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Russia’s invasion of Ukraine, which began at
the end of February 2022, has been a drag on
the global economy. Activity is being throttled
in particular by the surge in the prices of nu-
merous commodities, which is driving up en-
terprises’ production costs and eroding house-
holds" purchasing power. Heightened uncer-
tainty about the availability of key commodities
and intermediate inputs is adding to the gloom
surrounding the business climate. The impact
of the conflict on global economic activity is
only likely to become fully apparent as the year
unfolds. Nevertheless, economic dynamics
were already quite weak in the first quarter of
2022. One factor in this was the spread of the
Omicron variant of the coronavirus, which was
a temporary drag on economic activity in many
places. Against this backdrop, gross domestic
product (GDP) in the euro area continued to
only see muted growth. In the United States
and Japan, economic output even declined
slightly. The United Kingdom, by contrast, saw
a marked expansion of GDP. In China, eco-
nomic activity also continued to increase quite
strongly, as the Omicron wave did not reach
large parts of the country until the end of the
quarter.

The strict measures taken in China against the
spread of the Omicron variant and the Russian
war against Ukraine are jeopardising the up-
swing in global industry. March already saw
disruptions to international supply chains flare
up again, after having previously faded into the
background somewhat. The European automo-
tive industry suffered production stoppages

1 Empirical studies on the role of China in the slump in pro-
duction observed in the EU and the United States in spring
2020 suggest that production in industries highly depend-
ent on Chinese supplies fell significantly more sharply in
March and April 2020 than in other industries. See
Deutsche Bundesbank (2021) as well as Khalil and Weber
(2022).

due to a lack of intermediate inputs from
Ukraine. There were also signs of shortages in
some of those industrial raw materials which
are mainly produced in Russia and Ukraine.
Owing to China’s central position in cross-
border value chains, business closures and lo-
gistical problems there could cause major dis-
ruptions worldwide." According to the latest
surveys of purchasing managers, price pres-
sures at upstream stages of production have in-
tensified. These pressures are themselves being
caused by the already significant increases in
the prices of a large number of commaodities at
the beginning of the war.

Following the Russian invasion of Ukraine, the
prices of fossil fuels as well as of some indus-
trial metals and those foods of which Russia
and Ukraine are among the world’s most sig-
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nificant producers surged.? This was mainly on
account of concerns about future delivery stop-
pages and embargo measures. With the supply
situation already strained, the price of Brent
crude oil climbed by more than one-third in the
space of a few days to just under US$134 per
barrel, its highest level in 14 years. European
natural gas prices, which had already risen very
sharply in the months before, almost tripled
temporarily in comparison to pre-war levels.
Much the same thing happened with coal
prices. After it became clear, however, that en-
ergy commodities would initially be largely ex-
empt from western sanctions, and with Russian
commodity exports falling only moderately to
date, most prices came back down again sig-
nificantly. Growing concerns about Chinese de-
mand in relation to their zero-COVID policy
also played a role in the decline in prices.® So
far, in May, prices for crude oil (at US$110 per
barrel) and European natural gas had exceeded
their levels before the war by around 13% and
9%, respectively. Prices for industrial raw ma-
terials such as palladium, nickel and aluminium
also rose, in some cases significantly, at the be-
ginning of the war, before more recently falling
below their pre-war levels on balance. By con-
trast, food prices, particularly those for wheat
and corn, continued to rise until recently and
were, on the whole, close to their all-time high
at the time this report went to press.

High energy and food prices were a driving
force behind the renewed sharp rise in con-
sumer price inflation around the world. In the
advanced economies, annual consumer price
inflation reached 7.6% by April, its highest level
in more than 40 years. The narrower core def-
inition of inflation, which strips out energy and
food, continued to climb as well, reaching
5.0%. In view of persistently high prices for
commodities, transport services and other

2 For information on the importance of Russia as a com-
modity exporter, see Deutsche Bundesbank (2022) pp. 18f.
3 The release of record high quantities of strategic oil re-
serves in some producing countries, especially the United
States, also dampened crude oil prices. See International
Energy Agency (2022).
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IMF raises its
inflation forecast
for 2022
significantly

Economy suffer-
ing from strict
anti-coronavirus
measures for
several weeks

Marked
dampening
effect on eco-
nomic output in
the second
quarter likely

intermediate goods, consumer prices are likely
to keep rising sharply in the coming months.

