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Economic outlook during stagflation

Prof. Dr. Dr. h.c. Lars P. Feld, University Freiburg and Walter Eucken Institute

The hysteria of last summer has made way for
cautious optimism. All indications are that the
German economy will survive the winter of 2022-
2023. It seems that the warnings in the summer of
2022, namely that Germany is facing its worst
economic crisis since the Second World War,
were totally overblown. Based on the current
situation, it seems likely that Germany will experi-
ence a “normal” recession with a slight reduction
in the GDP - provided there are sufficient energy
supplies, which seems to be the case in view of
the all-clear given by the Federal Network Agency
(Bundesnetzagentur).

So far, so good - or bad: Because it means that
the German economy has entered a stagflationary
phase. It is not clear where the economic growth
is supposed to come from over the course of the
year. The economy is languishing. Then there is
historically high inflation. Inflation in 2022 was the
highest since the German mark was introduced in
1948. And inflation will remain high in 2023. This
will require the European Central Bank (ECB) to
continue its restrictive monetary policy. It will have
to raise the prime rate until positive real interest
rates are achieved over the entire yield curve. The
ECB has already announced the gradual reduction
of its balance sheet, so that government bonds
that come due will no longer be entirely replaced
by purchases. In addition, the expiry of the target-
ed longer-term refinancing operations (TLTRO)
will also withdraw liquidity from the market.

The most recent news about lower inflation rates
should not be misinterpreted. There are no signs
that the inflation process is slowing down. The
lower inflation rate in December 2022 compared
to the previous year's month (8.6% in Germany,
9.2% in the Eurozone) is mostly the result of vari-
ous efforts to keep the lid on energy prices. In
Germany, the lump-sum payment to consumers
(which was introduced to contain gas prices for
December) has an anti-inflationary effect. The
“brakes” that have been put in place for gas and
electricity bills are also expected to have certain

mathematical effects on the inflation rate in 2023.
Added to these are base effects, if this year's en-
ergy prices do not rise as much as last year, or if
they decrease.

However, compared to the previous year's
month, in December 2022 prices in the Eurozone
(without taking into account energy prices) rose
from 7.0% to 7.2%, while core inflation (with food
prices subtracted) increased from 5.0% to 52%.
Inflation has now reached the entire range of
goods and services. Wage increases in EU mem-
ber states are doing their part to accelerate price
growth, even though they are still associated with
a reduction in real wages at the moment. And so
the price-wage spiral has already started, most
likely.

Central banks must decisively counter this infla-
tionary trend, so that inflation moves back to its
target value of 2%. Based on the current situation,
that is not expected for the year 2024. At the
same time, one should not expect to see inflation
rates over 2% in the medium term. If inflation
cannot be contained by monetary policy, interest
rates will have to be raised even more later on,
which will lead to more problems, particularly
considering the high levels of private and govern-
ment debt.

Restrictive monetary policies put pressure on
economic growth. The construction industry -
traditionally very sensitive to interest rates - is
already feeling the effects. There has been a mas-
sive decline in investments in new construction,
and there are signs of price corrections in real
estate markets. Therefore the challenges continue
to be immense.

Sincerely yours

P

Prof. Dr. Dr. h.c. Lars P. Feld

Data as at 10 January 2023. This document is solely directed at professional clients or suitable counter parties in terms of the German Securities Trading Act (WpHG) and is only intended for distribution to retail customers for
advisory purposes. Moreover, this document does not constitute an offer for persons to whom it may not be submitted for legal reasons. The document's sole purpose is to provide information, and it does not constitute an
investment recommendation or a request to buy a fund. The investment opportunity discussed in the document may not be suitable for certain investors due to their special investment objectives and financial situation. Private
individuals should seek professional advice before buying a fund. The opinions offered are valid at the time of publication and may change; the same applies to the fund structure and allocations. Past performance is not a guarantee
for future returns. ACATIS does not assume any guarantees that market forecasts will be achieved. While the information is based on carefully selected sources, the veracity, completeness or accuracy of the information cannot be
guaranteed. The information may not be reproduced or distributed. The marketing authorisations for the ACATIS funds in different countries and the associated services may vary. ACATIS provides the sales prospectuses, key
investor information documents (KID) and annual/semi-annual reports for its funds free of charge (in German) (www.acatisde). ACATIS Investment KVG mbH has its registered office in Germany and is regulated by BaFin, Marie-

Curie-StraBe 24-28, 60439 Frankfurt.

ACATIS Investment KVG mbH, mainBuilding, Taunusanlage 18, D-60325 Frankfurt am Main, Tel: +49 /69 / 97 58 37-77, Fax: +49 / 69 / 97 58 37-99, E-Mail: anfragen@acatis.de, Info: www.acatis.de



