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DBRS Morningstar Confirms Federal Republic of Germany at AAA,
Stable Trend

SOVEREIGNS

DBRS Ratings GmbH (DBRS Morningstar) confirmed the Federal Republic of Germany’s (Germany) Long-Term Foreign and Local
Currency - Issuer Ratings at AAA. At the same time, DBRS Morningstar confirmed Germany’s Short-Term Foreign and Local

Currency - Issuer Ratings at R-1 (high). The trend on all ratings is Stable.
KEY RATING CONSIDERATIONS

The Stable trend reflects DBRS Morningstar’s view that Germany’s credit fundamentals remain solid, despite the adverse impacts of
the recent energy shock on the economic and fiscal outlooks. Economic headwinds for the German economy have increased in
recent months as the strong increase in inflationary pressures particularly for energy has led to a marked deterioration of consumer
and business sentiment and weakened households’ purchasing power. In addition, the shortfall of Russian gas supplies has raised
energy security risks particularly for gas-intensive manufacturing industries. DBRS Morningstar expects the energy shock to raise
budgetary pressures particularly next year due to the recently announced introduction of temporary gas and electricity price brakes
from early 2023 until mid-2024 through which the government seeks to cushion the adverse impact of energy price inflation on
household and business finances. This weakening of the fiscal outlook, however, is balanced by Germany’s ample fiscal space for
absorbing a temporary increase in budgetary pressures. Fiscal space is bolstered by a still moderate debt level, a very low interest

burden and favourable government financing conditions due to Germany’s status as a safe haven.

Germany’s AAA ratings are supported by its competitive and highly developed economy, its sound public finances, high institutional
quality and strong external finances. However, the country faces important challenges stemming from potential high-for-longer
energy prices and unfavourable demographic trends. In particular, DBRS Morningstar views the medium-to-long-term trajectory of
domestic electricity prices as an important determinant for the international competitiveness of energy-intensive manufacturing.
Furthermore, contingent liabilities, emanating from state guarantees for domestic companies and fiscal burden sharing within the
currency union could eventually weigh on public finances. While the current financial condition of the banking sector is sound, DBRS
Morningstar views the deterioration of the economic environment and elevated housing prices in tandem with rising interest rates as

risk factors for banks’ future asset quality.

RATING DRIVERS
Germany is strongly placed within the AAA category. DBRS Morningstar could downgrade the ratings if the country’s growth and
fiscal prospects deteriorate severely enough to place the public debt-to-GDP ratio on a persistent upward trajectory. Moreover, a

materialisation of substantial contingent liabilities could put negative pressure on the ratings.
RATING RATIONALE

Energy Shock Has Raised Economic Headwinds And Downside Risks For the German Economy



The German economy benefitted from a rebound of service sector activity from the COVID-19 shock over the course of this year but
has started to face rising economic headwinds from the energy shock and from high and broadening inflationary pressures. Real
GDP rose by 2.2% during the first nine months of 2022 on a year-on-year basis as the easing of Covid-19 containment measures in
early 2022 fostered private consumption, particularly of services and household finances still benefited from pandemic-induced
savings. At the same time, the strong decrease in Russian gas supplies over the past months has led to a large increase in energy
price inflation and tightening gas supplies which, in turn, weakened manufacturing activity in energy-intensive industries. While total
gross value added in the manufacturing sector expanded by a modest 0.5% (yoy) during Q1-Q3 2022, this headline figures masks a
substantial divergence of growth dynamics across different manufacturing industries. Production levels of electronic products and
pharmaceuticals expanded by a strong 5.7% and 3.8%, respectively during the first nine months of 2022, whereas the production of
chemicals (-8.2%), plastics (-3.7%) and basic metals (-3.6%) declined markedly as the strong upswing in European gas and
electricity wholesale prices decreased the international price competitiveness of local producers. The economy’s short-term growth
outlook is clouded by the strong increase in inflationary pressures over the past months which have led to a marked deterioration of
consumer and business sentiment and weakened households’ purchasing power. Annual consumer price inflation (HICP) stood at a
high 11.6% in October 2022, driven by still very high energy price inflation (43.5%). Moreover, inflationary pressures have
broadened in recent months with core inflation amounting to a high 6.7% in October 2022. Taking into account the recent
deterioration of economic sentiment, the European Commission has revised downward its growth projections for the Germany

economy in November 2022 and now forecasts real GDP to contract by 0.6% in 2023.

