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Outlook 2022: New realities
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4% GDP growth in 2022, despite technical recession in winter half. A
synchronous acceleration should result in annual GDP growth of 4%. In
2023, quarterly GDP growth will slow towards trend.
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COVID-19 in 2022: The quest for herd immunity. With Omicron on the rise,
we expect the current level of coronavirus restrictions to remain in place
until late Q1.
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Private consumption: Winter chill followed by spring upturn. Private
consumption will shrink in the winter half-year 2021/22. Followed by a
strong rebound resulting in an annual growth rate of 6.6% in 2022.
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German labour market leaves the crisis behind. Employment should grow
by a good 1%. The minimum wage increase (EUR 12) will boost labour costs
by around 3pp. A strong wage drift will push the effective wage increase to
3.5% in 2022 and 2023.

Senior Economist

Residential properties: Boom not over yet. But regulatory headwinds and
higher interest rates will be felt. Construction sector output will be
hampered by the lack of workers and material.
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External trade: First signs of continental value chains gaining
importance. Trading activity is unlikely to pick up until later in 2022.
Continental supply chains will be strengthened.
Fiscal policy: Ambitious spending plans and debt brake commitment
lead to open funding questions. Based on the previous fiscal regime, the
fiscal deficit is set to narrow considerably. Still, the new government’s big
spending plans, which are not yet quantifiable, could drive deficits
considerably higher.
Inflation: Decelerating from 5%+ rates, but higher core rate more
permanent. Carryover effects and cost pressures will keep CPI inflation
elevated. In 2023, headline and core rates are unlikely to fall below 2%.
German industry: Supply to catch up with robust demand. We forecast an
increase in manufacturing output by 5.5% for 2022 (2021: +3.5%).
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Corporate lending: Getting worse before it gets better? Loan growth may
well fall further before eventually turning the corner.
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German politics 2022. “Team Scholz” will focus on climate protection and
sizeable corporate tax allowances for green and digital investments.
German EU policy might be less fiscal orthodox and open to a cautious
reform of the EU’s fiscal rules.
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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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4% GDP growth in 2022, despite technical recession in
winter half
In our mid-year review published last June, we were still confident that German
GDP growth would expand by about 2% qoq in Q2 - which it did - paving the way
for an even stronger expansion in Q3 and Q4 – which it did not. At around mid-year,
corporate confidence surveys peaked, global industrial production started to
experience – albeit modest – mom reductions and world trade leveled off, after it
had enjoyed a humungous rebound with the yoy rate reaching 24.8%. The
Bundesbank’s leading indicator for global industrial production, which had already
peaked in May, signaled that further trouble was brewing.

Supply disruptions choked the COVID-19 recovery

Figure 3: Foreign core orders &
leading indicator for global ind.
production
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The seemingly synchronised drive-up of the global economy, in fact, happened at
slightly different speeds causing parts of the global trade clockwork to stall. These
effects were exacerbated by changes in consumer demand away from services
(such as hospitality, tourism and parts of entertainment) towards goods (IT,
consumer electronics and home appliances) caused by the pandemic. As a result,
all sectors of the German economy exposed to global demand (exports, investment
spending and industrial output) which had experienced signs of recovery in Q2,
contracted again in Q3. It was only for the 6.2% qoq surge in private consumption
that GDP still mustered a 1.7% increase in Q3.
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Figure 4: Supply chain disruptions
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Global outlook 2022/23 – assumptions are key
Clogged supply chains and record delivery times resulting in surging input prices
together with the advent of the seemingly more infectious Omicron strain have
created considerable headwinds for the global economy. Over the next two years
there is a considerable risk that the global economy might fall into a recession. Our
baseline forecast does not foresee that. However, experience shows that baseline
forecasts hardly ever do foresee recessions. Our constructive view hinges – as in
2021 – critically on two key assumptions, which could fail to come true, as
happened in 2021:

Deutsche Bank AG
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1.

Coronavirus pandemic: That the Omicron variant will cause less severe
infections than previous variants. The new vaccines and rising vaccination
rates will help to get the fourth wave under control. We will be saved from
even more dangerous mutations.

2.

Supply chain distortions: That these strains have more or less peaked, as
suggested by some prices measures (charter rates, commodity prices) and
will continue to improve, although very gradually.

Figure 5: Extent and duration of production problems
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Global economy to expand by 4.4% in 2022
If these key assumptions do materialise, we expect the world economy to expand
by 4.4% in 2022 (2021 6.2%) and to modestly decelerate towards its trend growth,
reaching 3.6% in 2023. COVID-19 related slowdowns in the US (Q3) and over the
European winter will likely be followed with periods of strong growth next year. For
2022 as a whole, we see the US and euro area economies grow at rates of about 3
3/4%. Robust consumer spending will be driven by household balance sheets that
have strengthened on the back of run-ups in savings and asset values as well as the
recovery of spending on services as COVID-related drags diminish.
Yoy growth rates in the US and euro area are expected to moderate throughout
2022. The opposite is expected for Japan and China. In Japan a recent COVIDrelated slowdown will be followed by a strong first half next year, helped by
impressive vaccination progress. Hence, annual growth should accelerate to 2.7%
in 2022. In China, we see the current weakness in property investment – a
significant albeit often exaggerated drag on growth – reversing in 2022. The
downturn was mostly, as is typically the case, a response to credit tightening by the
authorities. In important respects, these policies are already being reversed and
other policies will be employed to stabilise growth. Strengthening household
income growth, lower property prices and easier availability of credit should
stimulate a revival by mid-year. From about 3% yoy growth in the current quarter,
we expect growth in China to end 2022 near 6%.
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Figure 6: Economic growth
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Central banks: A delicate balancing act
Central bank policy is the other crucial element in achieving the rebound in growth
dynamics in 2022 and even more so with regard to the hoped for soft landing in
2023. Certainly, this is no small feat given the extremely unusual economic yo-yo
pattern of the last two years, which has very little resemblance to economic cycles
of monetary policy textbooks. The unique situation the world economy is currently
in is highlighted by the widely unexpected surge in inflation rates across all stages
of production. Initially, the rise was dismissed by central banks and private
forecasters as a temporary phenomenon caused by synchronisation problems
during the restart of the global economy after the near-death experience in early
2021. But at the end of 2021, inflation rates in key countries have reached levels last
seen during the second oil price crisis in the early eighties. In response, the US Fed
has retired the notion of “temporary” with respect to inflation. The ECB is still not
there, but the debate within the European central bank has certainly started, too.
The Fed, the Bank of England, and the ECB will all have significantly advanced their
tapering in the weeks ahead. And we now see all three raising rates before the end
of 2023, with the BoE likely to move ahead of the Fed's liftoff in June next year. The
ECB will lag its peers, with the risks skewed towards ECB policy rate liftoff earlier
in 2023.

Figure 7: Consensus: Inflation
forecasts
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Figure 8: Central banks: Countdown
has begun
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Figure 9: German GDP should pick up in Q2 as private demand gets going again
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Germany: More balanced growth in 2022
Uneven growth rates in H2 2021 will result in quite different carryover effects (the
difference between the Q4 level and the annual average level) among the various
GDP components. Hence, the comparison of annual growth rates in 2021 and 2022
will give an incomplete and somewhat misleading picture of the underlying growth
momentum. This is less of a factor for private consumption, where the expected 1%
qoq decline in Q1 (after a similar drop in Q4 2021) should be followed by a strong
rebound during the summer half, resulting in a quarterly progress rate (average qoq
rate during the year) almost identical to the average yoy rate of a good 6 ½%. The
modest 4.1% annual growth rate we are forecasting for investment in machinery &
equipment, by contrast, hides the strong growth momentum this component is
expected to experience once the supply chain disruptions ease and Omicronrelated uncertainties recede. The same holds true for exports, where a strong
rebound in the summer half will lift the quarterly progress rate close to 9%, while
the average yoy rate will show a rather modest 5.1%. All in all, the synchronous
acceleration of the domestic (private consumption) and more externally driven
parts (exports, capex investment) of the economy should result in annual GDP
growth of 4% in 2022.

Deutsche Bank AG
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2023: Back to modest trend growth
The strong dynamics in these key drivers for GDP growth reflect to a large extent
pent-up demand and catch-up effect, which would disappear in 2023, causing
quarterly GDP growth to slow to its trend rate of around 0.3%. However, despite
subdued quarterly growth rates, strong carryover effects will result in a rather
impressive annual expansion of 3% in 2023.

Figure 10: Stringency of government
measures related to COVID-19
Index
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Although many of the preconditions we expect to trigger growth to accelerate
during 2022 are already in place (such as record order book levels in industry or the
EUR 180 bn in largely involuntary savings of German households), we will likely face
an interim period of increasing doubts about our positive outlook as we expect GDP
to decline by about ½ % qoq in Q4 and Q1 2022. We do see this as a purely technical
recession, largely due to the brake on private consumption caused by tightened
COVID regulation and voluntary social distancing. We do not expect further major
setbacks for business or consumer confidence. As a result, the labour market
should hold up well, hence avoiding negative multiplier effects which typically
cause a recession to become more engrained. We are confident that the economy
will be back on track by spring and that in Q2 2022 GDP will have finally surpassed
its pre-COVID-19 level.

40
20
0

Source : Ourworldindata.org

Figure 11: Individual mobility
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Inflation getting more sticky
Given the only temporary setback, which if anything will delay the expected easing
of supply disruptions and pent-up demand, the corporate pricing power will remain
high, especially as import prices will continue to rise strongly. Hence, we expect
headline inflation to slow only modestly, although some of this year’s one-offs will
drop out. Recent wage settlements have been unexpectedly modest. But unions
and workers are unlikely to accept declining real wages, especially as the labour
market rebounds, the demographically induced shrinkage of labour supply and
labour market policies of the new government are all strengthening their bargaining
position. With major wage settlements not before autumn, this is likely to result in
a strong wage drift – especially when the planned increase in the minimum wage
is also taken into account – and hence rising effective wages in 2022, while
collective wages might only experience a stronger acceleration in 2023. As a result,
headline inflation should slow only from slightly above 3% in 2021 to slightly below
3% in 2022. Thereafter it might normalise further, but we do not expect it to clearly
fall back below 2%.
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New fiscal policy course with limited growth impact in 2022
The new government has not only promised to transform the German economy into
a digital, CO2-neutral, one but is also confident in creating a sufficiently large
number of jobs, to compensate for the likely job losses triggered by this massive
structural transformation. It will be a challenge to reconcile the planned massive
increase in public spending with the German debt brake, being reestablished in
2023. Still, already adopted over-generous borrowing plans for 2021/22, higher tax
revenues and less need for COVID-19 -related emergency measures should make
fiscal policy in 2022 relatively stress-free, especially as – despite government’s
commitment to streamline planning procedures – new investments will take off
relatively slowly given the lacking capacities in the construction and trade sectors.

Risks: Skewed to the downside
While a 4th wave was expected later in 2021, its magnitude and the advent of the
Omicron variant certainly was not. Hence, we should be more humble with respect
to the pandemic developments and admit that we ultimately do not know. The
Page 6
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assumption that supply disruptions will taper off during 2022 is driven by our
confidence in the market economy and its ability to bring supply and demand into
equilibrium. On the other hand, there is the increasing temptation in some countries
to intervene and manipulate markets to foster or even create imbalances for the
sake of greater geopolitical influence. The bigger-than-expected supply disruption
in 2021 should also serve as a warning that global supply chains have become so
complex that trivial disruptions can bring whole industries to a grinding halt.
Heightened efforts to still achieve the 1.5 degree target agreed at the Paris climate
conference in 2015 will require substantial policy interventions which could impair
economic performance during the transition period.
The political sphere in general seems to have become more fragile. The competition
between US and China about future technological leadership continues
unabatedly. In Europe Russia seems to be testing the resolve of the post-Merkel EU.
Within countries, COVID-19-related policies and uncertainties and cost increases
related to the planned conversion towards CO2-neutrality have resulted in more
unconciliatory domestic policy debates, which might cause further rifts in
societies.
On the other hand, global trade could resynchronise more quickly than expected,
leading to falling commodity and raw material prices, thereby increasing
households purchasing power and making the central bank’s job a lot easier.
Finally, large investments into health science and into the combat against global
warming might lead to breakthroughs, which could bring about a more optimistic
assessment with respect to the two largest challenges faced by mankind.

COVID-19 in 2022: The quest for herd immunity
n

We expect the current level of coronavirus restrictions to remain in place
until late Q1. Comprehensive relaxations are imaginable only if new
infections and pressure on hospitals come down significantly. With
Omicron on the rise, this is currently a rather unlikely scenario.

n

The restrictions could be eased starting in Q2 based on positive seasonal
effects and further success in the vaccination campaign. Thus, the worst
could be over in summer 2022. The virus will become endemic, but
vaccinations and infections together with better medication should prevent
serious negative economic consequences after Q1 2022.

The fourth COVID-19 wave in Germany gathered strength in mid-October.
Thereafter, new infections have risen to a level that hasn’t been seen before with a
daily average of roughly 58,000 cases. Given the fact that more than 20% of the
population older than 12 years is still not vaccinated against COVID-19 in Germany,
the number of intensive care patients, too, started to grow with a short time lag.
What is more, protection by vaccination has weakened for those people who
received their 2nd vaccination dose already in early 2021. Demand for booster
vaccinations had remained reserved until mid-October not least because official
scientific recommendations (Permanent Vaccination Commission, STIKO) initially
focused on people older than 70 years only. It was not until November 18, that the
STIKO extended the recommendation for a booster vaccination to all people older
than 18.

