the lockdown, at least relative to other sectors. Global production in the
construction sector fell by only 12% in March, stabilised in April and was
back at the pre-COVID level in summer. Hence, it seems that the
construction sector remained an important stabilising factor for many
economies.

n

The Chinese and the US construction market account for roughly 20% of
global output. Both countries had distinctive approaches to combat the
virus. However, from a sectoral point of view both were relatively
successful. Many construction indicators are nearly at or even above the
pre-COVID level.

n

The development of the construction sector in the other Big 7 countries had
been quite mixed. Germany and Japan did relatively well. France, the UK
and India went through a very sharp fall in output. Subsequently, France
and India experienced an also very steep V-shaped recovery. In the UK it was
more of a half-backed V-shaped recovery. Some data suggest that there
might be long-lasting negative effects from the crisis in these three
countries.

n

The pandemic is particularly a game changer for commercial construction.
The office, the retail and the hotel market are hard hit during lockdowns.
Many investors also expect lasting negative effects post-COVID. By
contrast, cocooning and working from home might increase the demand
for residential property.

n

Already enacted fiscal packages and potentially another one after the US
presidential election might also increase the production of infrastructure
and other public goods.

n

The search for yield has intensified due to the pandemic and interest rates
seem to remain lower for longer, once again. As real estate investments, in
particular in the residential property market, are still attractive relative to the
fixed income space, there could be huge capital inflows towards the real
estate market. This should also have positive real impulses for construction
over the coming years.

n

The global outlook is clouded by the latest COVID data. While the situation
is grave, we do not expect a full repeat of the collapse in the first half of 2020.
However, global production in the construction sector is rather likely to
contract on annual average in 2020 and 2021.

n

In 2022 the new normal should emerge which may imply a reallocation of
production from the commercial sector to the residential and the public
sector, although the total might change little. We even would not be
surprised if global production would substantially increase in 2022.

Size of the construction sector

Figure 48: What you can expect
Working and living space is the fundament of the
global economy. Despite its central role for today’s
economies, macroeconomic research on the global
construction industry is scarce. Here we provide a
bird’s eye view on the sector and future developments.

There are two key economic concepts to measure the size of the construction
industry. Based on our calculations the share of the global construction industry
was 5.6% in terms of gross value added (production accounts) and 11.4% in terms
of construction investments (expenditure accounts). In many countries the
investments include the production data but also taxes, auxiliary costs and further
additional factors which are not closely related to the building activity. Therefore,
we focus on the production data. In total, the 5.6% of the global construction sector
amounted to almost USD 5,000 bn in current prices in 2019. In Emerging Markets,
the construction sector makes up a relatively larger share than in Developed
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Markets. China and the US account for roughly 20% of global sector output. The Big
7 markets in total (from large to small: China, the US, Japan, India, Germany, the UK
and France) account for roughly 60% of global construction output. Here we
analyse these markets. From 2011 to 2019 the global construction sector grew by
roughly USD 100 billion on average per year and slightly faster than the global
economy as a whole.

Figure 49: Size of the construction
sector
% of global nominal GDP
12
10
8

6

Figure 52: Big countries: Construction sector

4

USD bn

2

6000

0
Gross value added
construction sector

5000

Construction
investments

Source : Deutsche Bank Research, Eurostat, World Bank

4000
Figure 50: 2019: Size of the
construction sector (production
accounts)

3000
2000

% of nominal GDP
8

1000

7
6

0

5

2011

2012

2013

2014

2015

2016

2017

2018

2019

4
3

CHN

FRA

DEU

IND

JPN

UK

USA

Rest

Footnote: All countries are listed with more than USD 150 bn gross value added in 2019.
Source : Deutsche Bank Research, IHS Global GmbH, National statistical offices, World Bank

2
1
0
IND CHN GBR JPN

Global construction production troughed in March
Based on production data and nominal USD weights of the construction sectors of
our Big 7 markets, we calculated a global production index. The Chinese lockdown
in the first quarter and the US and European lockdown mainly in the second quarter
smoothed the COVID-related global production shortfall. Relative to December
2019 the indicator reached its trough and fell by 12% in March, stabilised in April
and quickly recovered subsequently. In August the index was back at the level in
December again. So the big message is that in many economies the construction
sector helped to stabilise the economy. In some countries this holds even during the
lockdowns and curfews. In the US and Japan the production in April dropped by
roughly 3% relative to December 2019 and remained flat in Germany. However,
there also countries with severe declines. In France and the UK production
nosedived by 64% and 45% from December to the trough in April. However, even
there the collapse was to a large extent offset in the following months. In August the
French production even exceeded the December level and in the UK the shortfall
was then ‘only’ -12%. Based on cement data, the production in China collapsed by
28% from December to March17 and in India by 86% from December to April. In
China the production exceeded the December level in the subsequent months
whereas in India the output loss was still 23% in August against December.

FRA World DEU USA

Source : Deutsche Bank Research, IHS Global GmbH, World Bank

Figure 51: 2015-2020 Global
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17 Based on non-seasonally adjusted data. The seasonal adjustment should result in a slightly smaller
contraction. From end-2018 to March 2019, the series contracted by only 2%.
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Figure 53: 2020 Construction: Production

Figure 54: 2015-2019 Construction: Production

% against the level in December 2019

% constant annual average

25

9.1

1.0

0.2

0.8

0
-25
-50

0.0
-11.8

-2.8

-22.8

-75
-100

Trough to Dec-19

Latest to Dec-19

Note: Production = Production of cement for India and China
Source : Deutsche Bank Research, Haver Analytics LP, OECD

8
7
6
5
4
3
2
1
0
-1

6.9

6.1

5.7
3.2
2.2

1.7
0.1

IN

0.0
FR

UK

CN Global JP

US

DE

Note: Production = Production of cement for India and China
Source : Deutsche Bank Research, Haver Analytics LP, OECD

China, the US, Japan, and Germany did relatively well …
Many indicators also imply that the construction sector could escape the pandemic
relatively unscathed, at least in most countries and compared with other sectors.
US permits and housing starts dropped heavily in April followed by a particular
sharp recovery whereby both series exceeded the pre-COVID level from July to
September, respectively. In China construction also recovered quickly from the
lockdown. Early in 2020 newly started construction projects, both in the residential
and the office market, were very roughly 50% below the level in 2019. However, over
the course of the year Chinese construction strengthened again and in September
cumulated newly started construction projects were only 4% below the 2019 level.
Likewise, many survey indicators remained fairly solid or recovered quickly.
Construction PMI rebounded rapidly from below 27 in February to almost 60 in
April, and has stayed around that level since then. Business expectations is even
close to 68 which is the highest value since November 2018. The residential
property market was among the first sectors to recover. Housing sales increased by
27% year-on-year in August. Property investment recorded double digit growth of
12% in the third quarter.
In Germany, the key survey indicators show a discrepancy between the actual
situation and expectations. Order range and capacity utilisation, both surveyed by
the ifo institute, have hardly changed even in April during the lockdown. By
contrast, expectation fell sharply in April and subsequently moved sideways. We
think, German construction firms were overly cautious in their assessment of future
prospects over the last ten years and it seems that this story continues through the
pandemic. This view is also corroborated by the very small decline of housing
permits. Production in Japan was hardly affected by the pandemic. The production
trough was -3% relative to December 2019. It was reached in June between the first
and the second wave of infections. It seems that for the construction sector the
structural headwind from the ageing society is a bigger challenge than the health
crisis. Housing starts already deteriorated by more than 7% from December 2017
to December 2019.