While not envisaged in our baseline view, the German economy is exposed to important downside risks as the shortfall of Russian
gas supplies has raised energy security risks particularly for gas-intensive manufacturing industries until the completion of
alternative gas import infrastructure. The government has rented five floating LNG terminals two of which are currently planned to
come on stream at end 2022. The three remaining floating LNG terminals are projected to become operational next winter. The
Bundesnetzagentur, the domestic regulator, estimates that household and industrial gas consumption needs to decrease by at least
20% comparedto 2021 levels in order to avoid a rationing of gas over the next two heating periods. Even in the absence of gas
shortages, DBRS Morningstar expects the current energy crisis to lead to some long-term scarring effects on the economy’s
production capacities in gas-intensive industries as local gas prices are unlikely to return to their pre-crisis level due to a higher
reliance on more expensive LNG supplies. Furthermore, the uncertain medium-to-long-term trajectory of electricity prices
constitutes a crucial determinant for the international competitiveness of energy-intensive manufacturing. While DBRS Morningstar
considers Germany’s unfavourable demographic trends as an important risk factor, Germany’s credit profile continues to be

supported by the competitive and highly developed nature of the economy and its high level of labour productivity.

Budgetary Pressures Are Likely To Rise Next Year Due To Energy Support Measures for Households and Businesses

Fiscal accounts have been adversely affected by the economic impact of COVID-19 and, more recently, by the energy price shock.
After posting recurring budget surpluses in the years prior to the COVID-19 shock, the general government budget balance has
turned into a deficit since 2020 and is expected to continue to register deficits over the medium-term. While budgetary pressures
have eased moderately in the current year, they are likely to rise again next year due to the recently announced energy support
measures (e.g. electricity and gas price brakes). In terms of 2022, the European Commission forecasts the general government
budget deficit to narrow to 2.3% of GDP from 3.7% in 2021 due to a gradual phasing-out of COVID-19 support measures and as
high inflationary pressures contributed to an upswing of nominal tax revenues, particularly value added tax. General government tax

revenues, excluding municipal taxes, rose by a large 9.3% (yoy) during the first ten months of 2022.

Going forward, the European Commission forecasts the general government budget deficit to widen to 3.1% of GDP in 2023 and to
2.6% in 2024. The projected widening of the budget deficit next year reflects the adoption of several temporary energy support
measures such as the gas and electricity price brakes through which the government aims to cushion the adverse impact of high
energy prices on households and companies. In DBRS Morningstar’s view, the budget deficit next year might well exceed the above

mentioned forecast by the European Commission as the recently published 2023 budget for the Economic Stabilisation Fund



through which the government seeks to finance most energy-related support measures includes budget appropriations for energy
support measures in 2023 (incl. participation in energy company Uniper) totaling a large EUR 133 billion (3.3% of GDP). At the
same time, DBRS Morningstar notes that fiscal projections for next year are subject to substantial uncertainty as the actual fiscal
costs of the gas and electricity price brakes will depend on the future development of energy prices. In terms of the national fiscal
framework, we view the central government’s increased reliance on off-budget funds (e.g. Economic Stabilisation Fund, Climate and
Transformation Fund, Special Fund for the Bundeswehr) for financing energy support measures and public investments on climate
transition and defence in the years ahead as detrimental to the transparency of the debt brake, the national fiscal rule. While the
operations of these special funds will be captured by general government accounts (prepared according to the European System of

Accounts), they won't be reflected in central government accounts set up in line with the stipulations of the debt brake.

Fiscal Space is Large due to Still Moderate Debt Levels and Favourable Financing Conditions

In DBRS Morningstar’s view, Germany has ample fiscal space to accommodate the projected moderate budgetary deficits over the
next years. Fiscal space benefits from still moderate government debt levels, a very low interest burden and Germany’s status as a
safe haven. General government gross debt increased on the back of the COVID-19 shock to 69.6% of GDP at end 2021 up from
58.9% at end 2019. While the government is projected to continue to incur budget deficits over the next years, debt dynamics
benefit from high nominal GDP growth. The European Commission currently forecasts general government debt to decrease to
65.4% of GDP at end 2024. Risks for public finances emanate from potential support needs for companies affected by the energy
shock. This was exemplified by recent support measures for the energy company Uniper. Going forward, a potential disruption of
industrial activities due to gas shortages constitutes an important downside risk for public finances as it markedly would raise the
support needs for companies particularly from energy-intensive manufacturing industries. Despite the increase in budgetary
pressures over the past few years, Germany still benefits from very favourable financing conditions. The European Commission
forecasts Germany’s annual interest expenditures at a very low 0.7% of GDP in 2023 compared to euro area averages of 1.8%. In
general, government financing benefits from the government'’s role as a benchmark issuer for the euro area. Germany'’s safe-haven

status has a positive impact on the “Debt and Liquidity” building block assessment.