Deutsche Bank AG

Figure 12: New infections reached a
new record high in the fourth wave
Daily new COVID-19 infections in Germany,
7-day moving average
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In the face of rising new infections, high hospitalisation ratios and more patients in
intensive care units, politics decided to introduce new nationwide coronavirus
restrictions in early December. Access to leisure facilities and non-essential retail
stores is now only allowed for people that are fully vaccinated or have recovered
from a COVID-19 infection (2G rule). Unvaccinated people must show a current
negative coronavirus test at workplaces and in public passenger transport (3G rule).
This political decision was not self-evident since some federal states in the north
and west of Germany have not experienced a tremendous rise in seven-day
incidence or hospitalisation ratios. Instead, the southern and south eastern regions
(with lower vaccination ratios) have been the coronavirus hot spots in Germany.
Thus, utilisation of intensive care beds has been much higher in these federal states.
There is a clear negative correlation between vaccination ratios and seven-day
incidence in federal states.

Rising trend in new infections interrupted: The calm before the Omicron
storm?
In the last few days, official new coronavirus numbers have brightened
somewhat. New infections have been below their pre-week level for some
days now. The hospitalisation ratio has been stable of late and the number
of intensive care patients seems to approach a plateau. At the same time, the
vaccination campaign is gaining momentum. More than 1 million vaccinations per
day are now registered more frequently with booster vaccinations being the
main driver. Even first vaccinations are now higher than they had been
throughout late summer and early autumn. 2G and 3G rules as well as the
political discussion about vaccinations to become generally mandatory play a
part here. As of mid-December, some 70% of the total population are fully
vaccinated in Germany. And the number of unvaccinated but recovered
people has increased, too. Thus, the virus will find it more and more difficult to
infect people that never have had contact with it. A vaccine for children
between 5 and 11 years is now approved and will bring up vaccination ratios
in younger age groups.
So, everything will be fine? Well, no! We are still at the beginning of the winter
which is the most wonderful time of the year for the coronavirus. Current
coronavirus regulations are by far not that restrictive as they had been in the
winter of 2020/21. That means more mobility and more contacts compared to
former lockdowns. Last but indeed not least, we face a serious element of
uncertainty with the appearance of the new Omicron variant. Scientists all over the
world are currently examining the pharmacological properties of this virus
variant. It is too early for a final or even a reliable interim judgement. However,
first assessments conclude that Omicron could on the one hand be more
contagious than the Delta variant but could cause less severe illnesses on the
other hand. Most scientists also agree that people who have received three
vaccination doses are still quite well protected against the Omicron variant.

Figure 13: Number of intensive care
patients approaching a new plateau?
COVID-19 intensive care patients in Germany
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Figure 14: Booster vaccinations on
the rise
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Figure 15: High vaccination ratio, low
seven-day incidence rate
x: Vaccination rate in German federal states*
y: 7-day incidence in German federal states*
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Our best guesstimate in this uncertain environment is that the number of
new infections will remain high for the weeks to come; we are reluctant to say
that the recent decline in new infections is already a trend reversal. Given
the current knowledge, we also expect the hospitalisation ratio might decouple
from these high (maybe rising) infection numbers since elderly people and risk
groups should have received their booster vaccination soon. We will keep
an eye on the development around Omicron (and potential other variants).
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Restrictions to remain in place until late Q1
In terms of economic impact of the coronavirus crisis, it is hard to imagine that the
current restrictions (2G and 3G) will be eased if new infections and the number of
hospitalised people remain high. An even stricter regulation (e.g., 2G+ meaning
vaccinated or recovered plus a current test) is of course not off the cards. Thus, a
significant share of people is excluded from consumption in brick-and-mortar
stores and in the leisure sector. What is more, a certain share of vaccinated people
might (continue to) reduce social contacts, shopping, etc. voluntarily. This selfcontainment could even increase if Omicron appears to cause breakthrough
infections for vaccinated people. These factors are a drag on private consumption.
The supply side should benefit from the 3G rule at workplaces which could prevent
larger infection events in companies. Moreover, the political goal to keep schools
and day nurseries open will also stabilise output since working parents do not have
to stay at home to care for their children.
We expect the current level of coronavirus restrictions to remain in place until late
Q1. Comprehensive relaxations are imaginable only if new infections and pressure
on hospitals come down significantly. With Omicron on the rise, this is currently a
rather unlikely scenario. Politics will remain cautious. We expect that the
restrictions will be eased starting in Q2 based on positive seasonal effects and –
initially probably more important – further success in the vaccination campaign. A
law requiring mandatory vaccinations might be in place in spring 2022. Thus, the
worst could be over in summer 2022. The virus will become endemic, but
vaccinations and infections together (herd immunity) with better medication
should prevent serious negative economic consequences.

Private consumption: Winter chill followed by spring upturn
n

Tighter COVID-19-related restrictions and voluntarily reduced mobility
behaviour, in combination with supply bottlenecks, should again
noticeably dampen private consumption in the winter half-year 2021/22.
From spring onwards, however, we expect a strong recovery along the lines
of the previous year. In 2022 as a whole, private consumption should
increase by 6.6%, followed by 3.5% in 2023.

n

In spring 2022, further progress in vaccinations, a seasonal slowdown in
new infections and easing supply problems are likely to revive private
consumption. With a time lag, demand for personal services and hospitality
should also regain momentum. A robust labour market and pent-up
demand should also provide support.

Better pandemic situation will allow for catch-up effects in private
consumption
In 2022, private consumption will continue to be strongly influenced by the course
of the pandemic and thus have a decisive impact on the development of the
economy as a whole. In 2022, private consumption is likely to increase by 6.6%
(2020: 0.4%), with about half provided by a strong carryover effect. After a dip in the
winter half-year of 2021/22, we expect private consumption to recover strongly
again, once advanced vaccinations and seasonal factors increasingly allow the
infection to subside in the spring.
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Since late summer consumer confidence has weakened noticeably in the face of
the COVID situation. But household sentiment has not yet declined as significantly
as during previous waves. The availability of vaccines makes a big difference here,
of course. But also the only limited concerns about unemployment – initially tamed
by short-time work but now based on the clear improvement in the labour market
–should keep worries at bay (Omicron, however, was not yet an issue when the
latest surveys were taken). Rather, the surveys show that households continue to
expect rising prices.

Figure 16: GER: ESI and
subcomponents (Nov 2021)
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In contrast to spring 2021, we do not expect a sharp and prolonged slump in private
consumption at the beginning of 2022 (Q1: -1.0% qoq), so that growth for the year
as a whole will also be much stronger. In addition, a decline in bricks-and-mortar
retailing is likely to be dampened by a shift to internet retailing.
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Nevertheless, the recovery is likely to resemble last year's pattern. Retail sales will
pick up first, followed by the service sector. Personal services as well as tourism and
hospitality offerings are likely to remain affected by legal restrictions and voluntary
mobility reductions up until spring. However, the recovery pattern of 2021 showed
that households have not lost their appetite for tourism and savoir vivre despite or
even because of COVID. For example, private consumption expanded by a strong
6.3% qoq in Q3, while retail sales stagnated but hospitality and tourism turnover
expanded strongly. However, supply problems might also have been a factor
hampering retail sales. Probably even more so with new car registrations which fell
sharply as bottlenecks hampered the production of many (national) manufacturers.
Given the pent-up demand, purchases should rebound strongly once production
normalises in H1 2022 (share of transport (incl. cars) in 2020 household spending:
13%).

Savings at present
Source : European Commission

Figure 17: Pandemic pattern: Trade
recovery leads, hospitality industry
follows
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Robust incomes and pent-up demand support private consumption
The expected recovery in private consumption in 2022 (6.6%) and 2023 (3.5%) is
likely to be supported by favourable labour market developments in addition to the
brightening of the pandemic situation. The unemployment rate is expected fall to
5.2% (2021: 5.7%), i.e. only ¼ pp shy of its pre-COVID lows. Income developments
(effective earnings per employee 2022: 3.5%, 2023: 3.5%) will also support the
rebound in consumption. Pensions will also rise strongly in 2022 (East: 5.1%, West:
4.4%) despite the reintroduction of the so-called "catch-up factor".
Moreover, the additional nominal purchasing power accumulated during the
pandemic waves has not yet been reduced to any great extent. It is still likely to
amount to a good EUR 180 bn. However, it remains uncertain when and to what
extent this will be spent. The savings rate has fallen back from the lockdown-related
record highs (2020 Q2: 20.3%; 2021 Q1: 19.0%) to 12.2 in Q3 but is expected to
increase again in the winter half. In the recovery phase of the next two years,
however, the savings rate should fall to an average of 10%. The expansion of private
consumption, given the rise in consumer prices, will also be fed to some extent by
the savings involuntarily formed during the lockdown periods.
Despite a recent slight normalisation, the holdings of cash and deposits of private
households alone were around 8% above the previous year's level in Q2 2021 (latest
data: EUR 2,975.1 bn).
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Figure 18: New car registrations
down in 2021, recovery expected in
2022
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Inflation wipes out a lion’s share of nominal income gains
However, real purchasing power of private households will be eroded by the strong
increase in consumer prices (nat. def. 2021: 3.1%), so that real disposable income
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is likely to fall by a good 1% in the current year. In 2022 the wages & salary income
as well as corporate and property income will rise strongly. Households' disposable
income is likely to increase by a good 4%, leaving a plus of about 1% in real terms.

Figure 19: German households piled
cash during the lockdown
Currency and deposits, % yoy, nsa
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German labour market leaves the crisis behind
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n

German labour market continues to recover at the end of 2021. The strong
decline in unemployment is driven by the increase in employment subject
to social security contributions. With the continued economic recovery, it
should grow by a good 1% (360,000) in 2022 and show another plus of just
under 0.6% (200,000) in 2023. Overall employment will exceed pre-crisis
levels in Q3 2022.

n

Major collective wage negotiations will start late in 2022 and settlements
might be reached in 2023 only. In 2022, collectively agreed wages are likely
to increase by a good 2% (2021: 1.5%), but effective pay per employee –
absent the EUR 12 minium wage hike – could still be up by a good 3.5%,
driven by the decline in short-time work and higher non-tariff payments.

n

EUR 12 minimum wage in 2022 would boost aggregate labour costs by
around 3pp. While the coalition treaty does not explicitly state a date, it
could be implemented in 2022 already. Almost 7.9 m (23%) employees
subject to social security contributions in their main job earned less than
EUR 12 per hour in 2019.

Strong recovery, employment will exceed pre-crisis levels in 2022
Thanks to the economic upswing in the summer half of 2021, the German labour
market continues to recover at the end of 2021. From July to November (current
data for H2), seasonally adjusted unemployment fell by a strong 252,000, so that
the unemployment rate (nat. def.) for 2021 will be 5.7% (2020: 5.9%). Given the
favourable end-year level, the unemployment rate should drop to 5.2% next year,
even in case of a slight setback in Q1 due to pandemic developments. On average
for the year 2023, unemployment could then fall to 2.26 million (2022: 2.36 million,
2021: 2.61 million), slightly below the level of the pre-crisis year 2019 (2.27 million).
The unemployment rate should decline to 5.0% in 2023.
The drop in 2021 unemployment was driven by the strong increase in employment
subject to social security contributions. In September (latest data), it was 0.6% or
195,000 persons above the pre-pandemic level (Feb. 2020). With the continued
economic recovery, employment subject to social security contributions should
grow by a good 1% (360,000) in 2022 and also show a plus of just under 0.6%
(200,000) in 2023. The already existing shortage of skilled workers will reinforce the
impact from strong GDP growth.
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Figure 20: German labour market
with strong rebound
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Figure 21: Leading labour market
indicators: Weakening of momentum
in the short run
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Although the seasonally adjusted number of people employed in jobs with lower
hours where the monthly income is capped at EUR 450 (mini jobs, planned increase
to EUR 520) increased by about 67,000 in the year to September to 4.152 million),
it was down by 107,000 yoy. Also, many self-employed workers were hit particularly
hard by business restrictions to contain the pandemic. According to the Federal
Statistical Office, their number fell by 190,000 from Q4 2019 to Q3 2021 to a good
3.39 million. Despite the recent economic recovery, this trend has hardly slowed
during 2021. In the coming year, the number of self-employed should start to
recover, albeit very gradually. We expect the number to reach 3.97 million in 2023,
still lower than the 4.15 million recorded in 2019.
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In contrast, the number of people employed exclusively in mini jobs is likely to
increase strongly (+100,000 to 4.21 million), especially in the coming year, if the
service and especially the tourism sector continue to recover. If our forecast of
economic development comes true, their number could record a further plus of
about 25,000 in 2023. Again, at around 4.25 million workers, the level would still be
a good 300,000 below the pre-pandemic level (2019: just under 4.58 million).
Overall, the number of people in employment recently stood at 45.04 m (sa) and was
thus still just under 0.9% or 388,000 below the pre-pandemic level. In the coming
year it is likely to increase by 1.1%, so that at just under 45.37 million it will exceed
the 2019 level by about 100,000. In 2023, the number of people in employment
should then rise to 45.66 million.