Against this background, the International
Monetary Fund (IMF) significantly raised its in-
flation forecast for advanced economies for the
current year and again stressed the upside risks
to this outlook.* At the same time, the IMF
lowered its global growth forecast for 2022 by
0.8 percentage point to 3.6%. This was mainly
due to the war in Ukraine and the western
sanctions against Russia, which are likely to
plunge the Russian economy into a severe re-
cession. Moreover, the outlook deteriorated
particularly sharply for those European coun-
tries that are closely economically intercon-
nected with Russia or Ukraine owing to their
geographical proximity or are heavily depend-
ent on Russian energy supplies. For the United
States and China, the IMF reduced its GDP
forecasts only slightly, despite country-specific
factors such as the expected tightening of
monetary policy in the United States and the
strict zero-COVID strategy in China.

China

For several weeks now, the Chinese economy
has been severely affected by strict anti-
coronavirus measures. The cities of Shenzhen
and Shanghai, with 18 and 26 million inhabit-
ants, respectively, have been in a hard lock-
down for weeks. The containment measures
had only a tentative impact on economic out-
put in the first quarter. According to official
data, real GDP growth even accelerated mark-
edly to 4.8% on the year.®

However, as the Chinese government con-
tinues to pursue its rigorous zero-COVID policy
in the fight against the virus, a strong dampen-
ing effect on economic output in the second
quarter is to be expected. Private consumption,
in particular, is set to decline significantly. Chi-
nese exports are also likely to feel the effects.
Although the authorities have tried to allow in-
dustrial and port facilities to continue to oper-
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ate, there have already been considerable pro-
duction and transport disruptions. This is also
likely to impair global supply chains over the
next few months. In view of the severe strain
the economy is under, the authorities have an-
nounced economic stimulus measures. No
major monetary policy stimuli have been used
so far, however, although China was one of the
few countries in which the rise in consumer
prices has not accelerated in recent months. In
April, the year-on-year rate of inflation was

4 See International Monetary Fund (2022).

5 Compared with the previous period, real GDP rose by a
seasonally adjusted 1.3%, which was slightly less than in
the final quarter of 2021.
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Further recovery
in India

Economic
activity in Brazil
remains listless

Russia facing
severe economic
crisis as a result
of western
sanctions

2.1%; excluding energy and food, it was as little
as 0.9%.

Other selected emerging
market economies

India’s economic upturn continued in the first
quarter of 2022, although the new coronavirus
wave at the beginning of the year is likely to
have slowed growth somewhat. In the final
quarter of 2021, real GDP had already once
again clearly exceeded its pre-pandemic level.
The export industry has become an important
driver of growth in recent quarters, having
benefited from, among other things, some
large multinational enterprises relocating to
India. In the first quarter of 2022, goods ex-
ports (in US dollar terms) exceeded the level at
the start of the pandemic by just under one-
half. Consumer price inflation increased mark-
edly to 7.8% in April against the backdrop of
higher food prices. The central bank therefore
raised its policy rate at the beginning of May
for the first time since 2018, by 40 basis points
to 4.4%.

Economic activity in Brazil is likely to have re-
mained anaemic in the first quarter of 2022.
Real GDP has been more or less stagnant since
as early as the beginning of 2021. Economic
output has recently slightly exceeded pre-crisis
levels, yet private consumption is still lagging
significantly behind. This is also due to the fact
that real disposable income fell significantly last
year, owing to the sharp rise in prices. Con-
sumer price inflation has continued to acceler-
ate in recent months, reaching 12.1% in April.
The central bank has therefore continued to
tighten its monetary policy. Since February
2021, it has already raised its policy rate by a
total of almost 11 percentage points to 12.75%
at the end of the period under review.

