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The other side of the
iIndustrial coin

Why the recession in Germany is

becoming particularly severe

Fewer and fewer economists doubt that Germany is sliding into
arecession. LBBW Research sees the German economy shrink-
ing by 1.5% next year (Consensus Forecast -0.7%). Even for
2024, we still expect growth of just 0.5%. But why is Germany,
formerly the growth engine of the continent, more affected than
the rest of Europe?

Germany was less affected by the Corona crisis

Compared to our European partners, the German economy got
off lightly in the Corona crisis year 2020. The overall economic
value added fell by a painful 4.6%. But it could have been worse.
In France, GDP fell by almost 8%, in Italy by 9%. In Spain, the
economic collapse was almost -11%.

Germany benefited from its sector-specific economic structure
during the pandemic. The country is still characterized by a high
rate of industrialization (see figure). Other economies are char-
acterized more by services. In many cases, industrial production
was able to continue almost unhindered during the pandemic.
Services, from tourism to culture and retail, on the other hand,
often imperatively require a face-to-face encounter. Lockdowns
hit these sectors disproportionately.

But now the industry is coming under particular pressure

Now the tide has turned. The pandemic is no longer the domi-
nant issue, nor is it the main brake on the economy. The short-
age of energy has taken its place. Germany is badly affected
here. Not only because the country is particularly suffering from
a lack of Russian gas. That too. But due to its high level of in-
dustrialization, Germany also requires a higher level of energy
input. A profit of one euro in the hotel industry on the Costa del

o LBBW_Research

Moritz Kraemer -- Chief Economist

LBBWResearch@LBBW.de

October 7, 2022

The economy
will shrink by
1.5% in 2023

Manufacturing industry
(% of GDP, 2020)

Germany
P
oy T

o TY
Netherlands

Spain

France

Source: Eurostat


https://twitter.com/LBBW_Research

Sol requires less gas and electricity than a profit of one euro in a
machine tool manufacturer on the Swabian Jura. The high en-
ergy prices hit the German economy disproportionately.

In addition, there is a high degree of global networking in the
German economy. The great importance of goods imports and
exports is of course not independent of industrial dominance. But
due to the still tense global supply chains, Germany is also more
severely affected here

What now?

In the short term, the challenges can only be mitigated and man-
aged, not solved. And: The looming recession is just the other
side of the coin of the previous boom, when Germany benefited
from globalization and the weak euro like nobody else in Europe.
Turning our economic model upside down makes no sense.

But one thing is also clear: In order to strengthen the resilience
of the economy, we need a secure energy supply. A faster ex-
pansion of regenerative power sources is a must. This is where
politics come into play. It must set framework conditions that ac-
tively encourage this expansion.

Anecdotally, many companies seem to have managed to use
energy more sparingly. That's encouraging. These efficiency
gains will remain. Even if energy prices normalize again.

The energy cri-

sis is hitting the

industry particu-
larly hard

The energy
supply must be
more resilient

Disclaimer:
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), Sonnemannstrale 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer 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 indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, 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.
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