Jump in minimum wage may slow recovery of mini jobs, especially in
services
The planned increase in the minimum wage to EUR 12 is likely to play a significant
role in the recovery of mini jobs. The previous earnings cap of EUR 450 per month
would then be reached more quickly. However, the new government has planned
to raise this limit to EUR 520 per month to prevent a reduction of hours. The new cap
would correspond to a weekly working time of 10 hours at the new minimum wage
conditions.
On the other hand, there are the companies – especially in the services sector –
which are confronted with a sudden jump in personnel costs in the recovery phase
after the crisis. So far, the adjustment steps decided by the Minimum Wage
Commission (two steps planned for 2022: EUR 9.82 and EUR 10.45) have been
smaller and spread over a longer time horizon. Due to predictable increases and the
generally favourable economic environment in the years following the introduction
of the minimum wage (2015), there were no significant negative employment
effects. However, since many of the affected employment relationships were cut
during the pandemic, it is questionable whether they will now be created again, at
least to the same extent, in the event of sudden higher costs. This structural
difference compared to previous years is currently reflected comparatively little.
Moreover, it is also very likely that the companies will pass on any increased costs
to the end consumers.1 On the other hand, a recovery in immigration could
gradually reduce cost pressures.

Short-time work remains a lifeline for the labour market
The different situation of the forms of employment discussed above is also largely
determined by the possibility of short-time work. Only employees subject to social
insurance contributions can take advantage of this regulation, so that companies
can forego layoffs in temporary phases of under-utilisation (e.g. chip shortage in the
car industry). This also eliminates lengthy search and recruitment processes. After
another lockdown-related increase in Q1 2021 (Feb: 3.36 m), short-time work
declined steadily to around 600,000 by the beginning of Q4. However, material
shortages in industry then led to a slight increase again. Due to the development of
the pandemic, the service and catering sector is expected to increase again in the
winter months, possibly by c. 150,000 persons. Seasonal factors and an easing of
supply bottlenecks should again lead to a noticeable decline in short-time work
from Q2. In H2 2022 it could then average 300,000 persons.

Figure 22: Number of short-time
workers fell steadily during summer
half of 2021
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Source : Federal Employment Agency, ifo Institute

1

Link, Sebastian, 2019. The Price and Employment Response of Firms to the Introduction of Minimum
Wages, CESifo Working Paper Nr. 7575.
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Major collective wage negotiations will start late in 2022 and play out in
2023
For the development of wages in 2022, the timing of the collective negotiations will
play a major role, in addition to the general conditions, such as the capacity
utilisation situation in the specific sectors or more structural perspectives. For
example, negotiations in the important metal and electrical industry will not start
until the beginning of Q4. The same applies to employees in the public sector or in
the temporary work industry. These settlements should only leave an imprint in
2023.

Figure 23: Negotiated pay rates vs.
average union demands
%
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Figure 24: Wage negotiations in selected* sectors
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Thus, the development of collectively agreed wages in 2022 is largely the result of
contracts reached in previous bargaining rounds. In 2022, collectively agreed
wages are likely to increase by a good 2% (2021: 1.5%), but effective wage growth
per employee - absent the EUR 12 minimum wage hike - could still be at 3.5%. The
increase is likely to be driven by the decline in short-time work and higher non-tariff
payments as the economy recovers.
It is to be expected that the experience of elevated monthly inflation rates will be
reflected in the wage demands. This is indicated, for example, by first
announcements of the union in the chemical and pharmaceutical industries (IG
BCE). In talks that could start on 21 March 2022, the IG BCE demanded a wage
increase above the inflation rate, without giving further details so far. Similarly,
ambitious wage demands are likely to come from the other industries.

Figure 25: Record high shortage of
skilled labour burdens German
companies
Firms reporting shortages of skilled labour (Bal. %)
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Therefore, an increase in collectively agreed wages of almost 3% in 2023 should be
plausible. Effective wages should also increase by a good 3.5%. This will result in
a positive wage drift also in the next two years (2021: 1.8 pp., 2022: 1.5 pp., 2023:
0.5 pp.), which reflects the high demand for labour in the course of the economic
recovery and is an indication of the tightness in the German labour market. In the
further development, a wage-price spiral cannot be ruled out.
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As a result of the significantly improved labour market situation, the shortage of
skilled workers is becoming more noticeable again. Especially in the service sector
companies are complaining about labour shortages, but qualified workers are also
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being sought in industry and, of course, in the booming construction industry.
Accordingly, the bargaining position of workers is likely to strengthen further.

EUR 12 minimum wage in 2022 would boost aggregate labour costs by
around 3pp
The new government has promised to increase the minimum wage to EUR 12,2 but
has not specified the date, yet. We assume that it will occur in 2022. Previously, the
Minimum Wage Commission had only planned a two-stage increase from EUR 9.60
to EUR 10.45. According to the latest SOEP income data, almost 7.9 m (23%) of
employees subject to social security contributions in their main job earned less than
EUR 12 per hour in 2019. Of those 7.9 m, 3.4 m were full-time workers and 4.5 m
were part-time workers. According to an analysis by the Hans Böckler Foundation3
about 1.3 m of those in secondary employment (i.e. having a second job) are also
likely to be paid less than 12 euros. In total, the increase should affect a good 9 m
workers, many of whom are only employed part-time or marginally. When
accounting for the actual working hours and current wage distribution between
EUR 10 to 12, raising the minimum wage to EUR 12 would result in a one-off
increase in aggregate total labour costs in the economy by a little more than 3.0%
in 2022. In the medium term, this increase in the minimum wage should also
influence the structure at the lower end of the wage hierarchy and create upward
pressures there to reestablish the wage gap. A back-of-the envelope calculation
hints that if all the workers affected by the minimum wage hike see their pay rise by
c. 20% (effectively shifting the low wage distribution up uniformly), this will add
1.5-2.0 pp to average wage growth in the medium term.

Residential properties: Boom not over yet
As expected, the boom continues unabatedly. A look at the demand side shows that
net immigration weakened considerably during the lockdown. In net terms, about
250,000 people seem to have migrated to Germany in 2021. This translates into only
marginal population growth. On the supply side, new construction is likely to have
been dampened by a lack of qualified labour and materials. Nevertheless, we
believe that, just like in 2020, more than 300,000 new units were completed. Taken
together, this suggests that the demand overhang on the residential market once
again declined significantly.
House prices grew at a two-digit rate in 2021. Rent growth is still lagging behind,
and rental returns continue to decline. While initial gross rental returns still average
about 4% p.a. in Germany as a whole, funding costs look set to increase. Bund yields
are likely to return to positive territory in 2022, and we expect 5-10-year mortgage
yields to amount to c. 1.45% p.a. by the end of 2022 (most recent figures from
October: 1.10%). While investments in the German residential market certainly
remain interesting, their attractiveness is beginning to decline.

Figure 26: 1990-2020 completions
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Moreover, the government’s climate policy looks set to eat away at net rental
returns, as we already explained back in March in our outlook for the residential

2

3

While the coalition treaty does not explicitly state an implementation date, we assume it will occur in
2022. In any case, the broad estimate of the one-off shock to aggregate labour costs we report here
would not be affected by the exact implementation date.
Pusch, Toralf 2021. 12 EURO Mindestlohn, Policy Brief WSI Nr. 62, 10/2021.
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property market for 2021. The coalition agreement suggests that landlords will have
to pay for about half of the carbon price. In addition, the new government plans to
introduce strict rules on which heating systems are allowed in new homes or for
renovation purposes. However, these measures will probably not be sufficient to
achieve the highly ambitious environmental goals for the building sector.
Aggregate emissions are to be reduced from 118 m tons of CO2 equivalents in 2020
to 67 m tons by 2030. This is a reduction of more than 40%. However, during the past
five years, emissions were only cut back by about 5%. The government may decide
to tighten the rules further in 2022. As a result, the end of the cycle is coming nearer.
We still think it is possible that the price cycle peaks in 2024.

Office market: Dip, but expectations of a collapsing office market were
wildly exaggerated
In 2021, vacancy rates in the metropolitan areas rose by about ¾ of a percentage
point, to c. 4.5%. However, the partial normalisation of the take-up rate during 2021
already proves that the expectation of a market collapse envisaged by many at the
start of the pandemic was completely wrong. It seems that the future will belong to
hybrid work models. Both employers and employees have learned to appreciate
flexible solutions and, during the many months of working from home, the value of
face-to-face meetings. According to ifo statistics, the percentage of those working
from home declined from almost 32% during the lockdown months to about 25%
during the summer of 2021, i.e. roughly to the pre-pandemic level. If infection
numbers decline in spring 2022, demand for new office space is likely to rise and
gradually lead to a new balance. In addition, the first effects of the upcoming
retirement of the “baby boomer” generation may begin to be felt. Against this
background, employees may enjoy more negotiating power and ask for larger,
better equipped offices. That is why we forecast only a minor increase in the
vacancy rate, a further rise in the take-up rate and somewhat higher rents for 2022.
Price growth looks set to outpace rent growth, as nationwide office rental returns
are still attractive in the low-rate environment, at about 5% in central and 7% in
peripheral locations.

Figure 27: Net migration per month
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Figure 29: Rents and inflation
% year on year
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Commercial buildings offer an inflation hedge, residential buildings do
so only to a limited extent
Rent growth for existing properties was very moderate, at about 1.3% p.a., during
the current cycle, i.e. since 2009. In contrast, rents for relet and new properties were
Deutsche Bank AG
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up by more than 50%, even though rent growth in this segment has slowed during
the last few years, too. It was only slightly above 2% in 2020, and the downtrend
looks set to have continued in 2021. In inflation-adjusted terms, we expect rents for
new properties to stagnate and rents for relet properties to decline. Rent hikes will
probably be difficult to implement in the future. The new traffic-light coalition
intends to extend the period used as a basis to calculate regular local rents and
reduce the cap. Moreover, the “rent brake” will be prolonged. Beyond this
regulatory tightening, sentiment in society as a whole makes it difficult to ask for
higher rents in many places. Against this background, it is landlords who will bear
the brunt of persistently high inflation. Inflation-indexed or graduated rent
agreements may offer some protection against inflation; however, they are an
exception on the German residential market. In contrast, such agreements are quite
common when it comes to commercial buildings. This means that, as a rule,
commercial properties offer better inflation protection than residential properties.
Higher debt can serve as a hedge against inflation, too. However, as we expect the
house price cycle to approach its peak, this strategy (which was mostly successful
during the past twelve years) will become increasingly risky. Nevertheless, higher
debt can be an effective inflation hedge in case of existing properties with low
lending values.
__________________________________________________________________
Box: No productivity gains, despite construction boom
Construction projects are what numerous private and public-sector investment
efforts focus on. Since 2009, buoyant demand has driven up turnover and
employment in the construction sector, by more than 60% and more than 30%,
respectively. Moreover, there is a structural lack of skilled workers in many
subsegments. A long-term demand boom and supply bottlenecks often lead to
increased investments and other measures to strengthen productivity. In the
construction sector, however, productivity per hour and per capita have remained
largely unchanged since the German unification. Both the financial crisis and the
COVID-19 pandemic have led to a surprisingly strong jump in productivity, which is
the result of layoffs and a significant increase in construction activity. And while there
are many efforts to digitise the construction sector, any impact on the national
accounts will be felt in a few years’ time at best. If productivity growth remains low,
a significant increase in employment is the only way to increase aggregate
construction output. However, the sector is hit particularly hard by the general,
demographic decline in the workforce. In each of the past 15 years, more
construction workers retired than took up an apprenticeship. The same is probably
true for finishing construction trades. Since more people are due to retire in the
coming years, it becomes more important than ever to attract skilled workers from
abroad. During the past decade, the share of foreign workers has already risen from
about 8% to more than 20%. However, it takes time for the new arrivals to integrate
themselves into a new working environment and overcome language and cultural
barriers. This means that the number of construction workers will continue to grow
only at a slow pace. The bottlenecks and difficulties described above explain why a
large number of companies complain about a lack of workers. In November, almost
40% of the participants in an ifo survey said that they lacked workers (the historical
average for the period 1991 – 2021 is about 2%). In fact, even more companies
complain about a lack of skilled labour than about a lack of materials.
_______________________________________________________________________

Figure 30: ifo: Construction survey:
Lack of workers vs. shortage of
materials
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Figure 31: Construction sector:
Activity from Q1 2019 to Q3 2021
2019 Q1 = 100, seasonally and daily adjusted
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Construction investment: Commercial construction will remain sluggish
Demand in the construction sector is still high. The ifo business sentiment index for
the construction sector has clearly recovered from its lows in 2020 and is currently
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Figure 32: 2018-2021: Real
construction investments
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near its highs, as is capacity utilisation (~95% percentile). The order backlog will
keep companies occupied for 4.7 months – a new all-time high reached in
November. This development is probably due to both strong demand and supply
bottlenecks. In 2021, an unusually high number of companies complained about
labour and materials shortages. These shortages probably explain relatively
moderate growth in order intake, industrial output and construction investment. In
addition, many companies are likely to have restocked their inventories – a
behaviour which reinforces bottlenecks. As long as the coronavirus pandemic
continues, supply chains will remain fragile. Moreover, with cyclical fluctuations
continuing to be unusually strong, companies will take care to keep their
inventories well stocked. We therefore expect the supply shortages to dampen
activity far into 2022. They will not be overcome in full before 2023. Construction
investment looks set to increase by 1.6% in 2022 and 2.6% in 2023. Apart from
labour and materials shortages, activity in commercial and public-sector
construction looks set to dampen growth in 2022; either of these segments looks
set to grow by about 1%. With regard to commercial construction, investments in
offices and hotels will probably decline, even though the official statistics do not
separately cover these subsectors. In 2023, growth in both subsectors is likely to
pick up and return to about 2 ½%.

Source : Federal Statistical Office, Deutsche Bank Research

External trade: First signs of continental value chains
gaining importance
n

The Delta (Omicron) virus variant and supply bottlenecks are currently
dampening global trade. In fact, trading activity is unlikely to pick up until
later in 2022. While German export growth is likely to follow a similar
pattern, we expect it to be above the average in 2022.

n

For a number of reasons, it seems probable that continental supply chains
will be strengthened at the expense of their global peers. Very strong
growth in exports to Poland and Italy in 2021 may be a first sign of this
development.

