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ECONOMIC SITUATION AND STRATEGY 29. October 2021

Jens Weidmann resigned: Why German Fiscal Restraint Does Not M ake Sense Any-
more

Yes, you read the headline correctly. We are ingged southern central banks that their governments tend
posing to abolish Germany’s strict austerity pol&yd treat like part of their administrative structurerkich in-
replace the current debt limits rooted in GermaBgsic deed they were for many years.

Law. We are suggesting this despite decades (Ineta
metaphorical) of maintaining rather conservativétipo
cal theories that most certainly would not easdgegpt
unfettered government debt. Yet here we are andata
help but take a new look at the subject not leastibse
Bundesbank chief Jens Weidmann resigned.

It thus comes as no surprise that Jens Weidmaesig-r
nation triggered an avalanche of official ECB staats

that left no doubt over the path ahead: We carelze r
r{ively sure that the key lending rate will remaganzero

percent and that bond purchase programs will becest!

but certainly not halted for a long time.

Jens Weidmann was and still is one of the mosifte| How convenient that the EU Commission is just ntse a

experienced, and globally respected heads of arm%igbating an adjustment in the Maastricht criteriallow

i;i;i;r?l banbk. For f[en yejlrzhe tlrgzllessly fougliietep the fgovernment debt of 100 percent rather than onlpeé0
rom becoming a dedicated low-cost refinanoer cent of GDP. Actually, the original and still cuntecrite-

Euroland member states. German ECB Council membﬁés(three percent of GDP net new borrowing ang&o

have sqmevi/hat of a reputation for reS|gr_1-|ng OVENEAO ant of GDP total debt) are not bad at all. Malpraysi-
tary policy disagreements. Axel Weber, Jurgen Stard ble GDP growth and interest rate assumptions, ttkelse

probably also Sabmg Lautenschlager left the ECer O\é_riteria are compatible with long-term stabilitygavern-
heated monetary policy debates that made consmuci,i1

cooperation problematic to be diplomatic in our dvorscaling up permissible government debt to 100 pexfe

choice. As such, one should be sympathetic witfs J P will mathematically only yield reasonable GD#& s

Weidmann considering the fact that he was the. Ec%iﬁty given plausible assumptions if interest seatemain
last outspoken, powerful, and courageous champioa fnear zero in perpetuity. Indeed, this is what tfeBE

politically iildependent cen.tral bank. However, stime. seems to want to implicitly guarantee now.

down the line comes the time where one must adenit d

feat. Jens Weidmann’s only real ‘fault’ was thafdieght All this is happening at a time when the classiebad-
his debate battles as proper academic disputesr thgn Out-clause is becoming irrelevant. The EU is evavi
arguing with fewer syllables and more firepower. HBto a transfer and liability union where budgetigo
could have, for instance, have stopped the Bunadsb#sks are increasingly born by all member statemther
from participating in any further bond prCh&SdﬂSTS Step in this direction is the EUR 750 billion CoRelief
history and we are now looking ahead to a futureneh Fund. While the Covid crisis will probably be longer
ECB monetary policy no longer follows the traditioh Pefore this fund can commence distribution; theitspf
an independent Bundesbank but rather that of this Ei9int funding and liability will persist.

ent debt that is unlikely to suddenly escalatevéicer,
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Is it still economically rational in this world tmaintain tic to safe to its own starvation just to maintaioredit-