Figure 55: China: Cement production
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Figure 56: India: Cement production
in tons
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… in France, the UK, and India: Production collapsed – followed by an
uneven recovery
In these countries, the epidemiological situation led to an almost standstill of the
building activity. In France, after the sharp fall in production in particular in April, the
subsequent recovery was clearly V-shaped. Production levels in August were
slightly above the level in December 2019. However, it seems that the future output
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could be negatively affected as in August housing permits were still roughly 14%
below the level in December. In the UK the lockdown also led to a sharp fall in output.
However, the recovery was underwhelming and the weakest among the Big 7. In
August the production is still 12% below the pre-COVID level. Brexit already
weighed on the outlook of the nonresidential market over the last years. From 2015
to 2019, UK building permits have fallen by roughly 25% in the nonresidential ex
offices and 39% in the office market on annual average. In the first half of 2020, the
permits fell further by 10% in the second quarter relative to the 2019 annual average
in the nonresidential ex office space and by 18% in the office space. In 2020 the
housing permits also contracted by 17% over the same period. In India the
economic situation is relatively unclear due to the lack of data. However, cement
production collapsed by 86% and despite a V-shaped recovery a minus of 23% is still
recorded in August relative to the pre-COVID level. However, in recent weeks key
epidemiological data has improved. This let us assume that the recovery in the
construction sector had continued subsequently.

Figure 60: Germany: ifo survey
construction

Figure 61: Germany: ifo survey:
Capacity utilisation and order range

diffusion index, sa
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Figure 58: UK: Quarterly building
permits
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A look at subsectors in the construction industry reveals large differences between
countries. In France and Germany civil engineering recovered faster and stronger
than production in the building subsector. In general, it seems reasonable to expect
that the epidemiological situation has a smaller impact on building roads and
infrastructure than on the construction of buildings where social distancing could
be a greater challenge. Moreover, fiscal impulses may also play a role. In China, the
recovery was also helped by infrastructure investment which increased by a
meagre 0.2% year-on-year in the first three quarters of 2020. It was largely driven
by the fiscal policy support. The total size of the government’s 2020 fiscal package
is around 6% of GDP according to our estimates, of which about half goes into
public investment. However, fiscal impulse is fading. The growth rate slowed down
from the peak of almost 11% year-on-year in May to below 5% in September. The
economy is on a strong footing and there seems to be no need for the government
to push for more public investment.

Jan &
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Subsectors: Large differences between countries

Total
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Source : Deutsche Bank Research, Haver Analytics LP
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In the US the main stimulus of the emerging packages did not directly have an
impact on order books of the construction industry. However, in particular the
CARES act provided support for small businesses to avoid layoffs. Currently, the
missing agreement on a further stimulus package in Congress seems to have a
negative impact on the construction sector. Payroll data show that the rebound in
the construction sector lost steam over the summer months. In August total
payrolls in the construction sector were still 4 percentage points below the level in
December 2019 and in civil engineering the shortfall was even 10%. After the
presidential election on November 3, additional impulses should support the
economy again. In our base case we assume an additional fiscal stimulus between
USD 750 bn and 1,000 bn. However, there are upside and downside risks to these
forecasts based on the election outcome as both parties have very different views
on the next phase of the fiscal stimulus. A Biden sweep, i.e. Democrats win the
presidential election, the majority in the House of Representatives and the Senate,
could unleash large infrastructure spending. By contrast, a divided Congress or a
Trump victory may result in a much lower fiscal package.

Figure 63: Germany: Production
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Figure 64: France: Production
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Figure 65: US Construction
subsectors: Aggregate weekly payroll

Figure 66: US Construction
subsectors: Aggregate weekly payroll
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Current epidemiological situation is less worrisome than in March …
Global production in the construction sector faces another challenge over the
coming winter months. However, there are some factors which indicate that
today’s situation might be easier to manage than in the first half of 2020. First, China
and several other countries seem to have very low infection rates and another
severe health crisis seems unlikely given the rigor of the Chinese government in
combating the disease. Second, in the first wave there was a much higher
uncertainty regarding mortality and some countries had a severe excess mortality.
Third, a glimmer of hope from the economic point of view is that to the best of our
knowledge the transmission of infections at work, in particular at factories and
construction sites, was relatively scarce. Hence, the construction sector has the
chance to get away with just a blue eye.

… but it gets worse before it gets better
In the last weeks the situation worsened and the number of infections and critical
patients grew. In France the situation deteriorated particularly strongly. As a
consequence a national lockdown was announced on October 28. In Germany a
partial lockdown is announced for November. The information available implies
that the planned restrictions mainly affect private households and firms in the
service sector. So construction work may continue rather unaffected, at least in the
first place. However, indirect effects through more social distancing may again
leave severe marks in order books. As the situation in Germany is relatively
favorable among the large countries in the Western world other countries may
adopt similar measures. So the bottom-line is that the outlooks worsens but that we
do not expect a repeat of the historic economic contraction in the first half of the
year.
The 2021 outlook also strongly depends on the expectation regarding the
availability of a vaccine. Across the globe, we expect widespread vaccination to
begin by summer 2021. It may still take some time to achieve herd immunity.
However, a good vaccine may not only safe lives but also revive animal spirits. This
should clear the way for a full and sustained economic recovery.

Beyond 2021+: Search for yield could stimulate demand ...
The pandemic has clearly amplified the search for yield among global investors.
Trillions of public and private debt offer a very low, no or negative yield. To put this
in context, pre-COVID the global fixed income market already amounted to very
roughly USD 200,000 bn. The COVID-related issuance of new debt increased the
amount of outstanding debt even further. Moreover, the pandemic substantially
reduced expectations of higher interest rates for years to come. These
developments create strong incentives to increase the share of real estate in global
asset allocations. If huge amounts are reallocated towards the property market this
should support real estate prices. Rent increases may be curbed by subdued
economic growth as the fallout from the economic collapse, in particular non-viable
“zombie” firms, could be a burden for years to come. As a consequence, rental
yields would fall. However, as long as they remain clearly above government bond
yields, investors may continue to reallocate capital towards the real estate market.

… in particular in the housing sector
This is in particular true for the residential market which is perceived as less risky
and in many countries less negatively affected from the pandemic than the
commercial property market. In the commercial sector working from home, the
boom for shopping online at the expense of traditional retailers and the negative
effects on the hotel market increase the risk of excess capacities. The big question
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is whether pandemic-induced behavioral changes will continue post-COVID. Many
investors may assume that the demand for commercial space could be
substantially lower and prefer the residential sector. Property prices by and large
have developed in line with these considerations. In the second quarter of 2020
relative to end-2019, residential property prices increased and in some cases even
markedly in six of the Big 7 countries. By contrast, over the same time span
commercial property prices developed relatively sluggish.

