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Many market participants are certain: Germany is 
on the brink of a recession. Have we not been 
talking about this since Russia attacked Ukraine? 
But it is not that simple. To be sure, the economic 
narrative has changed - from a slow-down and 
stagflation to recession and a deep recession. And 
there is definitely some confusion about the use of 
terminology. Does stagflation involve the simulta-
neous occurrence of inflation and recession, or a 
stagnation of economic activity? The dispute about 
concepts is a minor issue: There is no doubt that 
the Eurozone and Germany are experiencing high 
inflation; economic growth is stagnating and a 
recession is on the cards for the winter of 
2022/2023. 
 
Until recently, many were still hoping for the best, 
based on the facts. The Federal Statistics Office 
raised the growth rate of the gross domestic 
product to 0.8 percent for the first quarter of 
2022, with the second quarter just above zero 
(+0.1 percent). At best, the currently ending third 
quarter will be in the same range. However, it is 
unlikely that a recession can be avoided in the 
fourth quarter and at the beginning of 2023. And 
in view of the weakness indicated by the early 
economic indicators, the ifo Institut now expects a 
deep recession.  
 
Whether this happens will depend on the devel-
opment of the energy crisis. If it is not possible to 
make up for the loss of Russian gas and create an 
energy mix that maintains the supply of energy, 
production will be halted and consumers will stop 
buying. Energy policy is not just the main factor 
that will determine the severity of the imminent 
recession. It also faces a dilemma in that the transi-
tion to climate neutrality will have to be organised 
differently now. Until March of this year, policy-
makers were relying on gas, with the aim of swiftly 
shutting down nuclear power after the exit from 
coal. However, the expansion of renewable ener-
gy will not be fast enough to compensate for the 
lack of nuclear and coal power. Therefore it is 

time to say good-bye to an illusionary climate and 
energy policy.  
 
How should politicians react? In macroeconomic 
terms, the first task in a stagflationary environment 
is the fight against inflation. No one should believe 
that a recession will automatically cause prices to 
fall. It is a particular feature of stagflation that it 
combines both aspects - weak economic growth 
and inflation. Therefore monetary policy must act 
swiftly to do all that is necessary to reduce infla-
tion and stabilise inflation expectations. The ECB 
can achieve this by increasing interest rates and 
reducing bond purchases.  
 
At the same time, financial policy must also be-
come less expansive. Otherwise, it ensures that 
overall economic demand remains high and con-
tinues to exceed total economic supply. In that 
sense, it would become a driver of inflation. 
Therefore the government's financing deficit must 
be reduced in the coming year. Governments can 
mitigate the severity of energy prices for house-
holds and companies when they are not able to 
do this on their own. But they cannot protect 
everyone against the loss of wealth that is ap-
proaching in the current situation.  
 
The German economy is about to enter a difficult 
period, and right now it is impossible to say when 
the accompanying structural transformation will 
end. 
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