Following the historic slump in spring 2020, the broad-based economic recovery
lifted world trade (in real terms) to a new all-time high by summer 2021. On average,
trade grew by more than 9% in 2021. This was the strongest rate since the financial
crisis. During the second half of the year, however, global trade was dampened by
the Delta variant and numerous supply bottlenecks. Major regional differences
emerged. While trade slowed down in the western countries, it accelerated
considerably in Asia. This may already be an effect of the Regional Comprehensive
Economic Partnership (RCEP), the largest free-trade zone worldwide, which was
created by 13 south-east Asian countries, Australia and New Zealand at the end of
2020 and will enter into force on 1 January 2022.

Figure 33: Global trade vs. global
PMI and US Purchasing manager
index: ISM
left y-axis: Index<50 contrac., >50 expansion
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Figure 34: 2019-2021: Real global
trade
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German exports to Asia did not benefit much from the RCEP, however. In 2021,
goods exports to China grew only 8% yoy in nominal terms – in contrast to our
forecast of December 2020, which was for a rise by more than 13% after the COVIDrelated stagnation. Exports to the UK, another of Germany’s top 10 export
destinations, also remained below our expectations. Despite the significant
appreciation of the GBP, exports declined for the sixth year in a row. The UK, which
was the third most important export destination in 2015, dropped to rank 8 by the
end of 2021. In contrast, exports to Italy and Poland surprised to the upside. While
we had expected exports to either of these two countries to rise by about 8%, the
actual rates of growth look set to be almost double that figure.
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Of course, these annual rates are only snapshots. Still, we believe that they reflect
the long-term trend towards continental value chains. There are several reasons
why it seems likely that continental supply chains will be strengthened at the
expense of their global peers: less vulnerability in times of crisis, lower transport
expenses, EU plans to introduce a carbon border adjustment mechanism,
monitoring obligations stemming from tighter supply-chain laws, other ESG
criteria and trade and geopolitical tensions. Moreover, many company managers
have been unable to visit their employees, factories and offices in south-east Asia
for almost two years now. While digital technology is making long-distance
collaboration easier, many of them may feel that they are losing control. We believe
that this experience may influence future investment decisions in favour of
European, possibly above all eastern European locations even as the impact of
COVID-19 on the global economy abates.

Export growth to lose momentum in 2022
We expect world trade to grow only by 3% in real terms in 2022. This moderate
forecast is based on the fact that global trade has been slowing down since summer
and on the assumption that a global recovery is unlikely before spring 2022. In
nominal terms, goods exports and imports will probably lose momentum, too; we
forecast growth rates of 6% and 8%, respectively (down from 11% and almost 15%,
respectively, in 2021). The developments in 2021 described above and our thoughts
on continental supply chains have influenced our forecast for 2022. In nominal
terms, we expect solid growth of more than 7% in goods exports to European
destinations. In contrast, exports to countries outside Europe are likely to rise by
only 4%. Exports to the US (the most important foreign market by a wide margin)
are likely to jump by about 12%. According to our model, about one-quarter of the
aggregate increase will stem from the expected USD appreciation to 1.08 per euro
during 2022. As China’s GDP growth looks set to slow down to about 5%, exports
to that country will probably increase only by 6.8%. We are quite optimistic about
exports to France, Italy and Spain, which we expect to grow by about 10%. High
vaccination rates and relatively low and declining unemployment together with
impulses from the Recovery and Resilience Facility should prop up economic
activity in these countries. In Italy, further reform efforts may provide additional
stimulus. Goods exports to the Visegrad countries, which, in aggregate, are a more
important market than the US or southern Europe as a whole, look set to expand by
a healthy 9% on the back of robust activity in these countries.

Figure 35: Global trade, global GDP
and German export goods
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Figure 36: Top 10 export countries:
2021 Forecasts vs. actuals
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In October 2021, import price inflation reached its highest level since 1980, at more
than 21% year-on-year. Our commodity-based model currently explains only about
two-thirds of the price increase. The remainder is probably due to supply shortages,
which will continue to exist far into 2022. The expected USD appreciation will drive
up import prices as well. As a result, we expect import prices to rise by about 8½%.
Export prices will probably also increase strongly, by about 5%. Despite these price
increases, export and import growth should remain quite strong in real terms, too,
as global demand remains buoyant; it should come to about 5 ½% in both cases
(down from more than 7% in 2021). This means that net exports will make only a
minor contribution to GDP growth in 2022.
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Figure 38: 2019-2021 Macroeconomic forecast

Figure 37: 2020-2022: Exports of
goods (growth in % yoy)
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Current-account surplus to drop below 6% of GDP in a few years
In 2015, the current-account surplus reached an all-time high, at 8.6% of GDP. Since
then, it has been on a downward trend and is likely to come in at about 7% in 2021.
About half of the decline in the past six years is due to Germany’s growing economic
power (nominal GDP in the denominator). The other half stems from lower trade
balance surpluses, which were reduced by a strong increase in goods imports. In
2021, a jump in import prices also contributed to the narrowing of the surplus.
Structural factors imply that the surpluses will continue to decline over the coming
years. As more workers retire and the workforce shrinks, exports will tend to decline
and imports look set to rise. In addition, the energy transition will lead to an increase
in imports. The shift towards solar and wind energy means that imports of
photovoltaic systems in particular will rise. Gas imports look set to increase as well,
as gas plants will be needed to secure the energy supply during the transition period
in which nuclear and coal power plants are shut down. As a result, the currentaccount surplus may drop below 6% of GDP for the first time since 2010 in the next
few years. 6% is the threshold which, under the macroeconomic rules of the EU, is
an indicator of a general economic imbalance.
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Fiscal policy: Ambitious spending plans and debt brake
commitment lead to open funding questions
n

Although the fiscal situation will be still dominated by the pandemic in
2022, the general government’s headline deficit is set to narrow
considerably due to a stronger economy and the gradual phasing out of
large-scale financial aid measures. Still, fresh uncertainty about the near/
medium-term fiscal trajectory (i.e. 2023 and beyond) stems from the new
government’s ambitious spending plans (green transformation,
digitalisation), and the commitment to re-adhere to the normal debt brake
rules in 2023. If the new government's big spending plans were indeed
implemented in full – and without any meaningful counter-financing (such
as an increase in revenue and/or spending cuts elsewhere) – spending and
fiscal deficits would turn out considerably larger than projected under the
previous fiscal trajectory.

n

In order to close the funding gap without hiking taxes, the new government
plans to reprioritise public spending, fight tax avoidance/evasion and speed
up the digitalisation of administrative processes. However, as these
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measures may not suffice to generate enough fiscal resources to fund
additional spending, the new government intends to explore all legal/
constitutional means to stretch the credit margins under the federal debt
brake.
n

Overall, it remains an open question to what extent the planned off-budget
financing through publicly-owned entities as well as the future budgetary
use of under-utilised fiscal resources from the “excessive” credit
borrowings raised during the pandemic will do the trick to align the
government’s spending ambitions with the current funding realities (tax
revenue dynamics, debt brake constraints). In particular, the plan to shift
large fiscal resources into a newly founded climate and transformation fund
(KTF) is subject to non-insignificant legal/constitutional risks.

Federal budget: Sizeable gaping holes and little fresh scope for spending
The pandemic has taken a heavy toll on Germany’s federal finances. The budgets
between 2020 and 2022 alone could see net borrowing amount to EUR 470 bn, thus
potentially increasing federal debt by more than 40% in just three years. Although
actual net borrowing should be much lower than the EUR 240 bn approved for 2021
(something what we and also other institutes have apparently assumed in their
current deficit forecasts), the ceiling applicable under the debt brake is likely to be
exceeded once more noticeably in 2021.4 Also in 2022, the new government is set
to rely heavily on excess new borrowing (the previous government envisaged net
borrowing of EUR 100 bn). Because of structural funding gaps in the current
financial plan5 and the confirmation to refrain from higher taxation, social spending
cuts and constitutional debt brake reform (to increase the borrowing space), the
new government will have to stretch itself to fall back in line with the debt brake in
2023.

Big spending plans and debt brake commitment lead to open funding
questions
Therefore, the promise by the new federal government to boost so-called “future”
investment spending (e.g. digitalisation, green investment, modernisation of the
public infrastructure, education, research and development) on the one hand, and
to re-adhere to the normal rulings of the federal debt brake from 2023 onwards, on
the other hand, constitutes a formidable trade-off. Especially as the new
government refrains from meaningful structural reforms to close structural
financial gaps in the social security system. With regard to public spending, some
experts estimate that the required public climate protection investment needs
alone amount to a high EUR 460 bn over the period 2021-30 (almost EUR 50 bn per
year over the next decade). Moreover, public spending needs for education/
digitalisation could add another EUR 120 bn until 2030, according to some other
estimates, bringing the total public bill to EUR 580 bn (more than 15% of 2022F
GDP).6 Although the planned fight against tax avoidance/evasion, the speeding up
of the digitalisation of administrative processes and the re-prioritisation of

4

5

In the 2020 budget, net government borrowing exceeded the maximum figure permitted under the debt
brake by EUR 41.9 bn, according to the Federal Ministry of Finance. Excess net borrowing, which will
have to be redeemed later, is again likely to be high in 2021/2022. According to the 2021 supplementary
budget by the previous government, the permitted ceiling will be exceeded by EUR 216.4 bn. In the 2022
draft budget, this ceiling will still be exceeded by EUR 98.4 bn.
Recently, the Federal Board of Auditors concluded that the federal government faces a structural
funding gap of EUR 78 bn over the period 2022-25 (c. 2.2% of GDP forecast for 2021), which should be
partly closed by the full depletion of a credit reserve buffer worth EUR 48 bn over the budget years 202325 (i.e. the use of accumulated, under-utilized credit authorizations stemming from past surplus years).
Even the upped November 2021 tax estimate – which foresees federal tax receipts to be higher by a
cumulated EUR 60 bn over the period 2022-25 compared to the previous May 2021 tax estimate
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spending (e.g. by abolishing environmental harmful subsidies) could generate
significant fiscal resources over the medium term, these measures will most likely
not suffice to bring the government’s spending ambitions in line with the current
funding realities (tax revenue dynamics, debt brake constraints) as other financial
gaps may arise elsewhere.7

Stretching the margins under the debt brake: Mission (im)possible?
In order to dissolve (or more realistically ease) the current “big spending/no tax hike/
debt brake commitment” trade-off, the new government aims to explore all legal/
constitutional means to stretch the borrowing margins under the existing debt
brake. For instance, it aims to utilise public entities, either to directly take over
significant parts of the required “future” investments on their own (e.g. the
modernisation of the railroad network could be conducted by Deutsche Bahn) or to
promote private-sector investments by granting public loans at affordable
conditions (KfW loan programs). In both cases, the overall aim is to finance
(promote) the necessary public (private) investments outside the federal budget
and hence outside the regulatory framework of the debt brake.
Moreover, and what is much more important for the new government’s immediate
fiscal planning, the intention to shift large (under-utilised) credit funding resources
(stemming from exceptional excess borrowing raised during the Covid-19 crisis to
fight the pandemic) into the energy and climate fund (EKF) – an existing off-budget
vehicle covered by the debt brake ruling – should be ultimately transformed into a
new climate and transformation fund (KTF). It remains an open question to what
extent the planned off-budget financing through public entities and the envisaged
use of pandemic-related excessive borrowings to fund “future” investment
spending over the coming budget years will do the trick to close structural funding
gaps. In particular, the planned transfer of under-utilised credit funding resources
into the EKF/KTF appears to be subject to not insignificant legal/constitutional risks,
at least to some observers. In this context, both the President of the Federal Board
of Auditors, Kay Scheller (see his interview with Handelsblatt on 25th of November
2021), as well as the Independent Council of the Stability Council (see press release
on the fiscal assessment as of 10th of December 2021) voiced constitutional
concerns regarding the intended rededication of under-utilised exceptional excess
borrowing to fund future budget spending (on climate protection measures) (for
more see box).8
__________________________________________________________________
Box: Stretching the margins under the debt brake to close funding gaps
The economic policy goals presented in the coalition treaty appear to be hardly
reconcilable with the rules of the debt brake without extensive counter-financing
measures. This is because re-adherence to the normal debt brake rules from 2023
onwards will significantly limit the federal government’s new borrowing scope