Impact on construction sector
These developments in the financial market may also have a large impact on the
construction sector. As house prices outperform the nonresidential space,
developers may prefer residential projects over nonresidential ones. Likewise, if
working from home is the new normal then the demand for office space will decline
and the demand for living space will increase. As a consequence, the global
construction sector may face more demand for products related to the residential
market and less demand for the commercial property market. It is hard to get
comparable international data on the size of the subsectors. However, the German
market should be a helpful reference. There the residential market accounts for
roughly 60% of production, the commercial market for 30% and the public sector
for roughly 10%. Although there are certainly country-specific differences, it is a
general feature that the residential sector is larger than the nonresidential sector. A
further example is the US. Based on the expenditure approach the residential sector
accounts for roughly 55% and the nonresidential structures for 45% of construction
investments. As we expect that the larger sector may grow, we think the potential
decline in demand for the commercial property market could be offset by additional
demand for the housing market. Moreover, the public sector could also gain in
importance due to the huge fiscal stimulus packages. As we have already discussed
above, this could be in particular true if a Biden sweep unleashes a large
infrastructure investment program.

Figure 67: Housing bubbles are
looming
In some countries the further price increases in the
residential space could lead to severe overvaluations
or even a housing bubble. This holds true for Germany
where the pandemic did not end the boom which
started more than 10 years ago. Overheating of the
property market is also a risk in China. The government adopted various countermeasures in the third
quarter. For instance, a number of cities introduced
restrictions on home buyers. Borrowing by property
developers has also been constrained. As a consequence, property sales and prices growth slowed in
September.

Figure 68: Nominal residential property prices

Figure 69: Nominal residential property prices
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Figure 70: Commercial property prices

Figure 71: Nominal commercial property prices
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Figure 72: 2015-2022 Global construction production

2015 Jan =100
130
125

Phase

1

2

3

120
115
110
105
100

95
2015

2016

2017

2018

History

2019

2020

2021

2022

'Jan 2015 to Dec 2019'-Trend

Source : Deutsche Bank Research, Haver Analytics LP, OECD

Global production outlook for 2020 and beyond
Given the unusual margins of uncertainty, it is of little help to distinguish a base case
from a downside scenario, in our view. Instead, we give ranges of plausible
developments. We think there could be three phases which will determine the
global production in the coming years. The first phase lasts from today to March
2021. Here the epidemiological development and the impact from the partial
lockdowns will dominate the development of the construction output. In the best
case the construction sector is hardly affected and production remains stable over
the winter. This scenario implies that the negative epidemiological developments
in Europe and the US offset the expected growth in China. We forecast that Chinese
total fixed asset investment which consists of manufacturing, infrastructure, and
property investments will grow by 7% for the full year 2021. In our worst case, we
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have assumed a global production shortfall which is two thirds of the production
shortfall in the first half of the year. This implies that production would contract by
almost 8% from September 2019 to March 2020. In the second phase from April to
December 2021, production is expected to grow. An improved epidemiological
situation over the summer months and the progress on the vaccine front should
revive the economy. While the rollout of the vaccine is likely to take some time, we
think it is reasonable to assume that a relatively safe vaccine is available in the
summer of 2021. We also assumed that a further lockdown could be avoided at the
end of 2021. In 2022 the new economic normal will emerge. In the worst case the
lower demand for commercial real estate outweighs the potentially higher demand
for residential property and the additional demand from the public sector. In the
positive case the opposite holds true and global production levels are substantially
increased. The lower bound of the forecast shadow in figure 73 implies the
following growth rates on annual averages: 2020: -1.1%, 2021: -4.3% and +1.5%.
The upper bound implies 2020: -0.3%, 2021: +2%, 2022: +5.4%. As a benchmark:
The 2015 to 2019 average annual growth rate was 2.7% . Therefore, our upper and
lower bounds are potentially large swings from a historical perspective. However,
company figures may also strongly depend on exchange rates. Table 74 provides
DB’s forecast overview of major pairings.

Figure 73: Deutsche Bank Research
FX forecasts as of 20 Oct 2020
FX forecasts
EUR/USD
USD/JPY
EUR/JPY
USD/FX
EUR/GBP
GBP/USD
USD/CNY
EUR/CNY
USD/INR
EUR/INR

Current
1.18
105
124
0.77
0.91
1.29
6.81
7.90
73.42
86.52

Dec-20
1.20
100
120
0.80
0.96
1.25
6.80
8.16
75.00
90.00

Dec-21
1.25
90
113
0.76
0.95
1.32
6.50
8.13
77.00
96.25

Dec-22
1.30
95
124
0.72
0.93
1.40
6.50
8.45

Source : National Authorities, Deutsche Bank Research, Bloomberg
Finance LP, Datastream
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German corona policy – more democratic scrutiny needed?
n

Over the last weeks COVID-19 infection rates have risen markedly and have
now triggered a lockdown light in Germany for the entire month of
November.

n

While the public support for those measures so far has remained strong, the
political debate has taken a remarkable turn recently. MPs from all parties
discuss the legal basis for the (renewed) restrictive measures and the role
of the parliaments in the decision process.

n

The current pandemic situation is affecting the CDU’s agonizing search for
leadership. After some party-internal quarrels the party convention is now
supposed to take place mid-January, 2021 with the then format remaining
open for now.

Over the last weeks the number of daily infections have increased substantially also
in Germany. Hospital capacity, above all medical staff, is not (yet) an immediate
challenge but concerns are also rising in this regard. This development has
prompted Chancellor Merkel and the 16 PM of the Länder to agree on a lockdown
light for the entire month of November with a midterm review to evaluate the
effectiveness of the measures and potentially make adjustments. Public support in
general seems to remain supportive for this policy course and demands stricter
controls and sanctions to enforce the measures (see figure). Still, another survey
(ARD DeutschlandTrend Extra, Oct 26) shows that both the shares of people
demanding even more rigid rules in view of the rising infection numbers (32%) and
those considering the measures too far-reaching (15%) have increased lately. This
could be interpreted in a way that the views on the policy design might become
more confrontational despite the majority of people still buying into the policy
course. However, politics is challenged by the need to secure citizens’ compliance
and to better explain its policy course. Addressing the Bundestag on the most
recent decision, Chancellor Merkel elaborated in length on the reasons for the rigid
measures aiming at improving the legitimacy and the transparency for the new set
of rules.

Figure 74: Most people agree to
stricter measures
% of respondents who think the measure is right
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Source : Politbarometer, October 23, 2020

