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Executive Summary 
Public perception suggests that the German economy remains shaped by the crises of recent years. The energy crisis, the 

inflation shock and the prolonged weakness of the industrial sector have all weighed heavily on confidence. Yet the latest 

data tell a more encouraging story. Germany's economy expanded in the first half of 2026, proving remarkably resilient in 

the face of both the Iran conflict and a sharp rise in energy prices. At the same time, a range of leading indicators points to 

further improvement in economic activity. Business surveys have strengthened, industrial orders are recovering and financial 

markets show little sign of an economy in crisis. 

 

This does not mean that Germany's well-known challenges have been resolved. Nevertheless, much of the recent evidence 

suggests that economic reality is less negative than public debate often implies. Germany is not experiencing a boom, but 

the economy is proving more resilient than its reputation would suggest. Should the federal government's reform agenda, 

published in July, be implemented in full, the current cyclical recovery could be reinforced by an improvement in sentiment 

and, over the longer term, by more favorable supply-side conditions. 

1 / Germany's economy is surprising on the upside  

1.1 A stress test with an unexpected outcome 
 

Anyone following the public debate about Germany's economy could easily conclude that the country remains stuck in a 

period of persistent weakness. Discussions continue to focus on structural disadvantages, deindustrialization, excessive 

bureaucracy and a perceived loss of competitiveness. Many of these challenges are undoubtedly real. At the same time, 

however, they have contributed to a narrative that is no longer fully aligned with the latest economic data. It is also worth 

noting that the federal government unveiled a comprehensive reform package in July aimed precisely at addressing many of 

these concerns. 



CIO Special August 5, 2026 

 
This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as 
a recommendation. Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hy-
pothetical models that may prove to be incorrect. Source: DWS Investment GmbH. 

\ 2 

  

A particularly revealing example came during the Iran conflict earlier this year. As oil prices surged, memories of the energy 

crisis quickly resurfaced across financial markets. Concerns about a combination of weaker growth and higher inflation, a 

classic stagflation scenario, intensified noticeably. Bond markets initially reflected these fears through rising inflation 

expectations and falling real yields. For many investors, it appeared that the European economy, and Germany in particular, 

would struggle to absorb another external shock of this magnitude. 

 

1.2 More resilient than perceived 
 

Yet Germany's economy proved remarkably resilient. There was neither a sharp slowdown nor a lasting deterioration in the 

economic outlook. German gross domestic product expanded by 0.2% quarter-on-quarter in the second quarter of 2026, 

following growth of 0.4% in the first quarter. For the first half of the year as a whole, this amounts to cumulative growth of 

0.6%, equivalent to roughly 1.2% on an annualized basis.1 

 

Germany also compares favorably with its international peers. After adjusting for Ireland's exceptional volatility, the euro 

area expanded at an annualized pace of around 1.2%, broadly in line with Germany. The U.S. economy performed somewhat 

better at 1.5%, but it has recently benefited from a powerful investment cycle linked to artificial intelligence as well as positive 

wealth effects driven by rising equity markets. Against this backdrop, both Germany and the euro area have held up 

remarkably well. 

 

1.3 Positive surprises are becoming more frequent 
 

Economic momentum has also shown increasing signs of improvement in recent months. The euro area's Economic Surprise 

Index has risen from around -80 points in May to +66 recently, placing it above the corresponding U.S. indicator. This sharp 

increase suggests that economic data have repeatedly exceeded analysts' and investors' expectations. Historically, such 

levels have often marked the beginning of periods in which both growth and earnings forecasts are revised upward. 

 

Citigroup’s economic surprise indices: Euro area jumps  

 

Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 8/5/26 

 

 

 
1 All financial and economic data – unless otherwise quoted – from Bloomberg Finance L.P. as of 8/5/26 
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Taken together, the data point less to an economy in crisis than to one that is gradually recovering while demonstrating a 

notable capacity to withstand external shocks. Better economic data do not imply that all of Germany's structural challenges 

have been resolved. They do, however, suggest that current economic reality is considerably less negative than prevailing 

sentiment would imply. This gap between perception and reality may well be one of the defining features of the German 

economy in 2026. 

2 / The signals point to a recovery  

2.1 Order books are filling up again 
 

Much of the current debate about Germany's economy continues to focus on areas that still appear weak. Industrial 

production, in particular, remains well below the peaks reached in previous years despite signs of stabilization. Yet 

concentrating solely on these lagging indicators risks overlooking an important development: many of the traditional leading 

indicators have been moving higher for months. 