6

7

(implying an additional EUR 15 per budget year) – does not fundamentally change the picture.
Moreover, the Federal Board of Auditors detected an additional financial planning gap of EUR 18 bn
(0.5% of GDP forecast for 2021) for 2023-25 with respect to defense and economic cooperation/
development spending. Moreover, elevated consumer price inflation could lead to additional tax
revenue losses if the government continued to compensate taxpayers for the rising tax bracket creep.
See the paper Öffentliche Finanzierung von Klima- und anderen Zukunftsinvestitionen [Government
funding of green and other future investments] by Krebs, Tom, Janek Steitz, and Patrick Graichen from
November 2021.
This step could potentially free up as much as EUR 50 bn per budget year, according to some estimates.
However, as the abolishment of harmful subsidies is likely to take place only gradually over time, the
immediate budget relief is likely to be much smaller. Still, if the government took bold decisions already
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(compared to the exceptional pandemic years), meaning that structural net new
borrowing will not be permitted to exceed 0.35% of GDP (roughly EUR 12 bn per year
over the period 2023-25). In order to dissolve (or more realistically ease) the current
“big spending/no tax hike/debt brake commitment” trade-off, the new government
aims to explore all legal/constitutional means to stretch the credit borrowing margins
under the existing debt brake framework.
In a first step, the new government plans to shift EUR 60 bn or c. 1.6% of 2022F GDP
(stemming from under-utilised excess borrowing in 2021) into the existing energy
and climate fund (EKF). Earlier this week, the cabinet of ministers approved the draft
for the 2nd supplementary budget 2021. A key element of the supplementary budget
draft is the planned transfer of EUR 60 bn of under-utilised net federal credit
borrowing into the existing Energy and Climate Fund (EKF) – an off-budget vehicle
that is covered by the regulations of the federal debt brake. The “credit surplus” of
EUR 60 bn is resulting from the fact that only EUR 180 bn (of the overall EUR 240 bn
of authorised 2021 net federal credit borrowing) will be actually needed in the current
year (something that is explicitly reflected in our 2021 deficit forecasts). In an attempt
to secure these “spare” credit authorisations – which are stemming from excess
borrowing that was only justified by activating the emergency clause of the debt
brake to fight the pandemic – the government wants to shift these fiscal buffers into
the EKF, which is ultimately to be transformed into a Climate and Transformation Fund
(KTF). The KTF should then use these funds to finance federal budget spending (on
climate protection measures) over the coming budget years, i.e. when the new
government wants to re-adhere to the normal debt brake rules (max. structural net
credit borrowing of 0.35% of GDP).9 The government justifies this move by stressing
that the pandemic has prevented necessary public (and private) investments during
the crisis and that these deferred investments should be now made up in future
budget years.
In a second step, it aims to fall back on public entities, which are supposed to make
or finance significant parts of the required “future” investments outside the federal
budget. For this purpose, the government aims to inject additional equity capital into
these entities to boost their financing/lending power. As capital injections constitute
a financial transaction (leaving the government’s net worth unchanged), these
measures could be financed via the federal budget but without being considered as
structural borrowing under the debt brake. In a third step, the government plans to
streamline the redemption plans for the excess net credit borrowing in the pandemic
years. The envisaged lengthening of the redemption period to 30 years (from 20
years) could reduce the medium-term annual redemption payment to EUR 13 bn
(from EUR 20½ bn).10 In a fourth step, the government aims to review the calculation
method of the cyclical component in the debt brake.11 In a nutshell, some critics of the
debt brake suggest that the requirements for the normal utilisation of capacity in the
economy are too low and hence should be raised, which would consequently
increase the borrowing room from a less positive/more negative output gap (cyclical

8
9

in 2022, the budgetary relief could potentially sum up to at least EUR 30 bn per year already over the
2022-25 period. However, at the same time the planned scrapping of the renewable energy contribution
(to be covered by the federal government starting on 1st January 2023) could burden the federal budget
by up to EUR 20 bn per year over the 2023-26 period. See expert estimates in Öffentliche Finanzierung
von Klima- und anderen Zukunftsinvestitionen [Government funding of green and other future
investments] by Krebs, Tom, Janek Steitz and Patrick Graichen from November 2021.
Originally, this exceptional excess borrowing was only raised/justified to fund the government's fight
against the pandemic and required the activation of the emergency clause under the debt brake.
To prevent that any future KTF spending (for instance in 2023 and beyond) would drive the overall federal
government’s net structural borrowing above the allowed 0.35% of GDP, the new government intends
to change the current accounting procedures in a way to be able to increase federal spending/deficits
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component). In 2023, the additional borrowing space could be as high as close to
EUR 20 bn.12 Other critics suggest that the positive structural effects of policy
reforms/measures (such as raising growth-enhancing infrastructure investments)
should be explicitly captured in the calculation method of the production potential.
Therefore, structural reforms could have significant positive effects on the
government’s medium-term fiscal scope by raising tax revenue estimates. Such a
change in the calculation method could add an additional borrowing room of around
EUR 40 bn over the period 2023-26 (i.e. EUR 10 bn per budget year).13

No fiscal crunch in 2022
At this junction, it remains to be seen to what extent financing through publicly
owned entities, the creation of a climate and transformation fund (KTF) – combined
with very extensive interpretation of the existing debt brake – will eventually work
out to align the new government’s (potentially unlimited) spending ambitions with
current (limited) funding perspectives. Still, already adopted over-generous
borrowing plans for 2021/22, higher tax revenues and less need for pandemicrelated emergency aid measures should essentially help to make fiscal policy
relatively “stress-free” for the new government in 2022. This assessment is also
based on the expectation that new public investments will take off relatively slowly
given the lacking capacities in the construction sector and that the fruits from the
government’s commitment to speed up public planning, administrative and
approval processes (to reduce current investment bottlenecks) are likely to be
earned only gradually over time.

Deficits are set to narrow as the economy strengthens in 2022/23 ...
Overall, the general government’s fiscal deficit (federal level, states, municipalities
and the social security system; according to national accounts) is set to narrow
considerably from an expected 4.9% of GDP in 2021 to c. 2.2% of GDP in 2022. The
projected reduction will be driven both by improvements in the cyclical as well as
structural deficit equalling to 1½ and 1 pp of GDP, respectively. Meanwhile, the gen.
gov. gross debt ratio is projected to spike to just above 70% of GDP by the end of
2021 before it will start decreasing towards 68 ½% of GDP by the end of 2022. In
2023 and beyond, the headline deficit is set to narrow to around ¼% of GDP mainly
thanks to the large (positive) output gap (and hence cyclical budget surplus). While
the structural deficit is set to narrow further in 2023, it is still projected to amount
to more than 1 ¼% of GDP. For comparison, in their autumn joint economic forecast
report (published in October 2021), the economic research institutes project a
general government structural deficit of 1.4% of GDP for 2023. Meanwhile, the
German Stability Council - the country's fiscal surveillance body - has noted that it
expects the general government's structural deficit to decrease from 3 ½% of GDP
in 2021 to 2 ¼% and 1% of GDP in 2022/23 and to ultimately fulfill the MTO goal of
a structural deficit of ½% of GDP by 2024. At the same time, the council projects
Germany's headline deficit to narrow from 5 ¼% of GDP in 2021 to 2 ¼% and ¾%
of GDP in 2022/23, respectively (see the council's projections as of 10 December

in future budget years without exceeding the maximum net borrowing ceiling under the debt brake.
10 Still, this relief would only become meaningful from 2026 onwards and thus be of little help to close the
immediate funding gaps in the current legislative period.
11 Currently, the size of the cyclical component depends on the degree of capacity utilisation in the
economy (output gap) and leads to an increase in the maximum credit margins above the normal level
(of maximum 0.35% of GDP) in adverse economic phases (with a negative output gap), but to a
corresponding narrowing in good economic phases (with a positive output gap). The aim of this is to
counteract a pro-cyclical fiscal policy. Overall, the cyclical component is designed in a way to ensure
symmetry of the business cycle implying that it does not lead to an additional built up in structural debt.
12 See the study The cyclical component of the debt brake: analysis and a reform proposal by Schuster,
Florian et al from Dezernat Zukunft.

Deutsche Bank AG

Page 23

15 December 2021
Focus Germany

2021).

… though the new government's spending plans might actually drive
the structural deficit considerably higher
Essentially, the above deficit and gross debt projections are still based on the fiscal
plans by the previous government. As the new government has not (yet) provided
quantitative estimates for the budgetary impact of the various measures presented
in the coalition treaty, we have not yet been able to adjust our fiscal/debt forecasts
in reaction to the change in government. For the time being, we can assess the likely
change in the fiscal trajectory (vs. the previous one) only qualitatively. 14 We reckon
that general government spending and hence fiscal deficits would turn out
considerably larger than previously projected if the new government's big spending
plans were implemented in full and without any meaningful counter-financing
measures (such as an increase in government revenue and/or spending cuts
elsewhere). 15 For instance, if the EKF/KTF spent the federal credit authorisation
transfers of EUR 60 bn equally over the budget years 2023/24, the general
government deficit (according to national accounting) could be roughly ¾% of GDP
higher in these two budget years compared to the above projections. Thus, instead
of 1 ¼% of GDP, Germany would rather post a structural deficit in the magnitude of
2% of GDP in 2023. Moreover, any additional debt-financed capital injections into
publicly owned entities (as hinted in the coalition treaty) would add to the rise in the
government deficit. To conclude, the near/medium-term fiscal trajectory remains
subject not only to considerable pandemic/economic but also non-insignificant
policy-related uncertainties.
Figure 39: Outlook for public finances (2021-23)
% GDP (general government - national accounts)
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13 See the paper Öffentliche Finanzierung von Klima- und anderen Zukunftsinvestitionen [Government
funding of green and other future investments] by Krebs, Tom, Janek Steitz, and Patrick Graichen from
November 2021.
14 Starting in 2022, the new government will have to focus on the timely preparation (overhaul) of the
(previous government's) 2022 budget draft. Later in March 2022, the new government is set to present
its first draft on the 2023 budget (i.e. the 2023 benchmark figures) as well as update/extend the mediumterm fiscal plan up to 2026.
15 The Independent Council of the Stability Council believes that the new government's spending plans
will change Germany's fiscal outlook noticeably, leading to much higher deficits – at least from 2023
onwards (compared to previous budget plans). Moreover, the independent council doubts that
Germany would in this case still be able to reach its MTO goal in 2024 already.
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Inflation: Decelerating from 5%+ rates, but higher core rate
more permanent
n

Strong base effects (VAT, energy prices), which have pushed inflation
strongly upwards in 2021, will drop out or recede in 2022. Still, corporates
are very confident in passing current sky-rocketing input prices – which
might moderate even more slowly due to Omicron – on to their customers.

n

The planned increase in the minimum wage to 12 EUR (+25%) will also
create upward pressure for the lower wage groups covered by collective
agreements. While collective wages might start to pick up towards the end
of the year, effective wages should start rising earlier, as companies in
sectors with a shortage of qualified worker are forced to top up in order to
keep key staff.

n

Against the backdrop of strong carryover effects and persisting cost-price
pressures from producers/service providers, we expect annual average
consumer price inflation to fall only modestly in 2022. While the headline
inflation rate should decrease to 2.9% (from 3.1% in 2021), as energy price
inflation is set to roughly halve on average over the next year, core inflation
is projected to rise to 2.7% (from 2.3% in 2021). In 2023, both headline and
core inflation rates are unlikely to fall back below 2%.

2021 inflation has surged to levels seen last in the early 1980s …
With regards inflation dynamics in 2021, financial markets, economists and central
bankers have been largely caught by surprise. Although most observers had
expected a strong rebound in Germany’s CPI inflation rate in 2021 – mainly because
of positive (energy price) base effects and the introduction of carbon pricing for
heating and fuels (estimated annual inflation effect of 0.3 pp), as well as a
considerable push to goods and service prices from the January 2021 reincrease in
the value added tax rates (estimated annual inflation effect of roughly ½ pp) unexpectedly persistent demand-/supply-side imbalances and skyrocketing
commodity prices (in many cases clearly beyond their pre-crisis levels) have
boosted Germany’s CPI inflation rate to a stunning 5.2% yoy in November, and
hence a level last seen in 1982 (see figure).
Figure 40: German CPI inflation
% yoy
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… due to strong one-off/base effects, soaring energy prices and
stubborn supply-side bottlenecks
Indeed, the current boost to Germany’s monthly CPI inflation rate (% yoy) is to a
large extent due to strong base/one-off effects with the VAT re-hike in January 2021
Deutsche Bank AG
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contributing a good 1 pp alone. Thus, the inflation rate (% yoy) is set to fall
considerably in January 2022, once the VAT effect drops out. An even stronger
boost to Germany’s headline inflation rate is currently stemming from surging
energy prices (such as crude oil or natural gas), which have sent CPI energy price
inflation to a multi-decade high (+22.1% yoy in November). As a result, prices for
household energy (such as electricity, gas or heating oil) and fuels (overall basket
weight of c. 10.4%) – contributed a very strong 2.3 percentage points to headline
inflation rate in November (see figure).16
Figure 41: A strong boost to the headline inflation rate is currently coming from
surging energy prices
% yoy and contribution rates (in pp)
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But it is not just about base/one-off effects and surging energy prices. Core goods
and services prices (excluding energy and rents, respectively) have also been rising
at a relatively strong monthly rate compared to their pre-COVID-19 trends.17 The
persistently high (monthly) core goods and services inflation prints are hinting that
some of the pandemic-related upside risk factors (which we discussed in our last
year’s annual outlook) have materialised in the meantime. For instance, these
include a structurally higher demand for core goods by private households relative
to core services (reinforced by a partial reduction of excess savings and a higher
marginal propensity to spend), on the one hand, and/or growing cost-price
pressures for core services due to the need of many crisis-struck firms to restore
their substantially weakened profit margins (particularly, in the catering and

16 This is not surprising given that the (EUR based) Brent oil price stood in November roughly 100% yoy
higher or almost 40% above its pre-COVID-19 February 2020 level. That said, natural gas prices were
also up by around 100% yoy in November 2021 and thus were 150% higher than in February 2020 (based
on the natural gas spot price for US Henry Hub; measured in EUR terms).
17 Since the start of 2021, both core goods and services prices have risen by very strong 0.4% mom and
0.33%, respectively, compared to just 0.09% and 0.12% on average between 2015 and 2019, according
to seasonally adjusted consumer price data by the Deutsche Bundesbank. Even when excluding the
January 2021 prints in the calculation (to exclude the effects of the VAT hike), core goods and services
prices have still increased by 0.21% and 0.34% on average, respectively.
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accommodation sectors).18 Moreover, administered prices (CPI basket weight: c.
14%) – another potential source of higher consumer price inflation due to empty
public purses and the need of deficit-prone government levels to raise public goods
and services prices – have been also on the rise.19