a national debt ceiling as stipulated in Germamgasic worthiness that fundamentally only serves othevgnE
Law and observed rather diligently thus far? Natlye Germany could not be crazy enough to make sertbatof
The debt ceiling would basically institutionalizexda one especially since the other countries are igitie
probably widen the debt gap between Germany and pinessure on Germany to abolish its debt ceilingjaimd
rest of Euroland as new Maastricht criteria takkeaf By them in deficit spending. To put it succinctly: Taely
keeping its debt ceiling, Germany would graduallgpd sense in Germany walking the austerity path aloe a
back to a debt level around 60 percent of GDP wthie keeping its debt far below EU levels - despite &ah E
rest of Euroland would find even 100 percent of GIDP transfer and liability union, modified Maastrichiteria,
ambitious debt goal as they currently average ctoseand virtually guaranteed zero-percent interestsrate
110 percent of GDP (excluding Germany). would be planning the BRDexit. In that case Germany
would be solely responsible for its own debt agaiad
have to refinance in its own currency on the operket
—and that probably at realistic market interegtgaather
than artificially low ECB rates. However, Germarsy i
NOT planning a BRDexit and that is good. If Germany
deliberately decided to clearly remain in the Ed part

of Euroland, it must also accept that the statofabis
club have changed. Since Germany obviously no longe
has much clout in writing the rules of Euroland éxs
denced by the resignation of Bundesbank chief Jens
Weidmann), Germany must adapt to its new rulespSke
tics may now ask: Can this end well? Assuming this
somewhat flawed regulatory framework will go full
speed ahead for twenty to thirty years before ¢kberg
However, there is a catch: Germany's staggeringdpesinks the ship, it is certainly better to face fiiteire with

ing potential resulting from its currently low deletel g great infrastructure and a highly skilled lalmcé than
somewhat works like a fail-safe for the EU and Bamd.  with a country that has saved itself into povertgl anust

This fail-safe or fallback savings to pay the hifisimes face a restart with nothing. Following this logiete re-
of need would diminish as Germany raises its dat#l| ally is no alternative to deficit spending. The @an
to the EU average. Saving your credit line to mayoth- government only has the choice between efficiedtian

ers through a transfer and liability union is aetylf eco- efficient spending. The old debt ceiling has daseliity
nomic lunacy. No country on Earth would be thatést  and is no longer a solution.