Russia’s economy is facing a severe recession
owing to the consequences of the Russian in-
vasion of Ukraine. Economic sanctions imposed
by western countries, such as the exclusion of

Russian banks from the international payment
system SWIFT or restrictions on the export of
high-tech goods to Russia, have had a particu-
larly significant impact. Russian industry has
thus been cut off from important foreign inter-
mediate goods.® In addition, many foreign en-
terprises have ceased business with Russia on
their own initiative. Oil and gas exports, the
main pillar of the Russian economy, have so far
only been partially affected by sanctions and
voluntary boycotts. The sharp rise in energy
prices is actually gifting Russia with exception-
ally high foreign exchange revenue at present.
This is another reason why the rouble has more
than made up for its initially sharp losses in
value. In the future, however, Russian energy
exports are also likely to suffer considerable
losses, especially if sanctions are expanded. All
in all, Russia is thus at risk of large welfare
losses over the longer term (see the box on
pp. 15f.). Consumer price inflation surged in
the first weeks of the war. Given the subse-
quent stabilisation of the rouble, however, the
inflation rate increased only slightly to 17.8% in
April. This allowed the central bank to lower its
policy rate, which it had raised substantially to
20% at the beginning of the war, to 14% at
the end of the period under review.

United States

In the first quarter of 2022, the economic up-
turn in the United States halted for the first
time since the end of the pandemic-induced re-
cession. According to initial estimates, GDP fell
by 0.4% on the quarter after price and sea-
sonal adjustment. Nevertheless, the underlying
cyclical trend would appear to be intact. Private
domestic final demand, often used as a yard-
stick for said trend, expanded rapidly. House-
holds increased their consumption again, des-
pite considerable losses in purchasing power as
a result of the sharp rise in prices. In fact, after

6 According to official Russian data, industrial production
was still fairly robust in March. However, major difficulties
in the production process are likely to arise once inventor-
ies of intermediate goods have been exhausted.

Q7 decline in
GDP likely only
temporary
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The possible longer-term impact of the Ukraine war on the

Russian economy

Russia’s economy faces a severe crisis owing
to the far-reaching sanctions imposed by
western countries and decisions by many
foreign enterprises to sever their trading
relationships with Russia or cease doing
business in the Russian market. The Inter-
national Monetary Fund (IMF), writing in
the April 2022 edition of its World Eco-
nomic Outlook, forecasts that real gross do-
mestic product (GDP) will shrink by 8.5%
this year. Other institutions are predicting
that the decline will be significantly heavier
still.? For the coming year, the IMF is ex-
pecting the downward movement to con-
tinue, albeit at a much slower pace. The
scale of the looming recession is thus likely
to far eclipse even the sharp decline in GDP
seen during the global financial crisis of
20009.

While the economic downturn back then
came in the wake of a protracted and
robust upswing, Russia’s economy was
already lethargic before the current crisis
occurred, with real GDP growing by a
meagre 0.9% per year on average between
2013 and 2021. Measured in terms of US
dollars and current prices, economic output
per capita even declined markedly, shrink-
ing from USS$15,900 to US$12,200. One
notable factor behind this loss of income
was the significant drop in the price of all,
and thus in Russia’s export revenues, during
this period.?

To reduce its reliance on energy exports,
the Russian government has been striving
for several years to promote industry and
other non-commodity sectors. One meas-
ure saw the government pursue an import
substitution policy, partly also in response
to the economic sanctions imposed by

western countries in connection with the
annexation of Crimea in 2014. This strategy
met with little success overall, however. In
particular, Russia failed to build up domestic
production operations in the high-tech sec-
tor that meet western quality standards.

Russia thus remains heavily dependent to
this day on foreign intermediate goods,
particularly from the EU and other ad-
vanced economies. The new export bans
introduced by western countries and the
supply restrictions imposed by many enter-
prises are therefore likely to hurt Russian
industry in particular. In a recent central
bank survey, almost 40% of industrial en-
terprises reported that they were finding it
difficult to source alternative suppliers.? Sur-
veys among purchasing managers, further-
more, indicate that delivery times for inter-
mediate goods in manufacturing have in-
creased sharply, which is a sign that firms
are experiencing considerable supply chain
problems. Russian exporters, meanwhile,
need to scout for new sales markets and
logistical opportunities. Overall, Russian
industry faces the prospect of severe effi-
ciency losses and technological regression
now that the country has been largely os-
tracised from the international community.