Inflation: Temporary spike, but stronger trend
As a result of the unexpectedly strong price dynamics since the start of 2021, the
original narrative provided by major central banks – that the current inflation spike
is just temporary – has been increasingly questioned by financial markets and
economists. Although there is no denying the fact that inflation rates are
momentarily driving strongly upwards by one-off/base effects as well as other
COVID-19-related factors, we doubt that the above inflationary price drivers will
indeed abate as quickly as has been promised by central banks. While the vanishing
of the VAT effect should clearly pull the yearly headline rate down at the turn of the
year (probably to around 3 ½% in Q1 2022 from 4 ½% in Q4 2021), there is a risk that
supply-side bottlenecks (e.g. for raw materials or semi-conductors) and/or elevated
transport costs will last well into the first half of 2022. Moreover, there is a noninsignificant risk that Omicron could on balance even intensify current price
pressures by affecting economic supply (via renewed stress in global supply chains)
more heavily than demand (via a weakening labour market, softened wage claims
and hence core price pressures).
Figure 42: EC industry survey: Factors limiting production in Germany
% of all factors considered (seasonally adjusted quarterly data)
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Indeed, shipping costs (as measured by the Shanghai Containerized Freight Index)
have remained at very high levels, suggesting that persisting transport price
pressures at the producer level could eventually spill over more strongly to
consumer goods prices in 2022. Also, supply-side bottlenecks – which are currently
a key limiting factor for industrial production and hence an important driver for
corporate input prices and elevated core goods price pressures have continued

18 In October 2021, the CPI component for catering and accommodation (CPI basket weight of c. 4.7%)
was up by 3.7% compared to the same month of the previous year.
19 Based on the first ten months of the year, administered prices grew by 2.6% yoy on average in 2021
compared to just 1.5% yoy in 2020 and 1.4% yoy in 2019, respectively.
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unabatedly. The percentage of German manufacturers reporting that their
production activity is presently impaired by material shortages surged to a record
high of 85.6% in Q4 2021 (after 70.5% in Q3), according to an industry survey by the
European Commission (see figure).20

Near/medium-term inflation outlook: Risks are tilted to the upside
Generally, the inflation outlook for 2022-23 remains highly uncertain due to a
volatile economic environment. In the current macro setting, materialisation of new
economic shocks (e.g. through an intensification of the COVID-19 pandemic) could
affect the supply and demand side of the economy even more strongly in one or the
other direction and hence aggravate or soften inflation dynamics. Still we believe
that the near/medium as well as long term risks to CPI inflation are tilted to the
upside. This judgement is based on our view that supply-side bottlenecks will last
well into the first half of 2022 and will start abating only gradually thereafter. There
is a non-negligible risk that the Omicron variant could re-intensify global supply
chain disruptions, if it causes lockdowns in international logistic hubs. Moreover,
excess savings by households – which the German Council of Economic Experts21
estimated to have reached a very large EUR 186 bn until Q2 2021, equaling almost
11% of private consumption in 2020 – together with pent-up demand could allow
cost-strained goods/service providers to successfully pass on higher costs on their
customers. In this context, it is specifically worth noting that many firms in the retail,
wholesale, manufacturing, services and construction sectors intend to raise output
prices. In November 2021, almost two thirds of retailers, more than half of
manufacturers and still more than one third of service providers replied that they
plan to increase prices over the course of the next three months, according to an ifo
survey (see figure). This suggests that large parts of goods producers/service
providers have not yet fully passed over higher input costs to their consumers and
that they might start doing so in early 2022.
Figure 43: Selling price expectations (ifo survey)*
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Another source of (structural) inflationary pressure is the new government’s plan to
increase the minimum wage to EUR 12 (+25%). The exact timing of the wage hike
(and the potential inflationary effect) is still open. The planned hike will directly

20 But also skilled labour shortages seem to increasingly affect manufacturing firms and hence industrial
output. In Q4 2021 around one third of German manufacturing firms were reportedly affected by labour
supply shortages, according to the very same survey by the European Commission.
21 See page 41 in the annual report 2021/22 by the German Council of Economic Experts.
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affect roughly eight million people in the labour market (i.e. almost 20% of
employees). Moreover, it will create upward pressures for the lower wage groups
covered by collective agreements. While collective wages might start to pick up
towards the end of the year, effective wages should pick up earlier, as companies
in sectors with a shortage of qualified worker are forced to top up in order to keep
key staff. Furthermore, rising skilled labour shortages (due retiring baby boomers)
could lead to a structurally higher wage and hence core inflation trend.
Figure 44: Consumer price inflation outlook for 2021-23
% yoy and contributions to annual (average) inflation rate in pp, respectively
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Outlook for 2022-23: Decelerating from 5%+ rates, but core rate
increase is becoming more permanent
Against the backdrop of strong carryover effects and cost-price pressures from
producers/service providers, we expect annual average CPI inflation to fall only
modestly in 2022 (see figure). While the headline inflation rate should decrease to
2.9% (from 3.1% in 2021), core inflation is even projected to rise further to 2.7%
(from 2.3% in 2021). In 2023, both headline and core inflation rates should start
normalising more noticeably, probably reaching 2.2% and 2.0%, respectively.
Energy price inflation, which is expected to average at more than 9% in 2021 is set
to roughly halve in 2022 (still, non-insignificant upside price risks are currently
stemming from surging gas prices; see also the box below). Hence, the contribution
from energy prices to the headline rate is projected to decrease from almost one full
percentage point in 2021 to just around ½% pp in 2022. That said, while our
expectation for almost flat crude oil prices (measured in EUR terms) could
considerably ease energy price pressures (due to lower fuel price inflation), higher
gas prices are set to work in the opposite direction. The planned increase in the
carbon price on heating/fuels is set to add approximately another 0.2 and 0.1 pp to
the headline inflation in 2022/2023, respectively. Still, in 2023 these priceincreasing effects could be offset by the planned scrapping of the renewable energy
surcharge (EEG levy) (starting in January 2023), which would put downward
pressures on electricity price inflation in 2023 (CPI basket weight of electricity: c.
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2.6%).22
__________________________________________________________________________
Box: Gauging the link between natural gas prices and CPI inflation
The natural gas price - as for instance measured by the Natural Gas Henry Hub spot
price (in USD terms) or the German producer price index (PPI) of liquid or gaseous
natural gas - has almost doubled in the first ten months of 2021 compared to the
annual average in 2020. (Just between December 2020 and October 2021, PPI gas
prices increased by more than 240%.) Skyrocketing natural gas prices have occurred
amid low inventories that coincided with a strong pickup in economic demand as
major economies began to recover strongly over the summer months. Also, some
observers suspect that Russian gas suppliers have been unusually slow in refilling
their inventories in Germany. A wind lull in the North Sea, leading to supply shortages
in the electricity generation by wind turbines, had to be offset by greater usage of
natural gas for power generation. Moreover, delays regarding the start of the Nord
Stream 2-project, that would have helped to ease these upward price effects, could
have amplified the issue.
To what extent are or will private German households be affected by the jump in
natural gas prices? For a typical German private household, the overall gas price is
composed of three cost factors: acquisition costs, fees for grid usage, and taxes and
levies. In 2020, acquisition costs accounted for roughly half of the overall gas price for
private households (see explanatory note by the Federal Ministry for Economic Affairs
and Climate Action). Both grid fees and government-induced price components
accounted for roughly one quarter, respectively (and hence for the remaining half).
In the next year, private households’ gas prices for renewed contracts could on
average rise by almost 25% until January 2022, according to recent press reports (see
e.g. Tagesschau: Gas ab 2022 erheblich teurer), suggesting substantial price
pressures from this end. Therefore, we ask ourselves to which extent the above
mentioned gas price hikes could impact Germany’s CPI inflation rate in 2022. Overall,
natural gas prices, including cost allocations imposed by landlords (heating with
natural gas) on tenants have an overall CPI basket weight of c. 2.5%. An important
point to consider is that the cost allocation component makes up a large part of the
overall natural gas price component. Usually, landlords do not immediately pass over
changes in natural gas prices to their tenants. Instead, landlords pass over these costs
with a certain time lag. Considering this and bearing in mind that some gas providers
are at present still benefitting from lower-priced acquisition contracts with their
vendors, the immediate (initial) effects from surging gas prices on the CPI gas
component could be smaller than commonly assumed when looking at the surge in
PPI gas prices. Although CPI gas prices are set to rise noticeably, they might impact
private households’ purses rather gradually over time.

22 In 2022, the renewable energy surcharge (EEG levy) will decrease by more than 40% to 3.723 from 6.5
cent per kilowatt-hour (see press release by the federal government from October 2021). A significant
part of the decrease in 2022 will be only made possible because of a further increase in payments from
federal budget for existing renewable installations. Already in 2021, the government capped the EEG
surcharge by paying federal subsidies (see also explanatory note on state-induced component of the
electricity price by the Federal Ministry for Economic Affairs and Climate Action). At present, the EEG
levy accounts for roughly a fifth of the electricity price (see also information by the BDEW; Federal
Association of the Energy and Water Industry). Based on the average electricity price for German private
households in December 2021 (which amounts to 34.64 cents/kilowatt-hour; see comparison site
Verivox), the 2022 reduction in the EEG contribution could potentially lower the electricity price
(everything else equal) by roughly 8%. Moreover, a total elimination of the EEG levy in 2023 could lower
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Against this backdrop, the German economic institutes estimated in their latest
autumn 2021 joint economic forecast analysis (published in October 2021) that the
impact of the sharp increases in wholesale spot prices for natural gas during the
winter quarter could boost Germany’s headline inflation rate by around 0.1 pp in
2021/2022 – assuming an overall annual average increase in the CPI gas price
component by roughly 3 ½% in both 2021/2022. That said, at the time of their
analysis, natural gas prices were still much lower than today, at least according
monthly PPI data (just in October 2021, PPI gas prices jumped by more than 40%
mom). To which degree and how quickly the current PPI gas price spike will ultimately
translate into higher CPI gas prices will also crucially depend on the remaining
maturity of gas suppliers’ existing contracts with their vendors and the actual
durability of the current gas price surge. For instance, in a benign scenario
characterised by a rapid and pronounced drop in gas prices after the winter months
could at best put significant downward pressures on CPI gas price inflation again in
the new year. But even in this case, we reckon that the (likely) delayed rise in the
landlords’ cost allocation component that is imposed on tenants would imply that the
effect of past PPI gas price increases could still put upward pressure on the overall CPI
gas price component for some more time (even if natural gas prices were already
falling again).
Figure 45: Natural gas prices: Producer vs. consumer prices
% yoy
40

350

300

30

250

20

200

150

10

100

0

50
0

-10

-50

-20
2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

-100

Gas prices incl. cost allocation (CPI) (LHS)
Gas prices (PPI) (RHS)
Source : Federal Statistical Office

__________________________________________________________________________

the electricity price further by more than 10% (possibly shaving off around ¼ pp of headline inflation),
according to our back-of-the-envelope calculations. Despite the imminent decrease in the EEG levy in
2022, electricity prices are likely to increase next year – or are at least remain at a high level – because
of higher gas prices and rising network charges.
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German industry: Supply to catch up with robust demand
n

n

Supply chain problems will continue to dampen economic recovery in the
industrial sector. With easing supply bottlenecks and progress in
vaccination and medication against COVID-19, however, momentum in
industrial production should increase from Q2 2022 onwards. This will be
supported by rising domestic and foreign demand for capital goods. We
forecast an increase in manufacturing output by 5.5% for 2022 (2021:
+3,5%). The losses of 2020 and 2019 will thus not be fully offset.
Automotive production in Germany is on its way to a new normal with a
structurally lower domestic output level. The production index is currently
48% below its former peak in summer 2017.

Figure 46: Gap between output and
orders narrows of late
Manufacturing industry in DE, output,
2015=100
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Output in the manufacturing industry in Germany is expected to increase by 3.5%
in 2021. Thus, the losses of 2020 and 2019 (-9.6% and -4.2%) will to a large extent
not be offset. On the one hand, 2021 has been characterised by strong demand for
industrial goods. Orders recovered significantly during the first three quarters of
2021 and reached a new record high in Q3, partly driven by big-ticket orders.
Despite some weakness in October, orders are still around their pre-crisis level. On
the other hand, manufacturing output has been suffering from supply chain
disruptions and physical shortages in intermediate goods throughout 2021. These
disruptions were caused by a series of external shocks, ranging from extreme
weather events, troubles and imbalances in the global logistics industry, rising
prices for energy and raw materials to corona-related setbacks that hampered the
economic recovery of important trading partners. As a result, the gap between
orders and production, which started to widen already back in 2020, reached a
record high of roughly 25% in July 2021, the biggest gap since German
reunification.
Strong demand and weak output triggered a new record level also for backlog
orders. They are now some 26% above the pre-crisis level of February 2020.
Admittedly, backlog orders are calculated based on recent production activity. If
supply chain problems lead to lower production numbers, backlog orders rise
accordingly. Still, the order book increase has been quite impressive. Unfilled
orders are specifically high in the automotive industry, in electrical engineering and
in the chemical industry, to name a few.