 

This is particularly evident in industrial orders. While manufacturing has struggled for years against both cyclical and 

structural headwinds, incoming orders have been recovering since the fourth quarter of 2025. Adjusting for the exceptional 

distortions caused by the pandemic, order growth has now reached its strongest pace since 2016 and 2017. According to the 

latest data, new orders are running roughly 6% above their level of a year ago, and the improvement extends well beyond a 

handful of large-ticket contracts. Industrial production, by contrast, remains broadly unchanged from a year earlier. As a 

result, order backlogs are steadily expanding, creating a pipeline of activity that is likely to translate into higher production 

only with a lag. In other words, the strongest phase of the recovery may still lie ahead. 

 

A gap is emerging between German industrial orders and production 

 

Sources: Haver Analytics Inc., DWS Investment GmbH as of June 2026 

 

2.2 Businesses are becoming more optimistic 
 

The improvement in business surveys tells a similar story. Germany's manufacturing Purchasing Managers' Index has fully 

recovered from the temporary weakness triggered by the Iran conflict and most recently moved back above the 50-point 
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threshold that separates contraction from expansion. Particularly noteworthy is the improvement in the orders component, 

which is often regarded as one of the most reliable leading indicators of industrial activity. The ifo Business Climate Index 

has also stabilized in recent months, with companies' expectations improving in particular. 

 

Yet even this does not capture the full picture. Beyond the current stabilization, the contours of a broader and more durable 

investment cycle are beginning to emerge. In the years ahead, Germany faces substantial spending needs in infrastructure, 

defense, energy systems and the modernization of its capital stock. The Bundesbank expects the public-sector deficit to 

increase significantly in 2026 compared with the previous year, potentially providing a fiscal impulse equivalent to around 

1.5% of gross domestic product. By German standards, that would be exceptional. As a result, economic activity is no longer 

being driven primarily by consumption but increasingly by investment. Such investment impulses typically unfold with a 

longer lag, but they also tend to be more persistent. 

 

Importantly, this support is not coming from Germany alone. Investment spending is also rising across Europe in areas such 

as infrastructure, energy security, digitalization and defense. This matters for Germany because its industrial sector has 

traditionally been closely linked to European investment cycles. Unlike in recent years, support is therefore increasingly 

coming not only from external demand or individual export markets but also from the European single market itself. 

 

None of this suggests that Germany is on the verge of a new economic boom. Not every investment project will automatically 

translate into stronger growth, and many structural reform challenges remain unresolved. Nevertheless, current 

developments imply that the economy is more likely to be underestimated than overestimated. The combination of rising 

orders, improving business indicators and a strengthening investment cycle suggests that the current stabilization has further 

room to run. For that reason, the widespread skepticism surrounding Germany's economy is becoming increasingly difficult 

to reconcile with the data. 

3 / Between perception and reality  

3.1 The long shadow of the crisis years 
 

The weakness in sentiment did not emerge without reason. The energy crisis, the inflation shock, geopolitical tensions and 

the prolonged downturn in manufacturing have all left a lasting mark on the confidence of businesses and consumers alike. 

Unlike previous cyclical slowdowns, this was not a brief period of weakness but a multi-year adjustment process. Against 

that backdrop, it is hardly surprising that sentiment has been slow to recover. 

 

Perhaps the real puzzle surrounding Germany's economy today lies not in the data but in how those data are perceived. While 

new economic indicators have repeatedly pointed to stabilization, public opinion continues to be shaped by the experiences 

of recent years. This appears to be particularly true in Germany. Public debate remains heavily focused on the challenges 

that emerged during the crisis years, even as many current indicators suggest improving conditions. At the same time, 

cyclical weakness is often interpreted as evidence of deeper structural decline. The distinction between an economy's long-

term growth path and the cyclical fluctuations around that trend is frequently blurred. 

 

3.2 Financial markets see no crisis 
 

Interestingly, this gap between perception and reality is especially visible in financial markets. Every day, investors reassess 

the economic outlook of countries through asset prices. If Germany were genuinely heading toward a severe economic crisis, 

this would eventually be reflected in higher financing costs or a deterioration in perceived credit quality. So far, neither 

development has materialized. 
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The cost of insuring German government debt against default, as measured by credit default swaps (CDS), remains among 

the lowest in the world. At around nine basis points, German CDS spreads are well below those of many other major 

advanced economies. Financial markets therefore continue to view Germany's creditworthiness as exceptionally strong. 

 

Bond markets tell a similar story. Following the temporary stagflation fears triggered by the Iran conflict, investor 

expectations have improved markedly. Since early July, both inflation expectations and real yields on German government 

bonds have moved higher. The latter recently reached their highest level since 2011. Such a pattern is typically associated 

not with a shrinking economy but with expectations of more stable growth prospects. 

 

Real yield on 10-year German government bonds at its highest level since 2011 

 

Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 8/5/26 

 

3.3 More than just a sentiment issue 
 

There is also another factor that remains underappreciated in the public debate. Germany appears to be entering an unusually 

long investment cycle. Large-scale spending on infrastructure, defense, energy networks, digitalization and industrial 

modernization will require substantial resources over the coming years. Many of these investments are still in their early 

stages and are therefore only partially reflected in current growth figures. At the same time, they are contributing to a gradual 

improvement in corporate investment and hiring expectations. 