With the pandemic lasting longer than many might have expected at the outset,
the political debate in Germany has taken a remarkable turn recently. Two
questions have come into focus: First, has the crisis exposed not only the
strength but also the limits of a federal model? Second, is greater parliamentary
involvement needed for the design of the corona policy?
Many partner countries looked for lessons from Germany’s performance during the
first months of the pandemic which is often in part attributed to the locally-driven
decision-making and the design of restrictive (and often supportive) measures. The
advantage of flexible and locally adaptable crisis responses, a competition for the
best solution or – in a sort of medical wording – a federalist experimental laboratory
has proved to be very efficient and targeted at the onset. Meanwhile, some
consider the current situation rather a Flickenteppich (patchwork) of different
and constantly changing rules that breeds into inefficiency and at the same time
confuses people and endangers willingness to comply. Different travel rules
within Germany incl. accommodation bans are just one case in point which led to
curious situations such as train personnel coming from another German Land who
might not be allowed to stay overnight at their destination. Still, most of the areas
where corona measures impact directly and visibly the daily life (kindergarden,
schools, opening hours, private gatherings) are in the competence of the Länder.
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Against this background it is very welcome that last week’s coordination meeting
between Chancellor Merkel (and the federal ministers) yielded a unanimous
decision on the lockdown light. There seems to be a strong common intention to
implement measures across all 16 Länder. Also, Bavarian PM Söder – beyond
suspicion of not holding up the sovereignty of the Länder and Bavaria in particular
– recently called for more uniform corona rules in Germany and presented himself
ready to surrender competences to the federal state in this regard (backed by a
motion of the Bavarian parliament). Travel restrictions within Germany is likely a
case in point. Still, it can be expected that the division of competences between
the federal level and the Länder and a more coherent (pandemic) policy will be a
recurrent agenda point for the future coordination meetings between chancellor
Merkel and the Länder PMs.
The other broader debate is around the legal basis for the corona policy and the role
of the parliament – both on the federal and the Länder level. Increasingly, regional
courts became involved in judging the legitimacy and proportionality of
measures such as travel bans, accommodation constraints or curfews. The
judges’ regionally differentiated takes on the rules increased the prevailing
ambiguity. Behind this development lies the fact that since spring emergency
measures have been passed via decrees, i.e. decisions taken only by the executive
without the parliament, based on rather general passages in the anti-infection law.
When the Bundestag declared COVID-19 a nationwide epidemic back in March, it
enabled the government, in particular the federal health minister, to take
appropriate action – incl. limiting constitutionally guaranteed individual rights. This
decision extended to the Länder level. The federal parliamentary system of checks
and balances was suspended to a certain extent. This practice seemed to be
acceptable for the courts given the unprecedented challenges of the pandemic and
the need for quick reactions but their patience might come to an end as the enabling
rights are limited until March 2021. Thus, MPs not only from the opposition parties
but also increasingly from the ruling coalition parties CDU/CSU and SPD demand
a stronger say in decisions about corona measures (backed by public opinion, see
figure) and work towards a watertight legal basis for a more coherent policy.18 Both
the SPD and the FDP have come up with respective proposals. Under discussion,
among other aspects, will likely be a sort of sunset clause for certain measures to
secure proportionality, a parliamentary approval reservation before implementing
decrees and more generally, a review of the infection law with its enabling clauses
and the competences for the federal state. While these topics will not be decided
quickly, a broader parliamentary debate both on federal and Länder level about
the legal and democratic basis for far-reaching policy measures is certainly
warranted. It would not only help to secure the necessary public support for
politics in times of pandemic but provide corona-sceptical movements with one
less argument for their protests.
Given the further limited number of participants allowed in public and private
gatherings, the CDU party convention of 1000,1 delegates on December 4th
expected to decide about the new party leader has fallen victim to COVID-19
constrains as well. After some internal quarrels, the three candidates have now
asked the CDU’s executive committee for a decision to let the party convention take
place by mid-January, with the 16th January being a likely date. The final procedure
and format – ranging from the preferred option of an in-person congress to digital

Figure 75: Wish for more
parliamentary involvement in corona
decisions
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Figure 76: Popularity ranking of
important German politicians
"What do you think about...", scale from +5
(highest opinion) to -5 (lowest opinion)
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Source : Forschungsgruppe Wahlen Politbarometer October 2020

18 The state of Thuringia added a protocol note to the recent decision on the lockdown light stating that
the agreement of the PM will be subject to approval by the state parliament.
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and/ or hybrid formats or postal votes depending on the infection situation - will be
subject to a decision taken by the executive body of the CDU on December 14. To
enable digital party conventions to take decisions on posts and statutes and ensure
the related constitutional legitimacy, Bundestag president Wolfgang Schäuble
(CDU) has requested an expertise from the Bundestag’s scientific service. It should
help to trigger a debate on and a parliamentary decision of a reform of the Political
Parties Act. There seems to be a broad interest among all parties to agree on such
a reform before Christmas.
The candidates’ different views on the date and procedure for the election of the
next party leader with Friedrich Merz being particularly provocative alerted the
party and raised concerns over a further distancing of the candidates’ respective
camps and the image to the electorate. While Merz is currently leading in opinion
surveys and enjoying a comfortable backing of the party base (45% would prefer
him as the next CDU-leader; RTL/n.tv Trendbarometer, Oct 24, 2020) it is not at all
clear whether the repeated delay of the election provides an advantage for one of
the candidates. In any case, the CDU’s timeline for the run-up to the federal
elections becomes tighter with the congress in January, important regional
elections in March and the still unresolved topic of the nomination of the CDU/
CSU’s chancellor candidate. Whether the party-internal controversies over
procedures, processes and persons in the search for a new party leader will affect
the currently still satisfying rankings of the CDU/CSU in the polls (see figure)
remains to be seen.
Barbara Böttcher (+49 69 910-31787, barbara.boettcher@db.com)
We thank Ursula Walther for her valuable contribution.
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Figure 77: Major political parties'
popularity & result of the last federal
election
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Open borders in the EU – essential also for Germany
n

COVID-19 infection numbers are rising all over Europe, though at different
speeds and prompting different scope of emergency measures.

n

The first wave led to the closure of borders between member states, hitting
intra-EU trade and negatively affecting the economies.

n

Open borders are an essential achievement of the single European market.
COVID-19 has put this precondition for frictionless trade and efficient
movement of labour at risk.

n

Governments’ increased awareness of the benefits of economic crossborder integration has triggered the EU to work towards a better
coordination of the national COVID-19 policies. This should prevent further
border closures, especially to the extent that they hinder the free movement
of goods and labour (professional and business contacts).

Travel restrictions touch the very heart of the European single market
To counter the sharp rise in coronavirus cases in Europe and the increasing speed
of its spread, governments have in recent days and weeks stepped up their
measures to contain the spread of the virus. These include partial lockdowns, as
recently imposed in a seemingly coordinated manner by France and Germany.
Under these circumstances, non-essential travel is no longer desired and has been
restricted – in Germany, for example, hotels and other accommodations are not
allowed to host tourists during the month of November. Already before, crossborder movements were widely restricted by travel warnings often combined with
quarantine or testing requirements. Germany, too, has taken such measures and
since mid-July has declared more and more European countries and regions as risk
areas based on the level of infection rates.19 Currently all EU countries are on the
German list of risk areas, either completely or with certain regions (only the EFTA
country Norway is not on the list). Travel abroad is still allowed, although it is
discouraged, and travellers from risk areas have to isolate themselves after arriving
in Germany (with few exceptions such as cross-border workers or transit travellers).
New regulations are expected to come into force on 8 November, requiring isolation
for 10 days (now a negative test result not older than 48h or 14 days quarantine),
which can be terminated after 5 days at the earliest by presenting a negative test
result. However, the Länder are responsible for implementation, which means that
different regulations may apply within Germany.20 In addition, the federal
government has decided last week that persons quarantined for non-essential
travel to risk areas are no longer entitled to receive a compensation for the loss of
income if they cannot go to work for that reason. These rules, in addition to the
infection risk and uncertainty over the quality of local health services, discourage
people from travelling to risk areas. In this sense travel warnings are effective and
in practice hardly differ from travel bans (see Talking Point, September 29, 2020).
With respect to travel restrictions, other countries have taken similar actions,
creating an ever changing patchwork of measures across Europe that make free
movement difficult. In an attempt to coordinate themselves, the EU countries
recently agreed on a traffic light system to classify regions on the basis of infection
levels. The common database provides at least some clarity, especially for “green”
regions with low infection risk, which should no longer be affected by travel

