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Germany: The corn’s about to pop

After years of stagnation, the German economy looks set for a cyclical
rebound. Whether that morphs into a substantial recovery highly
depends on politics

The German
Chancellor, Friedrich
Merz, in India this week

Hopes of an early German recovery were quickly shelved

Hopes for an end to German stagnation in 2025 had to be quickly shelved. After the U-turn on
fiscal stimulus and the new government coalition agreement, optimism returned to the country,
only for it to enter a new phase of national depression in the second half of the year, driven by
doubts about creative budget accounting and a clear lack of structural reforms. Since the end of
2022, there have been only two quarters in which the economy actually grew.

Still, this dreadful economic performance had at least one upside: at the end of the year, everyone
seems to have finally understood that Germany's economic problems are not just a fatal
concatenation of unfortunate circumstances but rather the result of years of underinvestment, a
lack of structural reforms and the rise of China from export destination to system rival. US tariffs
and the stronger euro only aggravated the problems, but they are not the root cause.

Time to get more positive about Germany

At first glance, the past year gave little reason for optimism, but rather sent the entire country into
national depression. There are good reasons to finally be more positive about the German
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economy. The latest macro data indicates a clear turning point in industry. Industrial orders have
now increased for three consecutive months, and even the argument that the November surge
was driven by bulk orders does not really concern us; with the fiscal spending programme, more of
these bulk orders will come this year.

By 2026, bulk orders could be the new normal, not the exception. Which brings us to the main
reason for optimism: fiscal stimulus. The announced infrastructure and defence investment plans
will finally begin to reach the economy this year. Critics often overlook the sluggishness of
Germany’s federal decision-making process. It took until late last year for parliament to approve
the 2026 budget and almost 30 military procurement contracts. With the rapid expansion of
defence production capacity, there is a good chance that a large part of the defence spending will
remain within the domestic economy and not leak to other countries.

In fact, we see the defence sector as a potential positive surprise in 2026. Last but not least, even
though corporates don't get tired of complaining about elevated energy costs, the government's
decision to bring those costs down to one-third of their current levels should bring further relief, if
it's implemented.

Private consumption will lag behind

While industry should stage a decent rebound, private consumption will remain muted in 2026.
Over the last four years, German unemployment has increased by some 500,000 people. This
gradual worsening reflects textbook economics: with the economy effectively stagnating for more
than five years and industry facing severe structural challenges, a deterioration in the labour
market was inevitable. This deterioration appears set to continue, as the number of corporate
insolvencies has not yet declined. With ongoing uncertainty about the future of Germany’s
pension system and anticipated higher costs associated with demographic change, it remains
difficult to foresee a significant pickup in private consumption in the near term.

The three Rs: from rebound to recovery... only with reforms

An economic liftoff is clearly in the making, and we expect some 1% GDP growth for this year.
However, the economy’s problems are deeply rooted, often structural and largely self-made,
except for the China problem. Solving these issues quickly is impossible. This is a completely
different challenge from some twenty years ago, when Germany had also been the ‘sick man of
Europe'.

This time around, the economy almost needs a complete makeover, ranging from well-known
measures such as reducing red tape and introducing e-government to mastering and lowering the
financial burden of demographics or through tax cuts. It is up to German Chancellor Friedrich Merz
and his government to implement these reforms this year and turn a long-awaited rebound into a
sustainable recovery.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 13 January 2026 3


https://www.ing.com