 

None of this suggests that Germany's fundamental challenges have disappeared. The country still faces important tasks, 

from addressing demographic pressures and strengthening competitiveness to modernizing its infrastructure. Yet there is a 

crucial difference between acknowledging these challenges and concluding that the economy is in crisis. Increasingly, the 

data support the former interpretation rather than the latter. 

 

Germany is not experiencing an economic boom. Growth remains moderate, structural challenges persist and some 

weaknesses are likely to remain for years to come. Yet the evidence is also mounting that economic reality looks considerably 

better than public sentiment suggests. Recent growth figures, improving leading indicators, the economy's resilience during 

the Iran conflict and the signals coming from financial markets all point to an economy that is more adaptable and resilient 

than its reputation would imply. The federal government's reform agenda, although not yet adopted, provides further 

evidence that Germany may be more capable of change than many observers, both abroad and at home, often assume. 
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Perhaps that is the most surprising conclusion of 2026: it is not the economy that has proven overly optimistic, but sentiment 

that has been excessively pessimistic. 
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Glossary 
 

Artificial intelligence is the theory and development of computer systems able to perform tasks normally requiring human intelligence. 

The Bundesbank is the central bank of Germany. 

The Citi Economic Surprise Index (CESI) tracks for various locales how actual economic data compares to consensus forecasts. 

Credit default swaps (CDS) is a financial derivative that allows an investor to swap or offset their credit risk with that of another investor. 

Cyclical describes an economic variable, sector, or asset whose performance rises and falls in line with the business cycle. 

The gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's borders in a 

specific time period. 

The ifo Business Climate Index is a highly regarded indicator of economic sentiment in Germany. 

Inflation is the rate at which the general level of prices for goods and services is rising and, subsequently, purchasing power is falling. 

Purchasing Managers’ Index (PMI)  is a survey-based indicator of business activity in manufacturing, services, or the broader economy. 

In economics, a real value is adjusted for inflation. 

Real yield is the inflation-adjusted return on a bond, showing how much an investor earns in real purchasing power terms. 

Stagflation is the combination of the words "stagnation" and "inflation," referring to a period where inflation is high while the economy is 

stagnating. 
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Important information –  EMEA, APAC, LATAM & MENA 
 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering 
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and 
its officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis.  
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a 
transaction and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness or completeness of such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-
pleteness or fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, 
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. 
DWS does not give taxation or legal advice.  
 
This document may not be reproduced or circulated without DWS’s written authority.  
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would 
be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not cur-
rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 
observe, such restrictions. 
 
© 2026 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 
© 2026 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by 
the Securities and Futures Commission. 
© 2026 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the 
Monetary Authority of Singapore. 
© 2026 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this 
document has not been reviewed by the Australian Securities and Investments Commission. 
© 2026 DWS Investments Australia Limited 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income 
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is 
a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommenda-
tion to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and 
opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of 
publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not 
guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction 
or transmission of the contents, irrespective of the form, is not permitted. 
 

as of 8/5/26; 103315_24 (08/2026) 
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Important information –  North America 
 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 
 
Companies involved in artificial intelligence and big data face intense competition, may have limited product lines, markets, financial re-
sources and personnel. Artificial intelligence and big data companies are also subject to risks of new technologies and are heavily dependent 
on patents and intellectual property rights and the products of these companies may face obsolescence due to rapid technological develop-
ments. Any mentions of specific properties or securities are for illustrative purposes only and should not be considered a recommendation. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and 
financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to con-
stitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or 
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and 
should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting 
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, 
of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for 
the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax 
advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless 
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our 
judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally 
invested at any point in time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of 
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic 
relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. 
Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have 
an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to 
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should 
rely on the final documentation relating to the investment and not the summary contained in this document. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s 
judgment as of the date of this mate-rial. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 
reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no 
responsibility to advise the recipients of this document with regard to changes in our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives 
will be achieved. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. 
This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use by, 
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration 
or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document 
may come are required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 
performance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloom berg) are copyrighted 
by and proprietary to the provider. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or 
the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion 
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not 
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you 
should rely solely on the final documentation relating to the transaction you are considering, and not the information contained herein. DWS 
Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the 
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction 
with DWS Group you do so in reliance on your own judgment. The information contained in this document is based on material we believe 
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions con-
tained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections 
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. 
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion. 
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For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. 
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such 
persons are permitted to do so under applicable Bermuda legislation.    
 
© 2026 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
All rights reserved. 
 

as of 8/5/26; 111210_1 (08/2026) 