19 According to the Federal Foreign Office, travel warnings may be issued if the cumulative number of new
infections in a country or region rises above 50 per 100,000 inhabitants during the past seven days.
20 Auswärtiges Amt and Bundesministerium für Gesundheit.
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restrictions. For “orange” and “red” regions with a medium to high infection risk,
the situation remains uncoordinated and complex.
The jumble of travel restrictions is accompanied by concerns that the Schengen
Agreement – the vision of a passport-free borderless Europe – could be damaged
(see Figure 79 and Focus Europe, April 2, 2020). These concerns relate to the heart
of the European integration, since a functioning Schengen area is the linchpin of the
single market, particularly as regards the free movement of goods and persons – as
Commission President von der Leyen emphasised in her State of the Union 2020
speech. Today, their functioning is no longer as fundamentally challenged as it was
at the beginning of the pandemic when countries unilaterally closed their borders,
leaving goods and travellers stranded at border crossings. Notably Germany
contributed to this undermining of the single market and European solidarity with
an export stop for medical goods endangering the supply chains with Italy as well
as the early closure of borders leading to truck tailbacks at the Polish border. These
drastic measures have since been lifted. Nevertheless, the ever changing and
restrictive rules on border crossing are unsatisfactory for people and businesses
who rely on the promise of an open Europe and the related certainty for planning.
Moreover, the travel restrictions fuel existing political tensions between Schengen
countries and risk to undermine the agreement.

Figure 78: Schengen Agreement
The Schengen Agreement was enacted in 1995 and
envisages the abolition of controls on common borders of
member states. Today, the Schengen area encompasses 26
member states (22 EU states without Ireland, Romania,
Bulgaria, Cyprus and Croatia and 4 non-EU states Iceland,
Liechtenstein, Norway and Switzerland).
According to the Schengen Border Code (SBC) temporary
border controls can be introduced in events that cause a
serious threat to public policy or internal security:
> Art. 25: Forseeable cases (e.g. big sport events),
max. 6 months
> Art. 28: Cases requiring immediate action,
max. 2 months
Source : European Commission

Figure 79: Germany in the center of European trade network 2019

Legend: Directed links = exports from country X to country Y, Size of nodes = value added of manufacturing sector to GDP in %, Size of edges =
trade weights in % of global trade.
Country legend: AUT = Austria, BEL = Belgium, BGR = Bulgaria, BLR = Belarus, CHE = Switzerland, CRI = Croatia, CYP = Cyprus, CZE = Czech
Republic, DEU = Germany, DNK = Denmark, ESP = Spain, EST = Estonia, FIN = Finland, FRA = France, GBR = United Kingdom, GRC = Greece,
HUN = Hungary, IRL = Ireland, ITA = Italy, LTU = Lithuania, LUX = Luxembourg, LVA = Latvia, MKD = North Macedonia, NLD = Netherlands,
NOR = Norway, POL = Poland, PRT = Portugal, ROU = Romania, RUS = Russia, SVK = Slovak Republic, SVN = Slovenia, SWE = Sweden, TUR =
Turkey, UKR = Ukraine
Source : Deutsche Bank Research, IMF

The economic implications of travel restrictions
As the EU economies are strongly integrated both in terms of value chains and
trade, the level of border restrictions is a determinant of the economic fallout of the
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crisis.21 Some EU economies are particularly exposed due to their strong trade and
value chain linkages. This holds particularly true for Germany, which is at the centre
of the European trade network – together with other large economies (FR, IT, ES),
small open economies (AT, BE, NL, CH) and the Visegrad states (CZ, HU, PL, SK) (see
Figure 80 and Focus Germany, June 3, 2020). For Germany, despite all
globalisation, Europe is still the most important trading area: in 2019, around 68%
of goods exports and imports went to or came from European countries (EU27, UK,
EFTA22 and other countries). Around 28% of German jobs depend directly or
indirectly on exports.23 Exports nosedived at the beginning of the pandemic, mainly
due to supply chain disruptions caused by lockdowns. Since then exports have
been recovering gradually for the European market, whereby the recovery is slowed
down by demand slumps in some structurally weak markets – and under the
difficult condition of reemerging travel restrictions. These affect the economy in
different ways:
n

n

Exports: Travel restrictions above all impact service exports – which
account for about 20% of Germany’s exports in 2019. Particularly affected
are the consumption by foreign customers (tourism, services in border
regions) and services provided on-site abroad (e.g. installation or
maintenance of machinery).24 At present, exports of goods do not seem to
be strongly affected by travel restrictions within Europe, although there are
some complaints about the incomplete implementation of "green lanes",
traffic jams due to border controls and quarantine rules applying to truck
drivers. For example, in a recent joint declaration, the business associations
Confindustria and BDI called on the European Commission to assure the
free movement of goods mainly referring to the “obstacles that persist at
the Brenner Pass”. Studies on the benefits of Schengen for trade show that
waiting time at borders due to reintroduced border controls quickly
translate into costs. After all, trade benefits from Schengen primarily come
from rapid border crossing and almost zero bureaucracy which reduce
trade costs. A study estimates that the lifting of controls at one border
corresponds to a tariff reduction of 0.7pp. If, in turn, border controls were
reintroduced throughout the Schengen area, the EU28 GDP (incl. UK)
would be reduced by 0.3% or around EUR 40bn according to the estimates
based on 2011 data.25 This is in line with another study which assumes a 1%
increase of import cost because of a hypothetical reintroduction of border
controls in the Schengen area and thus estimates a reduction of
EU2426 GDP by 0.4%, amounting to around EUR 470bn for the period 20162025, which translates to EUR 47bn p.a. on average.27

Figure 80: Most EU/EFTA crossborder workers between Germany,
France, Switzerland, Poland and
Luxembourg
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Labour mobility: Although the EU Commission has issued a guideline
calling on member states not to restrict the mobility of "critical workers",28
they are nevertheless touched by travel restrictions in some cases. For
example, reintroduced border controls and associated waiting time affect
cross-border workers – in some cases they are even subject to mandatory
testing (e.g. Bavaria introduced compulsory testing for all cross-border

21 For example, in its economic spring forecast from May 2020, the European Commission identifies the
lack of coordination among EU countries, particularly on labour mobility, as a risk that could affect
economic recovery.
22 European Free Trade Area (EFTA): Iceland, Liechtenstein, Norway, Switzerland. These countries are
also part of the Schengen area.
23 Federal Ministry of Economic Affairs and Energy (2020). Facts about German foreign trade.
24 WTO (2020). Cross-border mobility, COVID-19 and global trade.
25 Felbermayr et al. (2016). Trade costs of border controls in the Schengen area. VoxEU, April 27, 2016.
26 EU28 (incl. UK) without Luxembourg, Malta, Cyprus and Croatia.
27 BertelsmannStiftung (2016). Abkehr vom Schengen-Abkommen. Gesamtwirtschaftliche Wirkungen
auf Deutschland und die Länder der Europäischen Union.
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workers). Around 1.9m cross-border commuters move within the EU28/
EFTA area in 2018 (around 0.8% of total workforce), many of whom come
to Germany to work or live in Germany (see Figure 81). Travel restrictions
also make the recruitment of skilled workers from abroad more difficult.
This might also be behind the lower level of immigration to Germany in H1
2020 (Statistisches Bundesamt, October 13, 2020). Overall, these
restrictions to labour mobility may impede the efficient allocation of labour
and negatively impact countries short in supply of skilled workers such as
Germany.
n

Business travel: Travel restrictions limit the possibilities for business trips
which are important for companies operating abroad in order to develop
business, maintain relationships with customers and suppliers, and
undertake investments. This is reflected in a survey conducted by the
German Chamber of Commerce Abroad in which 63% of German
businesses abroad see travel restrictions as a particular burden in
connection with COVID-19. While travel restrictions are the main concern
for companies based in China or the US, they are also among the top three
concerns of companies based in European countries (next to lower demand
and postponement/cancellation of investments; see Figure 82). It should be
noted that most companies are restricting business travel themselves.29
This is certainly in order to protect the health of their workforce and to
minimise the associated risk – but presumably also to avoid the currently
high planning costs involved with business travel.

