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A gas stop would create
economic havoc

Moritz Kraemer -- Chief Economist

No question is currently occupying the minds of politicians, captains of industry, and citizens as much as the opportunities and
pitfalls of a gas embargo against Russia. Or the consequences
should the taps be closed by the Russian side.
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Stagflation would follow, while the
war might go on regardless.

Emotionally, many support such a gas embargo. It would help to
overcome our paralyzing feeling of helplessness in the face of
brutal mass murder. However, it is far from clear whether a gas
embargo would really help to shorten the indescribable suffering
of the population in Ukraine. All the less so since Europe has
already transferred €40 billion to Putin for commodity supplies
since the war began (see last week's edition). His war chest is
anything but empty. Putin doesn't even need the sanctioned currency reserves of the central bank at the moment.
There are numerous examples of draconian sanctions (Iran,
North Korea, Venezuela, Cuba) that have been sat out by dictatorial regimes, albeit at the expense of the population. But what
does an cynical czar care about his own population!
Why gas is so critical for us
The loss of Russian gas would have a much more severe economic impact than the absence of coal or oil from Russia. There
are two principal reasons for this:
•

For one thing, gas from Russia can be compensated only
marginally by imports from other countries. There are no
alternative pipelines from other regions. The lack of terminals, tankers, and delivery capacity also makes the
use of liquefied natural gas (LNG) unrealistic for the foreseeable future. We have made ourselves dependent on
Russian pipelines. This cannot be undone in a hurry now.
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There is no realistic way to replace Russian
gas in the short
term

•

What’s more, gas is not only used as an energy source.
A good quarter of consumption is used in specialized industrial processes, especially but not exclusively in the
chemical industry. In most cases, there are no viable
technological alternatives to gas in the short term.

Stress along industrial supply chains
When natural gas supply bottlenecks occur, the legal situation is
clear: households are to be supplied until the very end, while industry gets the tap turned off. If, for example, a plastic that requires natural gas to be produced can no longer be manufactured, then the companies that need such plastics as an intermediate product can also no longer continue to produce. These
companies can then also no longer supply their downstream
customers, and so on. The lined-up dominoes fall one after the
other.
A recession would be virtually guaranteed
How extensive the economic costs will be if these supply chain
problems eat through the economic system also depends on
when the disruption occurs. If gas stops finding its way to Germany only at the beginning of the heating season, the "fallout"
will not be as devastating as in a scenario that assumes a stop
in the coming weeks (see chart). Either way, a severe downturn
beckons. This may provoke a smirk in the Kremlin. Whether it
will do anything to shorten the war is highly quite uncertain. The
balance of costs and benefits of a gas embargo do not seem to
be tilted in the favor of Europe.

Disclaimer: 2022-05-06 08:51
This publication is addressed exclusively at recipients in the EU, Switzerland and Liechtenstein.
This publication is not being distributed by LBBW to any person in the United States and LBBW does
not intend to solicit any person in the United States.
LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstraße 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).
This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely information on concrete investment options and for individual investment advice, please contact your investment advisor.
We retain the right to change the opinions expressed herein at any time and without prior notice. Moreover, we retain the right not to update this information or to stop such updates entirely without prior
notice.
Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.
The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Landesbank Baden-Württemberg
Cross-Asset- and Strategy-Research | 06.05.2022

Growth forecast with and
without gas deliveries (%)
3
2

1,8

2,5

1

0

0
-1
-2
-3

-3,0

-4
-5

-3,0
-4,0

Main Scenario

Gas Embargo Now Gas Embargo Q4
2022

2023

Source: LBBW Research

Many industrial
processes could
come to a
standstill