1 The Bank of Russia, too, is expecting GDP to contract
by between 8% and 10% this year. See Bank of Russia
(2022).

2 The price of oil plummeted between mid-2014 and
early 2016 as the United States stepped up the pro-
duction of shale oil, and it did not make a full recovery.
See Deutsche Bundesbank (2016) for the impact of the
oil price slump on the Russian economy.

3 Russian firms are likely to step up their efforts to
source supplies from Asia over the medium and long
term. Whether and to what extent trading partners
there are willing to do business with them is question-
able, however. China, in particular, is unlikely to want
to run the risk of undermining western sanctions. See
Simola (2022).
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Services was home to a small number of up
and coming business areas before the war
broke out, such as the IT sector and finance.
They, too, are likely to face stiff headwinds.
Recent years have already seen an exodus
of highly skilled workers from Russia,* and
the brain drain looks set to increase further
because of the war in Ukraine. Reports sug-
gest that tens of thousands of IT specialists
have turned their backs on Russia since the
conflict erupted.

All these challenges would suggest that the
Russian economy’s reliance on oil and gas
exports in the coming years will arguably be
even greater than it is today. But with many
buyers exercising restraint, Russia is cur-
rently having to grant hefty price discounts
on its oil exports.® In addition, the subdued
demand may soon leave Russia with no
choice but to significantly cut its oil produc-
tion. The latest forecast by the Oxford Insti-
tute for Energy Studies (2022) indicates that
oil production is likely to decline from the
pre-war level of 11 million barrels per day
(mb/d) to around 9 mb/d by the end of
2022. The planned EU embargo could even
push this figure down to less than 7 mb/d
by year-end.®

Russia’s gas deliveries are more focused
than even its oil exports on Europe as a
sales market. Only a very small fraction of
Russian gas exports are currently routed via
pipelines to China, and the major Western
Siberian Yamal gas fields that supply Europe
are not even linked up with Asia yet. That
situation would only change when the
proposed additional pipeline (Power of
Siberia 2) goes into operation. However, the
negotiations between China and Russia on
the terms and conditions of construction
are likely to last a few years yet. This con-
trasts with plans by Germany — currently
Russia’s most important gas customer — to
wean itself off Russian gas by 2024 at the
latest. Moreover, it is unclear whether Rus-
sia will even be able to shoulder this colos-
sal infrastructure project, with all the sanc-
tions in place.

All in all, the Russian economy not only
faces sizeable drops in activity in the short
term but also significant scarring in the
longer term as a result of the war. The
structural problems that already surfaced in
recent years will probably become consider-
ably more acute. Overall, Russia is heading
towards a situation where it loses a consid-
erable share of its welfare on a lasting basis.

4 Official figures indicate that overall, for every ten
people who left Russia fifteen migrated to Russia be-
tween 2015 and 2020. However, these were mainly
low-skilled workers from other CIS countries. Despite
the positive migration balance, the number of people
of working age has shrunk by around 8% since 2010.
These demographic strains are likely to persist in the
years ahead.

5 Russia’s Urals brand of crude oil is currently trading
at a discount of around USS$35 per barrel to the North
Sea Brent variety.

6 This forecast seems to be based on the assumption
that Russia will probably find it difficult to ship oil ori-
ginally destined for Europe to Asia by sea. That would
call for the mobilisation of a significant fraction of the
global fleet of oil tankers. In addition, western coun-
tries are looking to clamp down on sanctions-evading
transactions of this kind.



Monetary policy
turnaround
initiated

Slight decline in
GDP

price adjustment, expenditure on services ex-
ceeded pre-pandemic levels for the first time.
Investment in private housing construction rose
once again. Spending on new machinery and
equipment in trade and industry even ex-
panded very considerably. There was also a
similarly steep rise in imports. At the same time,
the weaker global economy was reflected in a
decline in exports. In addition, the reduced
build-up of inventories and the further decline
in government demand were a drag on eco-
nomic growth.