Figure 81: Travel restriction are a
major concern for international
German companies
% of companies that view travel restrictions in the
mentioned region as a particular burden in
connection to COVID-19
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Survey among 3,300 German companies abroad.
Source : AHK World Business Outlook, July 2020

The political implications of travel restrictions for Schengen
The freedom of movement in Europe was slashed abruptly in March when many
Schengen countries closed their borders to contain the spread of the coronavirus.
Member states acted unilaterally, in an uncoordinated and seemingly chaotic way.
The Commission tried to coordinate and to keep internal borders open – also out of
concern about the functioning of the single market. By means of guidelines it called
member states to install “green lanes” for the cross-border transport of goods and
to “ensure the free movement of critical workers”. The Commission also proposed
to temporarily close the external Schengen borders for non-essential travel from
third countries. This external travel ban was backed by the Council on 17 March. The
Commission hoped that this would lead to the reopening of internal borders. But on
the contrary, it seemed to have encouraged even more member states to close their
borders as the Commission appeared to signal that border closures are a legitimate
– and allegedly efficient – measure to fight coronavirus. It was only when the
infection curve flattened in mid-June that the internal borders were opened in a
relatively coordinated manner. Also the common external travel ban was lifted for
14 countries (European Council, June 30, 2020). But the satisfaction over the
regained freedom of movement within Europe did not last long. As early as midJuly, in view of the resurgence of coronavirus cases, some countries introduced
measures such as compulsory testing and quarantine as well as the associated
border controls. Entry bans for non-essential travel from certain areas have since
been adopted by Hungary and Denmark. Belgium has imposed a travel ban to risk
areas, but has lifted it in favour of a coordinated European solution (Politico,
September 22, 2020).
The Schengen Border Code (SBC) gives member states the right to reintroduce

28 European Commission (2020a). Guidelines concerning the exercise of the free movement of workers
during COVID-19 outbreak.
29 According to a survey conducted by the German business travel association (VDR) about 95% of
companies restricted business travel at the beginning of October 2020.
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border controls in defined cases (see Figure 79). The pandemic may be one such
case, although the SBC mentions “threat to public policy and internal security” and
not explicitly “public health”.30 Nevertheless, the uncoordinated way in which
travel restrictions were imposed indicate a certain mistrust between member states
and raises concerns that the Schengen system will suffer lasting damage. All the
more so given that the system has been under pressure since the migration crisis
in 2015/16, when several members also introduced border controls. Since then
there have been unresolved tensions among the Schengen states, which may now
have been exacerbated:31
n

First, different interpretation of the SBC and weak justification of border
controls: While most countries announced the introduction of border
controls on the grounds of a threat requiring immediate action (Art. 28
SBC), some applied the foreseeable event clause (Art. 25 SBC) – in some
cases extending the already existing controls. Few countries even invoked
both clauses at the same time. Moreover, most member states did not
provide an assessment of the necessity, suitability and proportionality of
the border controls with respect to the pandemic, as required by the SBC.
This shows that the member states have been both creative and vague to
justify border controls in the case of a pandemic which is not foreseen in the
SBC. This, however, raises concerns that member states will in future
continue to be generous in the interpretation of the SBC to justify border
controls to their own interest.

n

Second, repeated prolongations of “temporary border controls”: Since the
migration crisis in 2015/16, six countries (AT, DE, DK, FR, NO, SE) have
maintained their border controls beyond the limits set by the SBC. Now the
pandemic raises concerns that border controls could become a new
normal, setting new precedents for the introduction and maintenance of
border controls.

n

Third, formation of clusters: Schengen member states closed or opened
borders towards each other in different ways, mostly based on existing
cooperation and not on infections (e.g. in March, Germany left the border
with the Netherlands open but not with other countries; the Baltic States
first opened borders only among themselves; Hungary has less strict entry
requirements for other Visegrad states). Such differentiation between
member states is undesirable in the Commission’s view, ignores EU
jurisdiction that there should be policy coherence by treating internal and
cross-border situations in a comparable way and may further increase
existing tensions.

n

Fourth, insufficient information flow: Some countries missed to notify the
Commission (as required by the SBC) or even the affected neighbouring
states about the reintroduction of border controls. This reveals a lack of
cooperation and ignores the often intense cross-border business links.

n

Fifth, unequal lifting of external travel ban: Despite a joint declaration, the
Schengen member states have reopened the external borders for selected
third countries in an unequal manner. This further adds to the uncertainty

30 While most observers see in the pandemic a justified reason for border controls in line with the SBC,
some experts point out that border controls and health screening are different things, that now in some
cases are mixed up together (CEPS (2020). Love thy neighbour).
31 Different policy contributions: Center for European Reform (2020). Will the coronavirus pandemic
deliver a coup de grâce to Schengen?; Euidea (2020). Schengen under pressure: Differentiation or
Disintegration?; EP Insight (2020). The COVID-19 emergency and the reintroduction of internal border
controls in the Schengen area; FIIA (2020). COVID-19 bends the rules on border controls; Globsec
(2020). Nothing but Schengen matters; Thym (2020). Travel bans in Europe: A Legal Appraisal (Part I);
and mentioned above: CEPS (2020).
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and is linked to the concern that some countries may reintroduce internal
border controls because they are not satisfied with the border regime of
neighbouring countries.
Even though some states are striving for more national sovereignty over borders
(related to migration), we still do not see the Schengen agreement fundamentally
questioned. What seems to be needed at present is confidence-building with
increased coordination and cooperation, revision of the SBC in some areas and a
renewed common commitment to a Europe with open internal borders. The
minimum compromise on which the EU countries have now agreed about the
traffic light system shows that this will not be easy. Given that even within member
states such as Germany which have a federal structure, a consistent policy
response and alert system is not easy to enforce, the degree of implementation and
compliance with the traffic light system remains to be seen.
Figure 82: Most Europeans see Schengen as a main achievement of the EU
% of respondents who agree/disagree that the Schengen area ...
...is good for business in own
country

75

...is one of the EU's main
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15

17

61

... contributes to EU security

11
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Figure 83: Support for border
controls in the context of the
coronavirus
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support more controls over the EU's internal
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Source : European Council on Foreign Relations (2020)

Source : Special Eurobarometer 474, June 2018

Public opinion – Schengen perceived by many as main achievement of
European integration
Open borders are one of the most tangible results of European integration for EU
citizens. Accordingly, a majority of 68% sees Schengen as a main achievement of
the EU – this view is even more widespread in Germany with 77% (Eurobarometer
2018; see Figure 83). Nevertheless, 57% support the introduction of border controls
in response to the pandemic – the range goes from 73% in Portugal, to 53% in
Germany and 48% in Denmark (see Figure 84). Many seem to accept border
controls as a legitimate measure to contain the spread of the virus, also considering
the fact that movement is restricted within some countries themselves. This result
can probably be interpreted more as a sign of perceived vulnerability and a desire
of EU citizens to regain control than an emerging rejection of the idea of an open
Europe: There is much less support for maintaining internal border controls after the
pandemic, whereas there is broader support for more controls at the external
borders. In addition, 63% expressed the view that coronavirus has shown a need for
more cooperation among EU countries (Figure 85). Overall, the survey reflects an
ambivalent attitude of citizens towards border controls: Faced with the threat
posed by the pandemic, many people wish for a protective nation state and
therefore support border controls, accepting – knowingly or unknowingly – that
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their freedom to travel and work in another Schengen country will hence be
restricted. But once the pandemic is over, they want this freedom back.

