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Investment Research — General Market Conditions   

    
 With no end of the Russian-Ukraine war in sight, energy price developments will 

likely stay volatile, rendering any inflation predictions highly uncertain. 

Therefore, we look at some alternative scenarios how HICP inflation could evolve 

over the coming 12 months with (1) stronger and faster energy feed-through to 

consumer prices than historically and (2) with price caps for gas and electricity as 

currently discussed at the EU-level and for various EU countries.  

 Overall, we find that upside risks to euro area inflation exist in the magnitude of 

2-4pp compared to our baseline HICP inflation projection and market pricing, if 

wholesale prices remain at current elevated levels and pass-through for gas and 

electricity prices happens faster than historically. 

 Our back of the envelop calculations (which disregard second round effects) 

suggest the downside risk to euro inflation from gas and electricity price caps is 

relatively limited and in the magnitude of 0.5-1pp compared to our baseline HICP 

inflation projection and market pricing. But the lack of clarity on the design and 

implementation of any caps, combined with the indirect effects of a weakening 

demand environment render any numerical estimates highly uncertain.   

 With the outcome span for euro inflation remaining unusually wide next year, 

policy makers such the ECB face a tough job in calibrating the right monetary 

policy stance, increasing the risk of policy mistakes.  

Energy shock will hit consumers with a lag 

While wholesale gas and electricity prices have come somewhat off their previous 

peaks, the latest energy price shock has yet to fully filter through to consumer prices 

and HICP inflation, which rose to 10.0% in September. As an EU Commission study also 

points out, the pass-through from wholesale to consumer gas prices is usually only around 

13% and can take up to 12 months to materialize. For electricity prices, the effect is even 

lower, as historically only about 4% of a change in wholesale gas prices is passed on to 

consumers’ electricity prices within 12 months (and only 25% of the effect materializes 

within the first month).  

Cross-country heterogeneity is strong and regulatory frameworks and government 

interventions differ significantly across euro area countries. Even within countries, 

multiple contracting practices co-exist (f.ex. between different German states), with some 

households and firms still holding longer-term contracts that lock in prices for several 

months. This is also visible, f.ex from the divergence between the PPI inflation faced by 

electricity distributors (141.0% in August) and German industry (12.9%, see chart).  

All else equal, this implies that the rise in wholesale prices observed in 2022 is set to 

exert continued upward pressure on retail gas and electricity prices throughout next 

year as well. In other words, it will also take some time until the full energy bill arrives 

with consumers and firms, and in turn the full scale of the drag on consumption and 

production might not materialize until H1 23. 
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However, we also see good arguments why the pass-through this time around could 

be larger and happen more quickly. This already seems to bear out in the data, with f.ex. 

sticky German gas and electricity prices rising more quickly since the beginning of this 

year. We expect that larger price increases will occur especially with the turn of the year, 

as many energy providers will seek contractual price increases in light of the new reality in 

energy markets. 

Scenario 1: What if energy pass-through is stronger and faster?  

How quickly could energy price inflation accelerate in the coming months if the pass-

through is higher? To gauge the impact, we look at the counterfactual of Nordic (and more 

specifically Danish) consumer energy prices, where the feed-through from wholesale gas 

and electricity prices is almost instantaneous. A back on the envelop calculation would 

suggest upside risk of 3.6pp for German and 2.2pp for euro area HICP if consumer 

price inflation for gas and electricity would have accelerated as strongly as in 

Denmark. This estimate is likely to be on the low side, since the rise in Nordic power 

prices has not been as pronounced as in continental Europe due to less gas reliance in power 

generation. 

For an alternative way to gauge the upside risk to inflation from a higher gas and electricity 

price pass-through, we employ as simple forecasting model that takes market forward 

prices for gas and electricity as inputs. Disregarding the lagged response to consumer 

prices, it suggests a renewed jump in euro inflation to 11% in February and thereafter 

approaching rates of 7-8% at the end of Q4 23. Overall, this scenario would imply upside 

risks of ca. 4pp in 2023 compared to our baseline HICP inflation projection and 

current market pricing.   

In practice, a confluence of factors, including government interventions, weakening pricing 

power and the existence of longer-term retail contracts make instantaneous pass-through 

from wholesale markets unlikely, but overall upside risks to euro area inflation exist in the 

magnitude of 2-4pp in our view, if wholesale prices remain at current elevated levels and 

are accompanied by stronger and faster feed-through than historically.  

Futures markets expect energy prices 

to normalize only gradually 
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Scenario 2: What if gas and electricity prices are capped? 

