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No electricity subsidy
for German industry

That’s good. Transformation must

be accelerated, not slowed down

There was hardly an issue on which the German government was
so divided as the proposal to help industry by reducing electricity
costs. The SPD parliamentary group and the Greens were in fa-
vor. The Minister of Finance and the Chancellor opposed the
idea. The decision following this week’s cabinet retreat in the ba-
roque castle of Meseberg in Brandenburg north of Berlin was —
drumroll — that power for German industry will not be subsidised.

The decision is to be welcomed. The industrial electricity cap
would have been problematic due to distributional, regulatory,
and climate policy considerations.

How expensive is the electricity really?

As the figure shows, the German industrial power price is not the
crass outlier in Europe it is sometimes portrayed to be. German
electricity prices have indeed risen since the start of the war in
Ukraine, but less than elsewhere. This is despite the fact that the
last three nuclear reactors have been shut down in the meantime.

The fact that the German manufacturing sector is nevertheless
particularly affected is not only due to its relative importance. At
around 20%, the industrial share of GDP in Germany is signifi-
cantly larger than in most other European countries (exception:
Czech Republic). The industrial structure also plays a role, with a
relatively high weight of energy-intensive industries such as
chemicals and metals. In these sectors, production has already
shrunk by almost a fifth since the beginning of 2022.

The subsidy would create more problems than it solves

In terms of regulatory policy, subsidies must be viewed critically
as interventions in the market mechanism. Prices have a central
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function in the market economy. They are intended to indicate
scarcity and influence behavior accordingly. When the govern-
ment overrides price signals, inefficient outcomes result. Overall
economic prosperity suffers because there is no apparent market
failure that would have to be corrected by subsidies.

It is argued that the subsidy to the industry builds a bridge to the
time when the development of renewable energies will have pro-
gressed so far that power prices will settle at a low level. But who
can say with confidence how long this bridge must be? Or
whether the competitiveness of energy-intensive companies
would be secured at all in such a brave (re)new(able) world? Not
to mention the doubtful admissibility under EU state aid law.

Electricity subsidy would reduce pace of transformation

Presumably, the subsidy would have been financed from the
more than €200 billion Climate and Transformation Fund. A bi-
zarre situation would arise in terms of climate policy: The federal
government would make electricity — generated to a significant
extent (2022: 33%) from coal — cheaper for established energy-
intensive industries. This would be at the expense of innovative
technologies of the future, for which less money would remain in
the treasure chest. Necessary structural adjustment processes
towards climate neutrality would be hindered that way, not pro-
moted.

The industrial electricity subsidy would presumably benefit mainly
larger corporations. However, medium-sized family businesses
have other problems to contend with, such as bureaucracy and a
shortage of skilled workers (see To-the-Point! here). The distribu-
tional effects of an industrial electricity cap between companies
would have been problematic. It is to be hoped that the dispute
over the electricity subsidy is now off the table for good.

Disclaimer:

This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the United Kingdom.
This report 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), Sonnemannstralte 22, 60314 Frankfurt/Main (Ger-
many) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer Str. 108, 53117 Bonn (Ger-
many) / 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 in-formation 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.

Additional Disclaimer for recipients in the United Kingdom: Authorised and regulated by the European Central Bank (ECB),
Sonnemannstrale 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).
Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows
EEA-based firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial
Conduct Authority’s website.

Landesbank Baden-Wirttemberg
Cross-Asset- and Strategy-Research | 09-01-2023

Market price
mechanism
ensures
efficiency

Medium-sized
companies have
other worries

LB=BW