Supply chain disruptions to ease gradually in 2022
Supply chain issues will continue to dampen economic recovery in the industrial
sector even though we expect that the trough is within reach. A fast relaxation of the
current tensions is not on the cards. In November 2021, more than 74% of
companies in the manufacturing industry reported that bottlenecks in the supply of
primary products were hampering their own production; this is the second-highest
value ever after September 2021. For comparison: The average figure for the years
1991 to 2020 stood at 5.4%. All industrial sectors are affected with capital goods
producers hit hardest.
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Figure 47: Shortage in material on a
record level
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Figure 48: Orders: Strong
development until Q3
Manufacturing industry in DE, orders, 2015=100
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Given the ongoing supply constraints and the negative impact from high and partly
rising COVID-19 infections in Europe and other important export markets, we
expect manufacturing output to increase only marginally in Q4 2021 and Q1 2022.
Again, demand is not the limiting factor even though order intake will probably
decline in the winter half year versus the very high level of Q3 2021. Capacity
utilisation in the manufacturing sector decreased at the beginning of Q4 2021.
Business expectations, too, have come down over the recent months and are only
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slightly positive at the latest reading. Both indicators show that economic activity
will remain weak for some time. With easing supply bottlenecks and progress in
vaccination and medication against COVID-19, however, momentum should
increase beginning in Q2 2022. This will be supported by rising domestic and
foreign demand for capital goods. We forecast an increase in manufacturing output
by 5.5% for 2022. The year 2023 will thus start with a significant statistical
overhang, which is why we expect another increase by 5% despite lower quarterly
growth rates in the course of 2023. But even based on our constructive, forecast
output in 2023 will still remain below its 2018 peak.

Figure 49: Setback for business
expectations
Manufacturing industry in DE, balance of positive
and negative company reports
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Producer prices will remain high at least in H1 2022
Higher demand for industrial goods paired with the supply chain disruptions and
higher prices for raw materials and imported goods have left their imprint in German
producer prices. They were up 18.4% yoy in October 2021. This was the highest
increase in producer prices since the early 1950s. A significant price dampening
effect is not in sight in the short term. A record-high number of manufacturing
companies has announced to increase prices due to the imbalances between
supply and demand. Thus, producer prices are expected to continue to rise strongly
at least in H1 2021 despite some relief from commodity prices. We expect that the
current supply bottlenecks will be felt in consumer prices with a time lag of some
months. Some consumer goods producers have not yet started to pass on the
higher prices for raw materials and intermediate goods onto the consumers. In
some craft and services sectors, the lack of skilled labour is another major
constraint and could drive prices up, too. These and other supply shocks combined
will contribute to consumer price inflation also in 2022.
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Figure 50: Capacity utilisation
slightly down again in Q4
Capacity utilisation in the manufacturing
industry in Germany, %
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Automotive production in Germany on a way to a new normal in 2022
Automotive production was hit especially hard by supply shortages. A global lack
of semiconductors has been the major bottleneck. Consequently, some carmakers
decided to temporarily close factories or to shift to short-time work. Automotive
suppliers have also been affected by these shortages in supply of semiconductors,
either directly or indirectly due to lower demand from OEMs. As a result, we expect
automotive production (production index including suppliers) in Germany to fall by
another 7% in 2021 after a an already heavy loss in 2020 (-23.5%). This is the fourth
annual decline in a row. Output level is currently 48% below its former peak in
summer 2017. This is an economic shock for Germany as an automotive production
location. Exports and new car registrations have come down significantly as well.
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Figure 51: Substantial increase in
producer prices
Producer prices for industrial products in Germany,
% yoy
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Considering these negative numbers in Germany (as well as in some foreign car
markets), it is quite surprising that German OEMs have managed to report good
financial results during the crisis. In view of the above-mentioned supply
bottlenecks, auto manufacturers are concentrating on the production of highmargin cars. Production volumes are suffering as a result. On the cost side,
companies benefit from short labour regulation.
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Automotive production will recover in 2022 even though supply shortages will
continue to play a part. We expect an increase by up to 20%. However, we do not
see a return to earlier highs regarding domestic production in Germany and exports
due to structural reasons. The share of electric cars in total production in Germany
is increasing. In the short term, the conversion of factories to the production of
electric cars reduces the available capacity. In the medium to long term, the
production of parts and components used in diesel cars and gasoline-powered cars
is gradually coming under pressure due to the transformation to e-mobility. The net
effect of this transformation on overall automotive value added in Germany will be
Deutsche Bank AG
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negative, even though many companies have announced to build up battery
production capacity in Germany. What is more, structural (intra-group) shifts in
production within Europe could also accelerate in the future for cost reasons. The
“new normal” for Germany as a car making location could be a 10-20% lower
production volume compared to former peaks (in terms of unit car production it
could be more).

Figure 52: Automotive production in
Germany far below former peaks
Output and orders in the automotive industry in
Germany, 2015=100
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Investment in machinery and equipment: Waiting for spring awakening
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In the short term, private investment spending (machinery and equipment) remains
hampered by supply chain bottlenecks on the one hand and certain cautiousness
due to the coronavirus crisis on the other. However, this enforced reluctance to
invest leads to a significant pent-up demand which will be realised as soon as these
bottlenecks and uncertainties diminish (Q2 2022). Automotive industry will
continue to invest in the transformation of factories towards the production of
electric cars. This will stimulate investment spending in the electrical and
mechanical engineering industry. All sectors will bring forward their investment in
digital infrastructure.
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Figure 53: Equipment investment vs.
industrial goods orders
Seasonally and calendar adjusted quarterly values

The aimed green transformation of the German industry is a challenging project for
the next decades. It can only succeed if politics sets the right regulatory framework,
including different instruments to support this transformation (direct subsidies,
more favourable tax depreciation rules, R&D, etc.). The macroeconomic impact is
very much dependent on this framework. If it is not sufficient to guarantee a
business case, the necessary investment spending will not take place (in Germany)
to the intended extent. In any case, the direct impact on investment activity might
be limited in 2022 since major investment decisions will be postponed until the
relevant regulation by the new government becomes clear. However, politics wants
to increase the momentum in this transformation. We therefore expect the green
transformation to leave an imprint in investment in machinery and equipment in
2023.
Given the Omicron-related economic uncertainties and a still challenging
economic environment for the industrial sector, we expect (real) equipment
investment to contract the second quarter in a row in Q4 2021. However, starting
in Q2 2022 equipment investment is expected to rebound noticeably driven by
strong economic catch-up effects. As a result, equipment investment is set to rise
by around 4% on average in 2022 (after an expected +2.9% in 2021).
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Figure 54: Equipment investment vs.
industrial goods orders
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Corporate lending: Getting worse before it gets better?
n

Loan growth with companies and self-employed has slowed down
considerably to only 2.8% yoy. However, there is a dichotomy between a
sharp contraction in loans to manufacturing industries and continuing
strong momentum in the services sector and with self-employed.

n

Foreign banks and Landesbanks are retreating, while cooperative banks
and savings banks are gaining further market share. Short-term loans are
declining, in contrast to a still robust expansion in long tenors.

n

In 2022, loan growth may well fall further before it could turn the corner
eventually thanks to the economic recovery – subject to, of course, the
pandemic finally subsiding and supply shortages easing.

Figure 55: Loans to domestic
companies and self-employed
persons*
%
6

5

Lending to companies and self-employed in Germany has slowed considerably
since the onset of the coronavirus pandemic. Following an initial spike in Q1 2020
which carried the yoy growth rate back above 5%, it has gradually fallen, before
recovering slightly to 2.8% in the past quarter (as of end-September). The aggregate
masks a gulf between a sharp contraction in outstanding loans to the
manufacturing sector (-8.5% yoy) and significant momentum in the services sector
(+5.8%) and with self-employed (+4.2%, close to the record high of the past 20
years). Even though the latter figures look strong, in some ways they might in fact
be a sign of weakness: in a range of services industries, turnover and earnings
continue to suffer from the pandemic either directly due to ongoing restrictions or
indirectly due to lower demand. In addition to direct grants from the government
(which have reached almost EUR 60 bn since spring 2020), bank loans therefore still
provide important liquidity for many firms to weather this difficult period. Besides
that, real estate-related industries such as (residential) housing and commercial
real estate – as well as construction – benefit from an unabating housing boom. The
former two are also heavyweights, accounting for no less than 58% of total loans
to the services sector. By contrast, many manufacturing companies had piled on
enormous liquidity reserves in the early stages of the crisis which they are now able
to reduce gradually because their business recovers and uncertainty retreats.
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Similarly, the lending performance of the various types of banks differs widely.
Foreign-owned institutions had gained market share ahead of the recession but
have recently retreated quickly to their home turf. Today, their outstanding loans are
7% lower than a year ago. This is a resounding déjà-vu, as the same procyclical “in
and out” of foreign banks has happened before, around the financial crisis of 200709. Landesbanks – which have been shrinking most of the time since then – are
doing so again (-2%). Large banks find themselves in the middle of the pack (+3%),
behind the usual frontrunners of the past > 10 years, namely savings banks (+5%)
and cooperative banks (+7%, essentially the strongest growth rate in 25 years).
These benefit not least from their dominant standing in the (expanding) business
with self-employed whereas large banks, foreign banks and Landesbanks have a
stronghold in manufacturing.
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Figure 56: ... by industry
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Overall, loans to (the more business cycle-driven) mechanical engineering/
automotive industry are currently down 21% yoy, those to metals industry down 5%
and to chemicals 14%, while on the other hand housing enterprises are up 8%,
commercial real estate up 4% and business-related services 8% (in order of loan
book size). Loans to construction firms are also 7% higher than 12 months ago.
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Figure 57: ... by banking group*
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As some companies cut back on their liquidity holdings, short-term loans are
declining (-6% yoy), particularly in manufacturing but also in retail & wholesale
trade. Lending with 1-5 years maturity has slowed massively and volumes are now
stagnating. Only longer maturities are still rising healthily (+5%).

Figure 58: ... by maturity*
% yoy
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What is in stock for 2022? Of course, macroeconomic performance will play a
crucial role which in turn will depend a lot on whether and how quickly the
pandemic subsides. Based on current forecasts, the German economy will pick up
steam from Q2 on, leaving behind a weak winter half. Corporate lending might
respond with a lag, as firms prioritise reduction of increased debt burdens over new
investment. Initially, and with partial lockdowns dampening sentiment and
economic activity again, loan growth may well fall further although a yoy
contraction is not very likely.
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Figure 59: Bank lending survey:
Credit standards for companies*
Net percentage of banks reporting..., qoq
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2022 will probably also see elevated economic policy uncertainty (EPU) given the
new government will start implementing its reform agenda and many proposals still
lack details. However, EPU is not a major driver of new lending in Germany, in
contrast to several Southern European countries. Why is that? It may be because
financial conditions in general have sort of decoupled from economic policy during
the comprehensive upswing in the German economy during the past 15 and more
years. Financial conditions have been relatively benign since a credit crunch at the
beginning of the millennium, ahead of the introduction of Basel II with its emphasis
on ratings to assess corporate creditworthiness. Even in the financial crisis, despite
many banks somewhat tightening their credit standards, there were no broadbased credit constraints as notably the small savings banks and cooperative banks
were hardly affected by the global turmoil and thus able to continue lending without
meaningful limitations. Southern European companies, on the other hand, partly
suffered a credit crunch during the financial crisis and more so the sovereign debt
crisis of 2010-15 because domestic banks were under heavy stress. It seems that
in those countries, EPU has had a greater effect on lending than in Germany.

Euro area

* Q4 21 expected value

In the last few years, however, ever looser monetary policy has underpinned more
favourable financial conditions in the entire euro area (with a particular focus on
Southern Europe) which, together with substantial fiscal intervention, also
prevented a significant deterioration in financing conditions during the current
pandemic crisis: there was neither a large-scale tightening of credit standards, nor
a meaningful rise in interest rates across the EMU. In any case, in Germany, even
a new federal government may hardly change underlying lending dynamics
quickly. Only in areas where the government truly pushes for new investments
(such as combating climate change, digitalisation) and is able to mobilise resources
rapidly, there may be an impact on lending figures relatively soon.

Source : Deutsche Bundesbank, ECB

Last but not least: the much-feared surge in corporate insolvencies due to the
recession has not happened – quite the opposite. Initially, the government had
issued an insolvency moratorium but even after this had expired in steps (the last
one in May 2021), figures did not rise materially but bottomed out. All in all, in 2020,
there were 15,840 corporate insolvencies in Germany, 16% less than in the prior
year. And 2021 is on track to see another decline of 14% yoy, even though in August
and September, the latest monthly data available, insolvencies were down only 2%
yoy any more. Why such a benign outcome? For one thing, many firms may have
successfully cut costs and reduced investment spending to survive. Furthermore,
many companies probably have just gone out of business without a formal
insolvency procedure, i.e. through a “voluntary” exit (there are no official numbers
on the extent of this). Most important, arguably, may have been the abovePage 36
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mentioned massive direct grants from the government. For the past 12 months,
they have played a dominant role, more so than state-guaranteed lending by
development banks such as KfW which was more prominent in the first phase of the
coronavirus crisis. And with new restrictions in the 4th wave accompanied by an
extension of support measures, that looks likely to continue well into 2022.