Outright energy price caps as currently discussed at the EU level and in various countries 

such as Germany would further delay the pass-through from wholesale to consumer energy 

prices. For simplicity we assume a gas and electricity price cap at EUR/Mwh 180 (as 

already agreed for electricity generated by non-gas power producers) and that such a cap 

takes effect from November 2022 and remains in place until end-2024. 

…But pass-through from wholesale to 

consumer prices has risen lately 
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Again we look at two different ways to estimate the impact: a top-down and bottom-up 

approach. For the top-down approach, we employ the same simple forecasting model 

already used in the previous scenario. It suggests that with the price cap, September would 

already have constituted the inflation peak and base effects would kick in earlier in the 

energy component that take HICP inflation back to 3.5% by end-2023. However, a price 

cap at EUR/Mwh 180 would still constitute a notably price increase compared to electricity 

and gas price levels observed in 2021, and hence the downward impact compared to our 

baseline HICP forecast and current market pricing is relatively limited (-0.7pp in 

2022, -1.0pp in 2023). 

For the bottom-up approach, we model the outlook for four of the six HICP energy sub-

components separately, which currently account for 96% of energy inflation: fuels for 

personal transport (4.4% HICP weight), electricity (3.1% HICP weight), gas (2.2% HICP 

weight) and liquid fuels (0.7% HICP weight). Fuels for personal transport and liquid fuels 

have a close link to oil price developments and here we again work with a scenario of 

unchanged oil prices at 95 USD/bbl. For gas and electricity prices we again assume a cap 

as above.  

Adding up the HICP contributions predicted by the four sub-components, we compare the 

price cap scenario with one where prices remain at EUR/Mwh 600 for electricity and  

EUR/Mwh 300 for gas, and find a negative impact of ca. 0.6pp in 2023, i.e. of similar 

magnitude as in the top-down approach. This, however, disregards the impact of any second 

round effects on food and core inflation items that could also be triggered by the price cap. 

Waning contribution from gas and 

electricity with price cap 
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Overall, our back of the envelope calculations suggest the downside risk to euro inflation 

from price caps are in the magnitude of 0.5-1pp compared to our baseline HICP forecast 

and current market pricing, but the lack of clarity on the design and implementation of any 

cap, combined with the indirect effects of a weakening demand environment render any 

numerical estimates highly uncertain.   

With the outcome span for euro inflation remaining unusually wide next year, policy 

makers such the ECB face a tough job in calibrating the right monetary policy stance, 

increasing the risk of policy mistakes.  

With price cap, base effects take 

energy inflation noticeably lower in 23 

 

 
Source: Bloomberg, Eurostat, Macrobond 

Financial, Danske Bank 

Note: Past performance is not a reliable indicator 

of current or future results. 

 

 

 

Contribution from gas and electricity 

to energy inflation has risen in 2022 

 
Source: Eurostat, Macrobond Financial, Danske 

Bank 

 



 

4 |     10 October 2022 https://research.danskebank.com 
 

 

Euro inflation notes  

 
Disclosure 
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is 

Aila Mihr, Senior Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the 

Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation 

by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based 

firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial 

Conduct Authority’s website. 

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities 

Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality 

research based on research objectivity and independence. These procedures are documented in Danske Bank’s 

research policies. Employees within Danske Bank’s Research Departments have been instructed that any request 

that might impair the objectivity and independence of research shall be referred to Research Management and the 

Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not 

report to, other business areas within Danske Bank.  

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance 

or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology as 

well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors on request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Expected updates 

Ad hoc. 

Date of first publication 

See the front page of this research report for the date of first publication. 

General disclaimer 
This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should 

not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no 

circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial 

instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned 

herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant 

Financial Instruments’). 

This research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof. 

While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or 

warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, 

completeness or reasonableness of the information, opinions and projections contained in this research report and 

Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, 

including without limitation any loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date 

hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of 

this research report of any such change nor of any other changes related to the information provided in this research 

report. 

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom 

(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive 

2014/65/EU. 



 

5 |     10 October 2022 https://research.danskebank.com 
 

 

Euro inflation notes  

This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior 

written consent. 

Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence 

of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report 

are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry 

Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

Disclaimer related to distribution in the United Kingdom 
In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in 

matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 

(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of 

the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of 

the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In 

the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely 

on this document or any of its contents. 

Disclaimer related to distribution in the European Economic Area 
This document is being distributed to and is directed only at persons in member states of the European Economic 

Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation 

(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be 

deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to 

have represented and agreed that it has not received this document on behalf of persons in the EEA other than 

Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the 

investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth 

and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified 

Investor should not act or rely on this document or any of its contents. 

Report completed: 7 October 2022, 11:00 CET 

Report first disseminated: 10 October 2022, 06:00 CET 

 