By contrast, the US labour market continued its
recovery. The unemployment rate almost re-
turned to pre-pandemic levels. At the same
time, numerous job openings remained vacant.
Given the high demand for labour, wage
growth continued to accelerate, while never-
theless remaining below the rise in consumer
prices. Consumer price index (CPI) inflation rose
to 8.5% in March and fell only slightly in the
past month. Against this background, the US
Federal Reserve tightened its monetary policy
stance, raising its policy rate by a total of 75
basis points in March and May.

Japan

The rebound in the Japanese economy stalled
over the winter. According to the initial official
estimate, real GDP in the first quarter fell by a
seasonally adjusted 0.2% on the previous quar-
ter. Private consumption stagnated as a result
of the rapid spread of the Omicron variant at
the beginning of the quarter. Although
sickness-related losses of working hours and
renewed supply bottlenecks weighed on Jap-
anese firms at the beginning of the year, busi-
ness investment increased slightly in the first
quarter. Imports also picked up substantially. By
contrast, there was only a slight increase in ex-
ports. Government demand was cut back once
again. Labour market conditions continued to
improve. The seasonally adjusted unemploy-
ment rate declined to 2.6% by March. Annual
CPI inflation increased to 2.5% in April,” ex-

Deutsche Bundesbank

ceeding the Japanese central bank’s inflation
target for the first time since 2015. However,
the central bank assessed the increase in price
inflation as temporary and maintained its ex-
pansionary stance.

United Kingdom

The UK economy grew at a slower, but none-
theless solid pace in the first quarter of 2022.
According to initial estimates, price and
seasonally-adjusted GDP rose by 0.8% on the
quarter. This was the first time that the pre-
crisis level had been exceeded. The recovery
was broadly based across sectors. In particular,
high-contact services benefited from the ebb-
ing of the Omicron wave. In the hotel and res-
taurant sector, real gross value added rose by
more than 5%. Construction activity and the
manufacturing sector also grew more buoy-
antly at the beginning of the year than in the
previous quarter. However, many industrial en-
terprises are increasingly complaining about
the persistently surging prices for intermediate
inputs as well as about supply bottlenecks and
labour shortages. The unemployment rate fell
to 3.7%, below the low of December 2019.
Against this backdrop, wages rose significantly.
Annual Harmonised Index of Consumer Prices
(HICP) inflation rose sharply, reaching 9% by
April. The Bank of England subsequently raised
its policy rate by a further 25 basis points to 1%
in May and announced additional tightening
over the next few months.

Poland

Poland’s economic upswing continued in the
first quarter of 2022. Real GDP grew by 2.4%
after seasonal adjustment. The renewed strong

7 In addition to the rise in energy prices, one reason for
this was the expiry of a one-off effect. The substantial re-
duction in mobile phone charges triggered by a reform in
April 2021 had pushed down annual CPI inflation by
1.4 percentage points in March. In April, the decline in mo-
bile phone charges dampened the inflation rate by only
0.6 percentage point.
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GDP growth was mainly driven by the further
expansion of industrial output. However, con-
sumption activity was also buoyant, with the
very favourable labour market situation likely to
have been one reason for this. The unemploy-
ment rate stood at just 3% in March, and gross
average wages in the corporate sector rose by
12.4% on the year. Russia’s invasion of Ukraine
also represents a turning point for Poland. At
3.7% of total exports, its share of exports to
Russia is almost twice as high as that of Ger-
many. In addition, Poland is the main destin-
ation for refugees from Ukraine.® However, the
commodity crisis and the Russian gas embargo
have not caught the country off guard. Poland
has been in the process of reducing its energy
dependency on Russia for years.® Despite price-
dampening measures introduced by the gov-
ernment, consumer price inflation increased to
12.4% by April. Energy and food accounted for
a considerable share of this, but the core rate
excluding these components also rose to 7.7%.
As a result, the Polish central bank raised its

policy rate in four further increments between
February and May by a total of 300 basis points
to a current level of 5.25%.