German politics 2022 – Reality check for the new
government’s aspirations
n

n

n

What to expect in the first hundred days in office? Taking office in the midst
of a heavy COVID wave, “Team Scholz” has already offered some changes
with respect to the management of the pandemic. This will be followed by
a package of immediate measures for climate protection and sizeable
corporate tax allowances for green and digital investments. Still, the impact
of the new government on Germany’s fiscal metrics is likely to be limited in
the short run.
Intra-coalition dynamics point to a relatively high degree of stability. Given
the high level of trust among the three parties, a very stability-oriented
political culture in general and the lack of any other viable alternative for a
governing majority, we do not see any predetermined breaking points for
the traffic-light coalition. Occasional tensions might flare up between the
three parties (and within the different party wings) but are unlikely to affect
the stability of the three-way coalition.
German EU policy: less fiscal orthodoxy. Some of the proposals in the
coalition treaty give an indication of the German position in upcoming EUlevel discussions. The door to cautious reform of the EU’s fiscal rules is open
and there is full support for the EU’s proposed climate legislation. France
will continue to be Germany’s closest ally in the EU.

Traffic-light coalition embarks on its mission to modernise Germany
Aiming for a greener economy and a more resilient society. On December 8th, Olaf
Scholz was elected 9th Chancellor of Germany with a broad majority in the
Bundestag and the new cabinet sworn in. The new government envisages to
transform Germany into a “socio-ecological” economy and has made climate
protection a cross-portfolio goal (see our analysis of the coalition treaty). The
liberals are expected to make sure that the “market” of the current “social market
economy” does not fall off the wagon. According to polls, the liberals are regarded
as having asserted themselves best in the coalition agreement (e.g. unchanged
debt brake, securing the powerful finance ministry). This view is held especially
among supporters of the Greens (see figure). With its ambitious goals epitomized
in the coalition treaty’s motto “dare more progress”, the new government runs a
certain risk of not living up to the high expectations it raised among the electorate.

Figure 60: Ministries by party
Party

No of
cabinet
posts

Ministries

SPD

Chancellery; Interior; Defence; Health;
Labour & Social Affairs; Construction;
Economic Cooperation and Development

Greens

Economy & Climate Protection; Foreign
Office; Environment, Nature Conservation,
Nuclear Safety & Consumer Protection;
Agriculture & Food; Family Affairs, Senior
Citizens, Women & Youth

FDP

Finance; Justice; Transportation &
Digitalisation; Education & Research

Note: According to the agreement, the SPD will appoint three
Ministers of State in the Chancellery, the Greens one. The Greens
will appoint the Ministers of State in the Foreign Office.
Source: Deutsche Bank Research

Figure 61: Many voters see the FDP
in a strong position
Most assertive party in coalition negotiations,
in % of voters
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Source: ARD Deutschlandtrend, Dec 2

What to expect in the first hundred days in office? The new ministers take their
seats in the midst of a new COVID wave and at a time of record-high inflation. Thus,
there will be no honeymoon period and new ministers (with partly redistributed
ministerial responsibilities) will have little time to settle in. Over the past couple of
days, “Team Scholz” has already offered some tangible results with respect to the
management of the pandemic. It has installed a new crisis team lead by an army
general and is seriously deliberating mandatory vaccination. For the liberals this is
a clear U-turn compared to its previous stance. Next in line are the introduction of
a package of immediate measures for climate protection and sizeable corporate tax
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allowances for green and digital investments, both of which are intended to take
effect soon. Moreover, the upcoming G7 presidency and some pending issues on
the EU agenda (e.g. SGP reform, Banking Union/EDIS) also require the new
government’s immediate attention. Other projects of high priority for 2022 are likely
to be put on track only later in the year (see figure). The impact of the new
government on Germany’s fiscal metrics is likely to be limited in the short run, see
"Fiscal policy: Ambitious spending plans and debt brake commitment lead to open
funding questions".
Intra-coalition dynamics point to a relatively high degree of stability for now.
There are four key reasons speaking for the stability of the new governing coalition.
First, there seems to be a high degree of trust among the three parties and each
coalition partner and the treaty provides every party with the opportunity to
implement key signature policies. Second, Olaf Scholz recently reiterated his
pledge for a discursive leadership style. Thus, we might observe a certain shift away
from the chancellor-centered model towards a more balanced distribution of power
between Chancellor Scholz, Vice-Chancellor Habeck and Finance Minister Lindner.
Third, historically, post-war Germany faced only three snap elections (see figure),
pointing to a very stability-oriented political culture. Forth, the lack of any other
viable alternative for a governing majority, is likely to glue the three partners to each
other. In addition, all three partners stressed that they intend to govern more than
just this term running on a successfully implemented political agenda in four years’
time.
Occasional frictions to occur. Tensions could flare up between the partners, but
likely not between the social-green and the liberal camp. A perceived revival of the
social-liberal bond (see figure) could put the Greens under pressure. Moreover,
factional infighting could reemerge, as recently witnessed between the more
ideological wing of the Greens and the more pragmatic wing, when cabinet posts
were allocated. The Greens and SPD are generally more prone to infighting given
their parallel leadership structure (rather pragmatic ministers vs. a more left-wing
party leadership) as well as their fairly high share of young (and likely more idealistic)
MPs. But as long as the respective parties’ MPs back the government’s course, this
is unlikely to affect the stability of the three-way coalition.

Figure 62: The traffic-light coalition's
key milestones for 2022
Policy field

Milestone

Climate
protection

Package of immediate measures for climate protection,
incl. e.g. assessment of a possible earlier coal phaseout, decisions to speed-up the expansion of renewable
energies, establishing an "alliance for transformation"
with key stakeholders, introducing stricter energy
standards for new buildings...

Modernization
of the state

Accelerated planning and approval processes (e.g. more
resources in offices/courts, digitalisation of processes,
pact with regions)
Reforming the electoral law in order to prevent an
oversized Bundestag

Tax policy

Temporary tax reliefs for companies, e.g. by granting a
“super” allowance for depreciation of digital/green
investments in 2022/23

Pension system Complementing the pay-as-you-go system with a
capital-based second pillar (EUR 10bn announced for
2022)
Labour market

Raising the minimum wage to 12 Euro

Foreign policy

Present an encompassing national security strategy

Test provisions for more flexible working hours

Source : Deutsche Bank Research, based on the coalition treaty

Figure 63: Snap elections are rare
events in Germany
3 snap elections since 1949
Outgoing
government

Incoming
government

1972

SPD-FDP
(Brandt)

SPD-FDP (Brandt) Foreign policy

1983

SPD-FDP
(Schmidt)

CDU/CSU-FDP
(Kohl)

Defence,
Economic policy

2005

SPD-Greens
(Schröder)

CDU/CSU-SPD
(Merkel)

Labour market
policy

Year

Point of
contention

Source : Bundeszentrale für politische Bildung, Deutsche Bank
Research

Impact of the new government at the EU level and globally
Packed EU agenda and a window of opportunity for reform. Chancellor Scholz will
make his debut at the EU Council summit on December 16/17. He is a known figure
at EU level already, given his achievements as Finance Minister at the EU level
(setting up the NGEU) and internationally (revision of the global tax framework).
This might help him to settle in quickly next to the French President Macron and
Italian PM Draghi. In the post-Merkel era, Germany is also confronted with high
expectations with respect to its leadership in the EU (see figure). Overall, the trafficlight coalition is a decisively pro-European government. France will continue to be
Germany’s closest ally and Chancellor Scholz made his first state visit to France.
The French Council presidency in H1 2022 will provide both countries with a
window of opportunity to drive projects of joint interest such as:
n
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Putting the green deal to work: The new government is fully supportive of
the Commission’s ‘Fit for 55’ proposal presented in July, ranging from the
extension of the EU’s Emission Trading System to new sectors, the
introduction of a carbon border tax (CBAM, see presentation) to new
emission standards for cars. With France being one of the strongest
advocates of a CBAM, it will potentially be approved by the EP and Council
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in the course of 2022, requiring a qualified majority.
n

n

n

EMU: Cautiously open for reforms. (1) The new government cautiously
opened the door for reform of the fiscal rules. The coalition treaty states that
they can be “developed further” to secure growth, safeguard debt
sustainability and foster green investment. However, the debate is unlikely
to be solved before the French election in April 2022. (2) The German
government’s clear commitment to completing the Banking Union might
provide new impulses for the discussion about EDIS (European Deposit
Insurance Scheme). (3) The new government generally supports the
introduction of new own resources foreseen in the EU roadmap for 2023.
The Commission’s proposals are still pending, though.
Strengthening the EU as a global player. Given its size and strong trade and
investment linkages, Germany is set to remain instrumental in shaping the
EU’s stance vis-à-vis China. Despite some more hawkish statements by
foreign minister Baerbock (e.g. Zeit, Dec 2), the engagement-first approach
from Merkel might prevail for a little longer. Moreover, the traffic-light
coalition seeks to rapidly introduce qualified majority voting in the area of
common foreign and security policy.
Aspiring institutional reforms: Should the work of Conference for the
future of Europe result in a proposal for treaty change, Germany will likely
be supportive. With respect to more immediate measures, the new
government will push for the introduction of an EU-wide unified electoral
law and the Spitzenkandidaten system for the election of the EU
Commission president.

Figure 64: Europeans trust in
Germany’s capacity to provide
European leadership
Do you trust Germany to defend European interests
if it plays a leaderhsip role in the following areas?
In %
Economic/financial
issues
Democracy and
human rights

37
31
35
38
29

Defence and security

20

Handling relations with
the US
Handling relations with
Russia
Handling relations with
China

24
31
19
20
17
17
15
20

None of these
0

20

All respondants*

40

Germans

Note: * respondents from 11 countries (FR, DK, ES, PL, PT, SE, IT,
AT, NL, BG, HU)
Source: ECFR, Beyond Merkelism: What Europeans expect of postelection Germany, Sep 2021

German G7 presidency – a first step towards a global climate club? The upcoming
G7 presidency in 2022 provides the new government with an opportunity to set its
initial international priorities. While the agenda has not yet been presented, one key
priority has emerged already. The new government wants to use the G7 presidency
to advance its green agenda beyond the EU. Olaf Scholz is known as a key advocate
of a global climate club, an idea that has already been floated at the last G7 summit
in May. However, Germany will only make inroads if it manages to get the US and
other important international partners on board. A step-by-step approach could
involve starting with sectoral (steel) deals or broadening the criteria for being
eligible as equivalent CO2 pricing regime.

Domestic political landscape: Regional elections unlikely to align
Bundesrat and Bundestag majorities
CDU to focus on defending its regional power. The upcoming regional elections
are particularly important for the conservatives as they have to defend their
governing position in 3 out of 4 states facing elections (see figure). In line with the
national trend, the SPD is polling ahead of the CDU in all four regions. But
campaigns have not yet started and in some of the states the CDU can probably
count on the incumbent bonus. Potential implications for the federal level are
twofold: (1) Although forecasting majorities in the Bundesrat is a very complex
matter, they could tilt more towards the governing majority in the Bundestag should
the CDU lose some of the regional elections. This would potentially make legislative
work easier for the traffic-light coalition. (2) Regional campaigns might trigger
tensions within the ruling parties should the regional parties pursue their own
agenda and criticise (unpopular) policy decisions of the federal government, e.g.
with respect to coronavirus management.

Figure 65: Regional elections 2022
Date

Regional elections in...

March 27

Saarland

May 8

Schleswig-Holstein

May 15

North Rhine-Westphalia

October 9

Lower Saxony

Current
government
coalition*

* political parties
CDU

SPD

Greens

FDP

Source : Wahlrecht.de

Will Merz be third time lucky in the CDU leadership race? As a result of the electoral
defeat in September, the CDU is (again) selecting a new party leadership, right in
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time for the upcoming regional elections. Friedrich Merz – running for the third time,
now competing with Norbert Röttgen and Helge Braun – is most likely to become
the next CDU chair. 51% of CDU supporters regard him as a suitable candidate
(versus 23% for Röttgen, 10% for Braun; Politbarometer, Nov 26). This time
popularity matters as the new chair is elected in a member ballot, which started on
December 4th. Results are expected to be communicated on December 17 and will
have to be formally confirmed at a party convention on January 21/22. Under Merz’s
leadership, the CDU is likely to develop a more conservative and liberal economic
profile. This is likely to have an impact on the nature of the political debate, above
all in the Bundestag. While in previous parliaments the far right AfD was the largest
opposition party (which included some procedural advantages) it will now be the
CDU/CSU under new leadership. With the CDU/CSU taking a long-term view and
eying to challenge Scholz in the next federal elections in 2025, German politics
might become slightly more confrontational than in the Merkel era with its
predominantly grand coalitions.
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2022 Calendar of the year

January 1
January 14
January 21/22
January 31
February 25
March 31
March 24/25
March 27
April 29
May 8
May 15
June 23/24
July 29
August 25
September 30
October 9
October 31
November 25
December 31
Early/mid-January 2023

Germany takes over G7 presidency
Gross domestic product 2021 incl. press conference of the Federal Statistical Office
CDU party convention, election of new CDU chair
Gross domestic product Q4 2021, flash reading without details
Gross domestic product Q4 2021, 2nd reading with details
Start collective bargaining round 2022 in the chemicals industry: Usually two to three rounds of
negotiations in following two months
EU Council meeting
Regional elections in Saarland
Gross domestic product Q1 2022, flash reading without details
Regional elections in Schleswig-Holstein
Regional elections in North-Rhine Westphalia
EU Council meeting
Gross domestic product Q2 2022, flash reading without details
Gross domestic product Q2 2022, 2nd reading with details
Collective bargaining rounds 2022 in the metal and electrical industries: Usually two to three
rounds of negotiations in following two months
Regional elections in Lower Saxony
Gross domestic product Q3 2022, flash reading without details
Gross domestic product Q3 2022, 2nd reading with details
Collective bargaining rounds 2022 in Civil service (federal and municipal level) and temporary
employment agencies: Usually two to three rounds of negotiations in following two months
Gross domestic product 2022 incl. press conference of the Federal Statistical Office

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