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Inflation has not yet peaked

Germany inflation rates
(%YoY)
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And high energy and commodity prices will cause inflation to stay

elevated for longer

Natural gas and oil prices remain on elevated levels
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Increased food prices weigh particularly on low-income earners

and single parents

Share of expenditure on food, beverages and tobacco in private
consumption expenditure by net household income
(Germany)

2.600€ - 3.600€ 13,9%

3.600€ - 5.000€ 13,3%

5.000€ or more 11,6%

Source: Destatis; Income and consumer sample 2018

Share of expenditure on food, beverages and tobacco in private
consumption expenditure by household type
(Germany)

Other households

Couples with child(ren) 14,0%
Couples without child 13,0%
Single living 12,4%



Supply chains are still disrupted, albeit slowly improving

Sea-Intelligence Global Schedule Reliability Transport costs - Shanghai to West Coast America (40ft box)
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Source: Sea Intelligence, Shanghai Shipping Exchange, Clarksons. Spot and port based, i.e. surcharges such as peak surcharge or bunker fuel surcharge are excluded



The lack of equipment and labour is limiting production but
demand is still solid

Industry survey Germany - limits to production
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The dry weather may add more problems for transportation and
energy

Water levels in Kaub
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Source: Federal Waterways and Shipping Administration (WSV), provided by the Federal Institute of Hydrology (BfG)



Uncertainty is at new all-time highs in Germany
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Not a surprise that economic sentiment has weakened

DG ECFIN business & consumer survey
(net balance)

30

20

10

-10

-20

-30

-40

-50
Jan-18 Jul-18 Jan-19 Jul-19 Jan-20 Jul-20 Jan-21 Jul-21 Jan-22 Jul-22

——Consumer confidence ——Business confidence: industry ——Business confidence: services

Source: Refinitiv; ING Economic & Financial Analysis

11



(o))
v

'Y T

than Cov




The war in Ukraine has completely reshuffled the cards in terms of
security, supply chains and energy provision
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Say goodbye to the peace dividend

* Anincreasein defence spending means that money for other, more productive, investments is missing
»  Therefore, the long-term growth potential in these countries will be impacted

Expensive energy

e While speeding up the development of renewable energy is probably a good thing for the European economy, it will still come
at a cost in the transitional period, especially if Europe were to boycott one of the top exporters of fossil fuels

«  Substitutes for Russian gas will likely be more expensive or necessitate additional investments, thereby crowding out other
productive investments

David Ricardo in reverse

e Supply chains are no longer “only” disrupted but they could be destroyed for good

»  Thefear of having a lack of crucial inputs in a more uncertain world might even be an argument for reshoring; bringing back
the production of crucial inputs closer to home

*  However, bringing back industries where we don't have a competitive advantage in will not increase Europe’s growth
potential but instead lead to higher prices
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Opinions on Germany’s competitiveness differ, but...

Germany's placement in global competitiveness
(rank)
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..investment remained low over the last years...

Investment in equipment and machinery
(annual average growth, %)
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...dlso leading to a crumbling infrastructure

Quality of roads
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Digitisation efforts could be expanded...

The Digital Economy and Society Index
2022 Index
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..especially, when it comes to the German government

OECD Digital Government Index 2019
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Internet speed is too slow for the top...

Average internet connection speed
Selected countries, Mbps, 2022
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...and big Data, 3DPrint and cloud computing are not widespread

Companies (in %) in Germany who have...
Internet
Fixed Broadband
Website
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Social Media*
Cloud Computing
Big Data Analysis
Industry or Service Robots

3D-Print
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Source: Destatis; *) 2019 and 2017 respectively
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The working population will shrink significantly over the next
years...

Population projection
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..with female labour market participation already being low

Avg. number of usual weekly hours of work, female Avergae number of usual weekly hours of work
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All the structural challenges could ultimately result in a loss of
competitiveness, of economic growth and of welfare

European Commission Industry Survey: Germany
(net balance)
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Does size matter?

Out of the 100 largest! companies in the world As regards sectors, being a tech company is an
currently none are headquartered in Germany advantage
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Telecommunications
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Source: Statista/Forbes as of May 2022; ING Economic & Financial Analysis. 1Size measured by market capitalization, e.g. based on the closing prices of all common shares outstanding on April 2022
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Really All Negative?
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Is there also a silver lining?

Private consumption in Germany
(%QoQ)
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Unemployment & GDP growth in Germany
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From jobless recoveries to jobrich recessions?
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German government has proven to be very supportive in crises

Loss of disposable income during the first four quarters of the crisis Fiscal response to the Covid-19 Pandemic
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Structural transition has already started

ifo: business expectations in 6 months
(net balance)

Services

Manufaturing (excl. food products &
tobacco)

Construction

Wholesale trade (excl. motor vehicles)

Retail trade (excl. motor vehicles)

Manufacturing of food products & tobacco

Source: Refinitiv
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The green transition will come at higher costs but also offers
opportunities

Share of energy sources in total energy consumption per industrial sector (as of 2020)
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Source: Eurostat; ING Economic & Financial Analysis
30



Germany enters the turbulent period on a relatively strong footing
compared with other EU countries

GDP per capita Unemployment rate Government debt Inflation

(as of 2021; Euro) (as of July; %) (2021; % of GDP) (as of August; %YoY)

Germany 42,920 8.8
EU 32,270 6.0 88.1 10.1
Netherlands 49,090

France 36,520

ltaly 30,130

Spain 10.5
Belgium 43,740 5.9 108.2 10.5
Ireland 9
Greece 11.2
Portugal 9.3

Source: Refinitiv; Eurostat
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Structural changes ahead

Eir Riickblick dar Somimarprastokanfarantan
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any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s), as of the date of the publication and are
subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose possession this publication comes
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