Financial Condition of The Banking Sector Is Sound But Asset Quality Risks Are Rising

DBRS Morningstar assesses the current financial condition of the banking sector as sound but views a deterioration in the economic
environment and rising interest rates as risk factors for banks’ future asset quality. While the banking sector continues to be
hampered by structural problems such as a low profitability, banks” current financial strength benefits from still good capitalization
buffers with the banking sector’ average capital adequacy ratio standing at 18.7% in June 2022, down from 19.1% % a year earlier.
Furthermore, banks have so far weathered the COVID-19 shock well which can partly be ascribed to extensive government support
measures for COVID-hit industries. The average NPL ratio of German banks (supervised by the EBA) amounted to a low 1.0% in
June 2022 comparedto 1.3% in December 2019. Going forward, however, we expect asset quality risks to increase as rising
economic headwinds and the increase in interest rates are likely to strain the repayment capacity of some borrowers. This applies
particularly to companies which have been affected by higher energy costs and have not been able to pass on the latter to their
customers. In this regard, DBRS Morningstar, however, notes that the size of banks’ total loan exposure towards the manufacturing
sector (4.9% of loans to the non-financial private sector in September 2022) and utilities (4.4%) is moderate. Risks to asset quality
might also emerge from a potential correction of housing prices in tandem with rising interest rates given the banking sector’s
sizeable stock of household mortgages (37.3%) and commercial real estate loans (9.8%). Housing prices (particularly residential
real estate) have risen markedly over the past years, clearly exceeding the increases in rents and incomes. In its latest financial
stability review, the Bundesbank estimated the overvaluation in the residential real estate market at 15-40% in 2021. In DBRS
Morningstar’s view, financial risks from elevated housing prices are partly mitigated by the comparatively low level of household debt

(56% of GDP in Q1 2022) and long interest rate fixation periods of most mortgages.

External Finances Robust to Potential Global Trade and Financial Shocks



Germany’s external finances are strong and robust to potential shocks. The economy commands over a structural current account
surplus which has mitigated the impact of the recent energy price shock on external finances. The IMF forecasts the current account
surplus to decrease to a still large 4.2% of GDP in 2022 from 7.4% in 2021 as the strong increase in energy prices increased the
economy’s energy import bill and the rebound of private consumption led to a strong increase in service imports (e.g. tourism).
Furthermore, DBRS Morningstar assesses the economy’s vulnerability to a potential global financial shock as low due to its status as
a safe haven and its large net external asset position. At end 2021, Germany’s net international investment position amounted to a
large 70.7% of GDP due to high foreign assets held particularly by non-depository financial institutions and, to a lesser extent, the

central bank. This strong net external creditor position supports the “Balance of Payments” building block assessment.

Germany'’s Rating Is Underpinned by High Institutional Quality

Germany’s high institutional quality is a key strength of its credit profile. Germany is a strong performer on the World Bank’s
Governance Indicators as it is characterized by a high rule of law, low levels of corruption and stable political and economic
institutions. Moreover, political polarization is less pronounced than in some other advanced economies. The federal election in
September 2021 has led to the formation of a ‘traffic-light’ government coalition which comprises centre-left and centre-right
parties (Social Democrats, Green Party, Free Democrats). The coalition government aims to accelerate the green and the digital
transitions of the economy by raising public investment moderately and streamlining regulatory frameworks. In terms of the
government’s response to the recent energy shock, DBRS Morningstar notes that policymaking has partly been complicated by

programmatic differences between the three coalition parties particularly with regard energy and fiscal policies.

ENVIRONMENTAL, SOCIAL, GOVERNANCE CONSIDERATIONS

There were no Environmental, Social or Governance factors that had a significant or relevant effect on the credit analysis.

A description of how DBRS Morningstar considers ESG factors within the DBRS Morningstar analytical framework can be found in
the DBRS Morningstar Criteria: Approach to Environmental, Social, and Governance Risk Factors in Credit Ratings at
https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-social-and-

governance-risk-factors-in-credit-ratings (17 May 2022).

For more information on the Rating Committee decision, please see the Scorecard Indicators and Building Block Assessments at:

https://www.dbrsmorningstar.com/research/406031.

EURO AREA RISK CATEGORY: LOW

Notes:

All figures are in EUR unless otherwise noted. Public finance statistics reported on a general government basis unless specified.