Efforts to harmonise travel restrictions continue
Although the pandemic is a global challenge, policy responses in Europe have so far
been mainly national. This is because public health is a national competence and
the Commission can only make recommendations in this area. Due to the different
health care systems and also the different incidence of infections, national
solutions seem a priori to be appropriate. However, with respect to travel
restrictions, the different national methods of classifying risk areas as well as
testing and quarantine regulations seem to have contributed to general uncertainty
rather than to effective health protection. Already in May, the European Centre for
Disease Prevention and Control (ECDC) published a note stating that there is limited
scientific evidence on the effectiveness of border closures and broad domestic
travel restrictions (with the exception of some positive effect on delaying an
epidemic at its onset) and that there is a lack of evidence on the effectiveness of
travel advice. In addition, travel restrictions concern the single market and the
freedom of movement, for which the Commission is responsible. The Commission,
together with the German presidency of the Council, therefore tried to find a
coordinated solution, which in principle was supported by all EU countries. After
several rounds of negotiations, member states have so far been able to agree on a
minimal compromise.
In mid-October, the General Affairs Council adopted a coordinated approach to
travel restrictions by a majority vote. On the one hand, this brings more clarity as the
Council agreed on common criteria for classifying risk areas (see Figure 86), based
on harmonised data and presented in a colour-coded map, and a common
framework for travel restrictions. The framework states that persons from green
areas with low risk of infection should not be subject to travel restrictions. On the
other hand, these are recommendations to be implemented by the member states
– therefore differences cannot be excluded as we have seen, for example, with the
implementation of the external travel ban. Some countries expressed criticism, e.g.
Austria, which believes that the concept is already outdated by reality (Zeit, October
13, 2020). Moreover, it is also still up to member states to decide which measures
to apply to orange and red areas with medium and high risk of infection (and these
are currently the majority of areas). To these areas, the existing maze of measures
therefore continues to apply. The framework lays down only very general
conditions for measures concerning these areas such as proportionality, no
complete refusal of entry and prior information about the introduction of new
measures. The Commission considers that this coordination further reduces the
need for internal border controls and therefore, in a recent Communication, calls on
the Member States to lift the remaining COVID-19 related internal border controls.
At the European level, coordination of coronavirus response measures continues.
In addition to tackling the health crisis, these efforts are aimed at minimising the
pressure on the single market and the Schengen system, as Chancellor Merkel, who
is currently heading the German EU Council presidency, declared in her address to
the Bundestag last Thursday. The same evening, she met the other EU heads of
state and government in a videoconference where they discussed the coordinated
deployment of rapid antigen tests, improvement of cross-border contact tracing
and a possible harmonisation of quarantine rules. The EU leaders expressed their
intention to keep the borders open this time and Chancellor Merkel stressed that
this was particularly important for Germany as the country in the centre of Europe
(Zeit, October 29, 2020). This voiced willingness to cooperate might signal lessons
Deutsche Bank AG/London

Figure 84: Many European see a
need for more cooperation
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Figure 85: Common color codes for
the mapping of risk areas
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learned from the early stage of the pandemic but only constitutes a minimum
condition for upholding Schengen and the functioning of the single market. As the
pandemic will continue well into 2021, implementation might be put to a test more
than once.
Barbara Böttcher (+49 69 910-31787, barbara.boettcher@db.com)
We thank Ursula Walther for her valuable contribution.
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Deutsche Bank German Macro Surprise Index
The DB German Macro Surprise Index compares published economic data with
market forecasts and thus provides clues as to the direction of future forecast
revisions.
Figure 86: DB Macro Surprise Index
Average of last 20 z-scores of data surprises
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Values above (below) 0 indicate the data came in better (worse) than expected
Source : Bloomberg Finance LP, Deutsche Bank Research

Last 20 published economic data for Germany
Reporting
Publication date
month

Current
value

Bloomberg
consensus

Surprise

Standardised
surprise

Quantile
rank

Bloomberg Tickers

Indicator

GRUECHNG Index

Unemployment Change (000's mom)

9 2020

30/09/2020

-10.0

-7.0

3.0

0.0

0.5

GRIMP95Y Index

Import Price Index (% yoy)

8 2020

30/09/2020

-4.0

-4.1

0.1

0.4

0.7

MPMIDEMA Index

Markit Manufacturing PMI

9 2020

01/10/2020

56.4

56.6

-0.2

-0.3

0.3

MPMIDESA Index

Markit Services PMI

9 2020

05/10/2020

50.6

49.1

1.5

1.7

0.9

GRIORTMM Index

Factory Orders (% mom)

8 2020

06/10/2020

4.5

2.8

1.7

0.7

0.8

GRIPIMOM Index

Industrial production (% mom)

8 2020

07/10/2020

-0.2

1.5

-1.7

-1.3

0.1

GRBTIMMM Index

Imports (% mom)

8 2020

08/10/2020

7.0

1.5

5.5

2.3

1.0

GRBTEXMM Index

Exports (% mom)

8 2020

08/10/2020

2.4

1.5

0.9

0.4

0.7

GRCAEU Index

Current Account Balance (EUR bn)

8 2020

08/10/2020

16.5

16.2

0.3

-0.2

0.4

GRTBALE Index

Trade Balance (EUR bn)

8 2020

08/10/2020

11.9

16.0

-4.1

-1.7

0.0

GRCP20YY Index

CPI (% yoy)

9 2020

13/10/2020

-0.2

-0.2

0.0

0.2

0.4

GRZECURR Index

ZEW Survey Current Situation

10 2020

13/10/2020

-59.5

-60.0

0.5

0.1

0.5

GRZEWI Index

ZEW Survey Expectations

10 2020

13/10/2020

56.1

72.0

-15.9

-1.7

0.0

MPMIDESA Index

Markit Services PMI

10 2020

23/10/2020

48.9

48.9

0.0

0.0

0.5

MPMIDEMA Index

Markit Manufacturing PMI

10 2020

23/10/2020

58.0

58.0

0.0

0.0

0.4

GRIMP95Y Index

Import Price Index (% yoy)

9 2020

28/10/2020

-4.3

-4.8

0.5

0.8

0.9

GRUECHNG Index

Unemployment Change (000's mom)