Macroeconomic trends in the
euro area

The euro area economy also grew only slightly
in the first quarter of 2022. According to Euro-
stat’s flash estimate, GDP rose by 0.3% on the
quarter after price and seasonal adjustment,
thereby exceeding its pre-pandemic level by
0.5%. At the beginning of the quarter, the
Omicron wave, in particular, weighed on ser-
vices sector activity. Towards the end of the
quarter, the impact of the war prevented a
stronger recovery. As a result, parts of industry
experienced production stoppages and private
consumption suffered from the erosion of pur-
chasing power caused by energy prices.

In the medium term, too, the impact of the
war on Ukraine is likely to weigh on the euro
area economy, especially if the conflict escal-
ates further and associated sanctions and re-
taliatory measures are expanded.' In addition
to higher energy prices, the heightened uncer-
tainty, for example regarding the reliability of
the energy supply, and possible supply stop-
pages for other commodities, are the main
constraining factors. Conversely, the export
losses in the Russian sales market are likely to
be of lesser importance. Russia accounted for
merely 3% of euro area goods exports in 2021.

By contrast, the burdens caused by the corona-
virus pandemic are likely to wane further. The

8 According to the Polish Border Guard, more than 3.2 mil-
lion refugees from Ukraine have entered Poland to date, al-
though they have by no means all remained there. In Pol-
and, Ukrainians can take up work without a work permit
for six months within one year. In the years prior to the
war, there were already up to 1.7 million such employment
contracts per year.

9 Poland has had an LNG terminal for importing liquefied
gas since 2015. Moreover, the new Baltic Pipe system is
scheduled to be completed this year, which will allow
pipeline-based gas imports from Norway.

10 See Deutsche Bundesbank (2022).

Further slight
increase in eco-
nomic activity

Ongoing strains
caused by the
war on Ukraine



Pandemic-
related burdens
waning

Subdued
consumption
activity ...

... also due to
the pronounced
losses in pur-
chasing power

Investment
remains on
an upward
trajectory

economic impact of the Omicron wave at the
beginning of the year was already much smaller
than previously expected. Although, for a time,
a considerable number of working hours were
lost due to illness, these absences were mostly
short-lived and the health system was not over-
whelmed as had been feared. As a result, con-
tainment measures were further eased, which
benefited service providers in particular.

Consumption activity in the euro area remained
subdued in the first quarter of 2022. After the
recovery phase in the final quarter of 2021, re-
tail sales fell again in price-adjusted terms. New
motor vehicle registrations even dropped quite
substantially again and were down by one-
third on their pre-pandemic level. This was
probably partly due to supply difficulties for
intermediate input products for motor vehicle
production worsening again in connection
with the Ukraine war. In any event, according
to European Commission surveys, the propen-
sity to purchase passenger cars decreased only
slightly. The consumption of services is also
likely to have barely increased on a quarterly
average, although it made a clear recovery over
the course of the quarter once various infection
protection measures had been eased.

A major reason for the subdued development
of private consumption is likely to have been
the significant deterioration in households’
financial situation. In the first quarter, con-
sumer prices rose by no less than 6.1% on the
year. The increase in the wage bill is expected
to have lagged considerably behind this. The
various fiscal relief measures are also unlikely to
have made up for the losses in purchasing
power." As a result, consumer confidence fell
distinctly below its long-term average until
March, according to European Commission
surveys.

Gross fixed capital formation is likely to have
risen further in the first quarter.’? Construction
output rose very robustly. The upward trend in
investment in information and communication
technologies and intellectual property seems to
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have continued. By contrast, expenditure on
transportation probably declined. In any case,
the number of commercial vehicle registrations
fell very steeply again, which is likely to have
been partly due to supply bottlenecks. By com-
parison, investment in other machinery and
equipment probably increased markedly. In
January and February, capital goods producers’

11 See Sgaravatti et al. (2022) for an overview of the fiscal
measures taken to cushion the increase in energy prices.
12 Excluding Ireland. For several years now, the statistical
recording of investment as a whole, and of investment in
intellectual property in particular, has been strongly influ-
enced by the strategic planning of multinational enterprises
in that country. See Deutsche Bundesbank (2018).
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Goods trade
with third
countries sees
strong growth
given surging
prices

Consumer sentiment in the euro area’
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domestic sales significantly exceeded the previ-
ous quarter’s level after price adjustment.