The principal methodology is the Global Methodology for Rating Sovereign Governments

https://www.dbrsmorningstar.com/research/401817 /global-methodology-for-rating-sovereign-governments (29 August 2022). In
addition, DBRS Morningstar uses the DBRS Morningstar Criteria: Approach to Environmental, Social, and Governance Risk Factors
in Credit Ratings https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-

social-and-governance-risk-factors-in-credit-ratings (17 May 2022) in its consideration of ESG factors.

The sources of information used for this rating include Germany’s Federal Ministry of Finance (German Draft Budgetary Plan 2023;
Monthly Report November 2022), German Finance Agency (Deutsche Finanzagentur), Deutsche Bundesbank (Monthly Report
November 2022; Financial Stability Review 2022), Federal Ministry for Economic Affairs and Climate Action, Federal Statistical


https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-social-and-governance-risk-factors-in-credit-ratings
https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-social-and-governance-risk-factors-in-credit-ratings
https://www.dbrsmorningstar.com/research/406031
https://www.dbrsmorningstar.com/research/401817/global-methodology-for-rating-sovereign-governments
https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-social-and-governance-risk-factors-in-credit-ratings
https://www.dbrsmorningstar.com/research/396929/dbrs-morningstar-criteria-approach-to-environmental-social-and-governance-risk-factors-in-credit-ratings

Office, Federal Financial Supervisory Authority (BaFin), European Banking Authority, German Council of Economic Experts (Annual
Report 2022-23), Ifo Institute, European Commission (Autumn 2022 Economic Forecast November 2022), Statistical Office of the
European Communities, European Central Bank (ECB), IMF (World Economic Outlook October 2022; International Financial
Statistics; Germany: 2022 Article IV Consultation July 2022; Germany: Financial System Stability Assessment July 2022), OECD
(Housing Prices), BulwienGesa AG (Housing Price Index), Germany Climate Action Plan, German Council of Experts on Climate
Change (Biennial Report 2022), Social Progress Index, World Economic Forum Global Competitiveness Index, World Bank, Bank for
International Settlements, Our World In Data, Haver Analytics. DBRS Morningstar considers the information available to it for the

purposes of providing this rating to be of satisfactory quality.

With respect to FCA and ESMA regulations in the United Kingdom and European Union, respectively, this is an unsolicited credit

rating. This credit rating was not initiated at the request of the issuer.

With Rated Entity or Related Third Party Participation: YES
With Access to Internal Documents: NO

With Access to Management: NO

DBRS Morningstar does not audit the information it receives in connection with the rating process, and it does not and cannot

independently verify that information in every instance.

The conditions that lead to the assignment of a Negative or Positive trend are generally resolved within a 12-month period. DBRS

Morningstar’s outlooks and ratings are under regular surveillance.

For further information on DBRS Morningstar historical default rates published by the European Securities and Markets Authority
(ESMA) in a central repository, see: https://cerep.esma.europa.eu/cerep-web/statistics/defaults.xhtml. DBRS Morningstar
understands further information on DBRS Morningstar historical default rates may be published by the Financial Conduct Authority

(FCA) on its webpage: https://www.fca.org.uk/firms/credit-rating-agencies.

The sensitivity analysis of the relevant key rating assumptions can be found at: https://www.dbrsmorningstar.com/research/406030.

This rating is endorsed by DBRS Ratings Limited for use in the United Kingdom.

Lead Analyst: Yesenn EI-Radhi, Vice President, Global Sovereign Ratings

Rating Committee Chair: Nichola James, Managing Director, Co-Head of Sovereign Ratings, Global Sovereign Ratings
Initial Rating Date: 16 June 2011

Last Rating Date: 3 June 2022

DBRS Ratings GmbH

Neue Mainzer StraBBe 75

60311 Frankfurt am Main Deutschland

Tel. +49 (69) 8088 3500

Geschéftsfihrer: Detlef Scholz

Amtsgericht Frankfurt am Main, HRB 110259

For more information on this credit or on this industry, visit www.dbrsmorningstar.com.
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The DBRS Morningstar group of companies consists of DBRS, Inc. (Delaware, U.S.)(NRSRO, DRO affiliate); DBRS Limited (Ontario, Canada)(DRO, NRSRO affiliate);
DBRS Ratings GmbH (Frankfurt, Germany)(EU CRA, NRSRO affiliate, DRO affiliate); and DBRS Ratings Limited (England and Wales)(UK CRA, NRSRO affiliate, DRO
affiliate). DBRS Morningstar does not hold an Australian financial services license. DBRS Morningstar credit ratings, and other types of credit opinions and reports,
are not intended for Australian residents or entities. DBRS Morningstar does not authorize their distribution to Australian resident individuals or entities, and accepts
no responsibility or liability whatsoever for the actions of third parties in this respect. For more information on regulatory registrations, recognitions and approvals
of the DBRS Morningstar group of companies, please see: https://www.dbrsmorningstar.com/research/highlights.pdf.