Novices to the Sacred Order of Econometry mayindt f
these numbers particularly impressive but, beliene
they describe quite different worlds. If Germanyevio,
for instance, try and match its debt level to tteeoEU
countries this would raise almost 1.6 trillion eurfor
debt funded expenses. If you have problems vidngliz
this number think of Germany’s annual budget of 00
lion euros. Handing this kind of money over to ticians
would be the genie they dreamt of. Extravagant atinc
expenses? The magic purse just pays them all. \&sn
taxes? Genie will build a brand-new infrastructarel
we can invest into groundbreaking new technolotpes
combat climate change.
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Market Data
As of Change versus
29.10.2021 30.09.2021 06.09.2021 06.07.2021 06.10.2020 31.12.2020
Stock marktes 10:48 -1 week -1 month -3 months -1 year YTD
Dow Jones 35730 5,6% 1,0% 3,3% 28,7% 16,7%
S&P 500 4596 6,7% 1,3% 5,8% 36,8% 22,4%
Nasdagq 15448 6,9% 0,6% 5,3% 38,5% 19,9%
DAX 15571 2,0% -2,3% 0,4% 20,6% 13,5%
MDAX 34819 1,3% -3,9% 0,8% 25,8% 13,1%
TecDAX 3808 1,8% -4,0% 5,7% 22,4% 18,5%
EuroStoxx 50 4208 4,0% -0,9% 3,8% 30,1% 18,4%
Stoxx 50 3652 4,4% 0,2% 3,7% 25,0% 17,5%
SMI (Swiss Market Index) 12066 3,6% -2,9% 0,8% 17,9% 12,7%
Nikkei 225 28893 -1,9% -2,6% 0,9% 23,3% 5,3%
Brasilien BOVESPA 105705 -4,8% -10,3% -15,5% 10,6% -11,2%
Russland RTS 1854 4,3% 6,7% 12,7% 58,6% 33,6%
Indien BSE 30 59415 0,5% 1,9% 12,4% 50,1% 24,4%
China CSI 300 4909 0,9% -0,5% -3,4% 7,0% -5,8%
MSCI Welt (in €) 3179 5,1% 2,1% 6,2% 35,1% 24,5%
MSCI Emerging Markets (in €) 1276 1,2% -1,9% -3,7% 17,2% 4,1%
Bond markets
Bund-Future 169,06 -76 -619 -454 -521 -858
Bobl-Future 133,93 -100 -100 -45 -121 -125
Schatz-Future 112,01 -20 -25 -18 -27 -27
3 Monats Euribor -0,56 2 1 1 -5 3
3M Euribor Future, Dec 2017 -0,54 0 0 -1 0 0
3 Monats $ Libor 0,12 -1 1 -1 -11 -11
Fed Funds Future, Dec 2017 0,08 0 0 -2 3 0
10 year US Treasuries 1,61 8 29 24 87 70
10 year Bunds -0,09 10 28 22 41 48
10 year JGB 0,10 3 6 7 7 8
10 year Swiss Government -0,03 14 28 24 46 46
US Treas 10Y Performance 692,88 0,1% -1,6% -0,8% -4,5% -3,2%
Bund 10Y Performance 662,94 -0,1% -1,8% -1,0% -2,6% -3,2%
REX Performance Index 490,34 -0,3% -1,1% -0,8% -1,6% -1,8%
US mortgage rate 0,00 0 0 0 0 0
IBOXX AA, € 0,34 1 14 11 19 32
IBOXX BBB, € 0,72 4 15 10 -17 16
ML US High Yield 4,76 8 17 20 -116 -22
Convertible Bonds, Exane 25 8153 0,0% -2,4% -2,8% 3,8% -2,1%
Commodities
MG Base Metal Index 435,13 0,7% -1,3% 0,4% 41,9% 22,7%
Crude oil Brent 84,39 7,4% 17,0% 13,0% 97,4% 62,6%
Gold 1792,27 1,8% -1,6% -0,6% -6,3% -5,6%
Silver 22,54 2,1% -8,9% -13,8% -5,4% -14,6%
Aluminium 2883,75 1,5% 4,6% 15,0% 65,8% 46,1%
Copper 9052,60 1,2% -4,1% -2,5% 39,0% 16,8%
Iron ore 121,94 1,9% -15,8% -44,0% 0,1% -21,8%
Freight rates Baltic Dry Index 3630 -29,7% -5,0% 14,2% 73,1% 165,7%
Currencies
EUR/ USD 1,1653 0,6% -1,8% -1,6% -1,2% -5,0%
EUR/ GBP 0,8458 -1,6% -1,4% -1,3% -7,0% -5,5%
EUR/ JPY 132,47 2,2% 1,6% 1,1% 6,3% 4,7%
EUR/ CHF 1,0622 -1,9% -2,3% -2,8% -1,5% -1,7%
USD/ CNY 6,3981 -0,8% -0,9% -1,3% -5,8% -2,0%
usD/ JpY 111,43 0,1% 1,4% 0,7% 5,5% 7,9%
USD/ GBP 0,73 -2,1% 0,4% 0,2% -5,8% -0,8%
Source: Refinitiv Datastream
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This article does not constitute an offer or antation to submit an offer but is solely intendedprovide guidance and present possible busingistias. This information does not
purport to be complete and is therefore not bindirtge information provided should not be consideaeécommendation to purchase financial instrumiewiisidually but serves
only as a proposal for a possible asset allocalibe.opinions expressed herein are subject to ewaitbout notice. Where statements were made wihect to prices, interest rates
or other indications, these solely refer to theetiwhen the information was prepared and do notyirapy forecasts about future development, partigufegarding future gains or
losses. In addition, this information does not tibu advice or a recommendation. Before compdeéiny deal described in this information, a proeipetcific consultation tailored
to the customer's individual needs is requireds Tiformation is confidential and exclusively intiel for the addressee described herein. Any ugaities other than the addressee
is not permissible without our approval. This partarly applies to reproductions, translations, mfitms, saving and processing in electronic mexiavell as publishing the entire

contents or parts thereof.
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