Euro area countries’ exports of goods to third
countries continued to increase in the first
quarter after price adjustment. This is likely to
have been due, in particular, to favourable
global industrial activity at the beginning of the
year, but also to the depreciation of the euro in
recent months. In terms of value, goods ex-
ports even rose by a very substantial degree
again in the light of continued surging prices.
This was particularly true of goods exports to
the United States. Exports to China also ex-
panded visibly. By comparison, exports to Rus-
sia declined significantly under the influence of
the war on Ukraine. According to figures from
the balance of payments, the recovery of ser-
vices exports from the euro area to third coun-
tries slowed markedly. One reason for this was
probably the pandemic-induced slump in tour-
ism at the beginning of the year. Goods im-
ports to the euro area from third countries in-

creased only marginally in real terms in the first
quarter. The largest increases were consistent
with the robust investment activity in inter-
mediate and capital goods, whilst imports of
consumer goods declined. In terms of value,
imports rose very sharply amidst the consider-
able price increases.

The upward movement in manufacturing con-
tinued at the beginning of the year, mainly due
to the at times marked easing of some supply
bottlenecks coupled with well-filled order
books. The outbreak of the war has directly
hampered those sectors, in particular, whose
supply chains extend to Ukraine and Russia.
This includes, above all, motor vehicle manu-
facturers. Moreover, the sanctions prevented
certain products from being delivered and
orders were not placed. In addition, the costs
for intermediate goods continued to rise. In
view of the heightened uncertainty, the order
situation deteriorated somewhat. All of this
contributed to a significant decline in industrial
production in March. Nevertheless, capacity
utilisation picked up slightly between January
and April, thus continuing to exceed the long-
term average. Industrial producer prices rose at
a faster pace. Price inflation was especially pro-
nounced for intermediate goods but it also in-
creasingly extended to capital and consumer
goods.

Economic output in various services sectors is
likely to have recovered at the end of the quar-
ter. Especially hotels and restaurants as well as
art and cultural activities widened their services
considerably following the easing of contain-
ment measures. As businesses were still subject
to extensive restrictions at the beginning of the
year, on a quarterly average the previous quar-
ter’s level was probably just maintained. By
contrast, various business-related services are
likely to have expanded further. Activity in the
information and communications sector in-
creased particularly significantly once more.

In most Member States, economic output in-
creased in the first quarter of 2022. The main
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factors behind the remaining growth disparities
were the effects of the last wave of the pan-
demic, the impact of the war on Ukraine and
sanctions on Russia.

In France, real GDP in the first quarter stag-
nated at the previous quarter’s level. The de-
cline in private consumption, in particular, was
a drag. Especially at the beginning of the quar-
ter, the consumption of services was restricted
against the backdrop of the resurgent infection
rates. The consumption of goods likewise de-
clined significantly. This is likely to have been
partly due to greater price pressures despite the
energy price brake. Investment remained on a
moderate upward trajectory, by contrast. Al-
though services exports rose markedly once
more, the pandemic is likely to have distinctly
slowed business activity in the tourism sector.
Growth in goods exports weakened signifi-
cantly, as did growth in goods imports.

In Italy, too, the recovery in macroeconomic ac-
tivity came to a standstill at the beginning of
the year. According to preliminary data, real
GDP fell by as much as 0.2% in the first quar-
ter, thus remaining slightly below its pre-crisis
level. A key reason for this was a pronounced
setback in industrial production, which was
probably due in part initially to a shortage of
intermediate input products and later to busi-
ness with Russia coming to a halt and the steep
rise in energy prices. The services sector, too,
generated only very little stimulus. Domestic
tourism collapsed at the beginning of the year,
and the number of foreign tourists has not yet
returned to pre-pandemic levels, either.