The DBRS Morningstar group of companies are wholly-owned subsidiaries of Morningstar, Inc. © 2022 DBRS Morningstar. All Rights Reserved.

The information upon which DBRS Morningstar credit ratings and other types of credit opinions and reports are based is obtained by DBRS Morningstar from
sources DBRS Morningstar believes to be reliable. DBRS Morningstar does not audit the information it receives in connection with the analytical process, and it
does not and cannot independently verify that information in every instance. The extent of any factual investigation or independent verification depends on facts and
circumstances. DBRS Morningstar credit ratings, other types of credit opinions, reports and any other information provided by DBRS Morningstar are provided "as
is" and without representation or warranty of any kind and DBRS Morningstar assumes no obligation to update any such ratings, opinions, reports or other
information. DBRS Morningstar hereby disclaims any representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability,
fitness for any particular purpose or non-infringement of any of such information. In no event shall DBRS Morningstar or its directors, officers, employees,
independent contractors, agents, affiliates and representatives (collectively, DBRS Morningstar Representatives) be liable (1) for any inaccuracy, delay, loss of data,
interruption in service, error or omission or for any damages resulting therefrom, or (2) for any direct, indirect, incidental, special, compensatory or consequential
damages arising from any use of credit ratings, other types of credit opinions and reports or arising from any error (negligent or otherwise) or other circumstance
or contingency within or outside the control of DBRS Morningstar or any DBRS Morningstar Representative, in connection with or related to obtaining, collecting,
compiling, analyzing, interpreting, communicating, publishing or delivering any such information. IN ANY EVENT, TO THE EXTENT PERMITTED BY LAW, THE
AGGREGATE LIABILITY OF DBRS MORNINGSTAR AND THE DBRS MORNINGSTAR REPRESENTATIVES FOR ANY REASON WHATSOEVER SHALL NOT EXCEED
THE GREATER OF (A) THE TOTAL AMOUNT PAID BY THE USER FOR SERVICES PROVIDED BY DBRS MORNINGSTAR DURING THE TWELVE (12) MONTHS
IMMEDIATELY PRECEDING THE EVENT GIVING RISE TO LIABILITY, AND (B) U.S. $100. DBRS Morningstar does not act as a fiduciary or an investment advisor.
DBRS Morningstar does not provide investment, financial or other advice.

Credit ratings, other types of credit opinions and other analysis and research issued by DBRS Morningstar (a) are, and must be construed solely as, statements of
opinion and not statements of fact as to credit worthiness, investment, financial or other advice or recommendations to purchase, sell or hold any securities; (b) do
not take into account your personal objectives, financial situations or needs; (c) should be weighed, if at all, solely as one factor in any investment or credit decision;
(d) are not intended for use by retail investors; and (e) address only credit risk and do not address other investment risks, such as liquidity risk or market volatility
risk. Accordingly, credit ratings, other types of credit opinions and other analysis and research issued by DBRS Morningstar are not a substitute for due care and
the study and evaluation of each investment decision, security or credit that one may consider making, purchasing, holding, selling, or providing, as applicable.

A report with respect to a DBRS Morningstar credit rating or other credit opinion is neither a prospectus nor a substitute for the information assembled, verified
and presented to investors by the issuer and its agents in connection with the sale of the securities.

DBRS Morningstar may receive compensation for its credit ratings and other credit opinions from, among others, issuers, insurers, guarantors and/or underwriters
of debt securities.

This publication may not be reproduced, retransmitted or distributed in any form without the prior written consent of DBRS Morningstar. ALL DBRS
MORNINGSTAR CREDIT RATINGS AND OTHER TYPES OF CREDIT OPINIONS ARE SUBJECT TO DEFINITIONS, LIMITATIONS, POLICIES AND
METHODOLOGIES THAT ARE AVAILABLE ON https://www.dbrsmorningstarcom. Users may, through hypertext or other computer links, gain access to or from
websites operated by persons other than DBRS Morningstar. Such hyperlinks or other computer links are provided for convenience only. DBRS Morningstar does
not endorse the content, the operator or operations of third party websites. DBRS Morningstar is not responsible for the content or operation of such third party
websites and DBRS Morningstar shall have no liability to you or any other person or entity for the use of third party websites.
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