10 2020

29/10/2020

-35.0

-5.0

30.0

0.8

0.9

GRCP20YY Index

CPI (% yoy)

10 2020

29/10/2020

-0.2

-0.3

0.1

0.6

0.7

GRFRIAMM Index

Retail Sales (% mom)

9 2020

30/10/2020

-2.2

-0.6

-1.6

-0.9

0.1

GRGDPPGQ Index

GDP (% qoq)

9 2020

30/10/2020

8.2

7.3

0.9

1.8

1.0

Updated by Marc Schattenberg and Jochen Moebert (+49) 69 910-31727, jochen.moebert@db.com
Source : Heiko Peters (2014). DB German Macro Surprise Index. Focus Germany, 4 August 2014
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Germany: Data calendar
DB forecast

Last value

5 Nov 2020

8:00

New orders manufacturing (% mom, sa)

September

2.5

4.5

6 Nov 2020

8:00

Industrial production (% mom, sa)

September

3.0

-0.7

9 Nov 2020

8:00

Trade balance (EUR bn, sa)

September

19.1

14.8

9 Nov 2020

8:00

Merchandise exports (% mom, sa)

September

4.6

2.4

9 Nov 2020

8:00

Merchandise imports (% mom, sa)

September

0.5

7.0

23 Nov 2020

9:30

Manufacturing PMI (Flash)

November

55.0

58.0

November

43.0

48.9

Q3 2020

8.2

8.2

Date

Time

Data

Reporting period

23 Nov 2020

9:30

Services PMI (Flash)

24 Nov 2020

8:00

Real GDP (% qoq) - Details

24 Nov 2020

10:00

ifo business climate (Index, sa)

November

85.0

92.7

30 Nov 2020

14:00

Consumer prices preliminary (% yoy, nsa)

November

-0.2

-0.2

1 Dec 2020

9:55

Unemployment rate (%, sa)

November

6.3

6.2

2 Dec 2020

8:00

Retail sales (% mom, sa)*

October

2.0

-2.2

*An earlier data release may be possible due to the Federal Statistical Office.
Source : Deutsche Bank Research, Federal Statistical Office, Federal Employment Agency, ifo, IHS Markit
Sebastian Becker, Marc Schattenberg, Jochen Möbert (+49) 69 910-31727
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Financial Forecasts
US

JP

EMU

GB

CH

SE

DK

NO

PL

HU

CZ

Key interest rate, %
Current

0.125

-0.10

0.00

0.10

-0.75

0.00

-0.60

0.00

0.10

0.77

0.25

Dec 20

0.125

-0.10

0.00

0.10

-0.75

0.00

-0.75

1.50

0.10

0.90

0.25

Mar 21

0.125

-0.10

0.00

0.10

-0.75

0.00

-0.75

1.50

Jun 21

0.125

-0.10

0.00

0.10

-0.52

0.10

0.90

0.25

0.10

1.05

0.25

EUR/PLN EUR/HUF

EUR/CZK

3M interest rates, %
Current

0.22

-0.06

Dec 20

0.35

0.03

-0.40

Mar 21

0.30

0.03

-0.40

Jun 21

0.25

0.03

10Y government bonds yields, %
Current

0.86

0.04

-0.63

0.26

Dec 20

0.70

0.00

-0.40

0.45

Mar 21

0.90

0.10

-0.30

0.53

Jun 21

0.95

0.10

-0.23

0.58

Exchange rates
EUR/USD

USD/JPY

EUR/GBP

GBP/USD

EUR/CHF

Current

1.16

104.66

0.90

1.29

1.07

EUR/SEK EUR/DKK
10.36

7.45

EUR/NOK
11.11

4.61

366.42

27.24

Dec 20

1.20

100.00

0.96

1.25

1.05

10.50

7.46

10.25

4.40

340.00

26.50

Mar 21

1.21

97.50

0.95

1.27

1.04

10.50

7.46

10.19

4.30

330.00

26.00

Jun 21

1.23

95.00

0.95

1.29

1.03

10.50

10.13

4.25

325.00

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

Q4
2019

Q1
2020

Q2
2020

Q3
2020

95.0
91.8

92.6
88.5

80.4
81.1

90.6
-1.7
-1.1
82.6

90.1
-1.9
-2.5
82.9

77.7
-19.2
-22.6
71.4

May
2020

Jun
2020

Jul
2020

Aug
2020

Sep
2020

Oct
2020

92.0
97.0

79.9
80.9

86.1
91.0

90.4
96.6

92.4
97.1

93.2
97.4

92.7
95.0

90.6

76.9
10.0
10.4

82.6
11.1
28.8

87.7
3.1
3.3

90.8
-0.7
4.5

93.3

94.3

0.8
6.7
111.1

4.6
-4.0
106.7

-1.9
-6.5
95.4

101.7

1.1
-5.3
95.4

-0.5
12.3
97.9

-0.7
-5.9
100.4

-1.7
3.4
101.4

103.2

101.9

-3.3
0.2
13.7

-4.6
0.4
-20.3

-14.0
0.7
-47.4

-9.0
3.7
-6.7

-14.8
13.1
-49.5

-10.8
-1.5
-32.3

-10.3
0.3
-5.4

-8.5
1.8
-20.0

-8.3
-2.2
8.4

-9.5

-1.1
0.6
0.7
57.7

-2.6
-3.5
-2.3
52.3

-28.6
-21.9
-16.0
25.1

8.7
9.0
3.4
7.4

23.6
14.9
6.9
14.5

15.2
4.7
1.1
18.0

6.5
2.4
7.0
14.8

5.0
-1.7
0.6
98.9

5.0
-10.7
0.3
96.9

6.2
546.7
-1.2
89.2

6.3
93.3
-1.3
95.0

6.3
237.0
-1.3
88.3

6.4
66.0
-1.3
92.4

6.4
-19.0
-1.2
93.3

6.3
-11.0
-1.2
95.4

6.3
-10.0
-1.3
96.3

6.2
-36.0

1.2
1.5

1.5
1.3

0.7
1.1

-0.2
0.5

0.5
1.1

0.8
1.1

0.0
0.7

-0.1
0.6

-0.4
0.3

-0.5
0.1

5.3
62.5

2.1
50.7

-5.5
33.1

3.9
43.3

-4.8
32.6

-4.2
40.5

-5.7
43.2

6.7
45.0

11.3
41.9

41.6

31.6
2.7

34.3
2.2

38.9
-4.9

25.4
0.1

44.0
-6.0

30.4
-4.0

24.2
-0.5

26.6
-0.4

25.5
1.2

26.3
2.3

2.9
2.5
3.4

4.6
2.3
4.7

8.4
-2.7
6.8

4.6
5.0
4.9
-5.9

6.7
4.7
5.3
5.0

6.9
6.7
4.7
3.1

7.2
6.8

7.2
6.7
5.4
-0.4

6.9
6.8
4.7
3.1

7.1
7.1
4.8
5.8

6.4
6.8
4.6
6.4

7.2
6.9

74.4

Q4
2020

79.1

96.5

% 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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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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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.
During the period November 2018 to March 2020 Deutsche Bank may have shown incomplete information regarding
Disclosure 1 in some parts of the equity research and debt research coverage. If you require any further information please
contact DVS.Support@db.com.
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.
Germany: 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.
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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;
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://australia.db.com/australia/content/research-information.html 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,
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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, 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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