According to preliminary estimates, in Spain
aggregate output in the first quarter rose
slightly by 0.3% on the quarter. At 3.5%, the
gap compared with the pre-crisis level thus re-
mained significantly larger than in the other
euro area countries. Here, too, a decline in pri-
vate consumption was the main reason for the
slowdown in the recovery, with the pandemic
likely to have played only a minor role. Losses
in purchasing power as a result of the sharp
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rise in consumer prices, especially for energy,
were a much more significant factor. The con-
tinued recovery of tourism had a counterbalan-
cing effect.

In Austria and Portugal, GDP increased consid-
erably once most infection protection measures
had been lifted, with tourism likely to have
played a key role. In Belgium, real GDP rose
moderately. Despite potentially considerable
strains caused by the war on Ukraine, activity
also increased in Finland, Slovakia, Lithuania
and Latvia, probably mainly as a result of the
good start to the year once the infection pro-
tection measures had been eased. GDP in the
Netherlands was unchanged.

The labour market situation improved once
again in the euro area. The unemployment rate
fell to a new low of 6.8% in March 2022 and
the number of persons in employment con-
tinued to rise in the first quarter. The employ-
ment outlook deteriorated markedly in industry
and services over the course of the quarter. At
the same time, surveys indicate that the short-
age of labour was more pronounced than ever
before. The rise in gross wages and salaries per
employee is likely to have accelerated further in
the first quarter, in part due to minimum wage
hikes. However, the increases are not likely to
have kept pace with inflation, meaning that
real wages probably declined.

Consumer price inflation intensified in the euro
area in the first quarter of 2022. The HICP in-
creased by a seasonally adjusted 2.7% on the
quarter. Prices for energy and other industrial
goods, in particular, rose more sharply than
ever before. Food prices saw their steepest
growth since 2007, and the rise in services
prices also remained exceptionally strong. An-
nual headline HICP inflation subsequently
jumped from 4.6% in the fourth quarter to
6.1%, with energy prices rising by 35%. The in-
flation rate excluding energy and food grew
from 2.4% to 2.7%.
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Business sentiment in the euro area’

Balance of positive and negative responses as a percentage
of all responses, seasonally adjusted, monthly data
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The main reason behind the accelerated con-
sumer price inflation is the increase in cost
pressures at upstream stages. Crude oil prices
and wholesale prices for natural gas continued
to rise as a result of the Ukraine war, as did
other commaodity prices, and supply bottle-
necks intensified again. For example, European

cereal prices rose by more than 10% on the
quarter and by more than 50% on the year.
The price of industrial inputs increased by a fur-
ther 6% on the quarter and by more than 20%
on the year. Although these broad-based cost
pressures have already been clearly reflected in
consumer prices, they are unlikely to have been
passed through in full yet.

In April, the annual HICP rate remained at
7.4%, as in the previous month. Annual rates of
change in prices of food, services and non-
energy industrial goods reached their highest
levels since the beginning of monetary union.
The inflation rate excluding energy and food
picked up robustly from 3.0% to 3.5%. Accord-
ing to market and survey-based inflation ex-
pectations, inflation rates are expected to nor-
malise only very gradually. Inflation expect-
ations for 2023 are still significantly elevated.
At present, they are not moving towards the
2% mark again until 2024 (see p. 44).

In the current quarter, economic development
is likely to be largely slowed by the impact of
Russia’s invasion of Ukraine and the resulting
sanctions. High commodity prices, especially
for energy, are a considerable drag, and there is
a great deal of uncertainty about the stability
of the supply of commodities. While industrial
enterprises are increasingly trying to tap alter-
native delivery channels and safeguard value
chains, this costs time. Supply bottlenecks are
also likely to intensify in the face of pandemic-
related restrictions in China. All of this is visibly
weighing on business sentiment, especially in
industry. Sentiment among service providers,
who can hope to benefit from the easing of in-
fection protection measures, remained more
upbeat. However, they, too, might feel the ef-
fects of the restraint shown by households,
who are suffering from the erosion of purchas-
ing power as a result of the sharp rises in prices.
According to European Commission surveys,
consumer confidence, including, in particular,
the propensity to make purchases and expect-
ations with regard to the future financial situ-
ation, deteriorated again in April and fell clearly
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below the long-term average. This could sig-  consumption expected before the outbreak of
nificantly impair the robust recovery in private  the war.
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