THINK economic and financial analysis

Article | 24 April 2026 GERMANY

German economy back in crisis mode as
Ifo index drops to pandemic levels

A plunging Ifo index underlines the growing concerns among German
companies about the adverse economic impact of the war in the Middle
East

This GDP reading illustrates that the German economy is doing better than its reputation suggests

To quote Andreas Brehme, the all-too-early-departed scorer of Germany's winning goal in the
1990 World Cup final: “if you've got s*** on your boot, you've got s*** on your boot.” A quote
that applies to many situations in life, and certainly to the German economy right now.

At the end of 2025, the economy finally seemed to be escaping its endless stagnation, with
growth returning in the fourth quarter, rising industrial orders, and the expectation of billions in
defence and infrastructure investment. An upturn was within sight until, that is, the war in the
Middle East started. The just-released Ifo index, Germany’s most prominent leading indicator,
took another plunge in April, to 84.4, from 86.3 in March, the lowest level since the pandemic.

War in the Middle East, the energy price shock and possible
supply chain frictions weigh on German economy

The war in the Middle East and soaring energy prices have again exposed the fact that
Germany is one of Europe’s largest net importers of energy. Some 6% of its oil imports stem
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from countries in the Middle East. The so-called energy-intensive industries in Germany
account for some 17% of industrial gross value added and employ just under one million
people. With the war in the Middle East now gradually shifting from a pure energy price shock
towards an energy supply and broader supply chain shock, the German economy is once
again at the centre of an exogenous, global, disruption.

Admittedly, large corporates are likely still hedged against soaring oil prices, but SMEs are not,
nor is there a hedge against deficits of physical oil. There is already anecdotal evidence of
surging tarmac prices and coming supply frictions. As in 2022, this first inflation wave -

from higher energy prices to knock-on effects on transportation and food, as well as products
that need oil - is already in full swing. It is not only hitting consumers but also companies that,
due to contractual obligations, are unable to immediately pass on higher costs. Also,
remember that in 2022, several energy-intensive companies reduced or halted production as
high energy prices made production uneconomical. Meanwhile, gas reserves are currently at
their lowest level at this time of the year in five years, which could bring a cost-push for
corporates and households next winter.

All of this said, even if sentiment is suffering enormous setbacks right now and fears of another
year of stagnation have returned, it should be clear that the planned investments in defence
and infrastructure are still on track and should support the economy this year and beyond.
The fiscal impulse is real, it just needs time to reach the real economuy.

German government has to master two challenges at the same
time

Talking about fiscal policy, the new energy price crisis has again laid bare cracks in the German
government coalition and the difficulty in mastering two challenges at the same time:
providing short-term relief from high energy prices and pressing ahead with longer-term
structural reforms. Over the last few weeks, the policy debate in Berlin has heated up again.
This has centred not only on the government'’s decision to temporarily cut fuel taxes and

introduce a controversial €1,000 tax®free bonus that employers may - but are not required to
- pay their employees, but also on the broader question of structural reform.

With the government entering its second year in office, there have been a wide range of
reform proposals but still very few actual decisions. The current focus is on healthcare and
pension reform to bring public finances onto a more sustainable footing in light of Germany’s
demographic change. It seems that not a day goes by without some sort of proposal or idea.
Which of these proposals, if any, will eventually be implemented is a completely different
story. Some call this diversity of ideas and proposals part of a constructive debate in a healthy
democracy, others simply call it chaos.

In any event, the war in the Middle East is a serious obstacle. Yet, it is no reason to bury the
structural optimism that marked the start of the year. If the fiscal stimulus on infrastructure
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and defence is now finally combined with long-overdue reforms to open up fiscal space for
further investment, along with targeted corporate tax relief and a clear strategy for affordable
and more autonomic energy - in short, a real plan - then the economic upswing will only be
delayed, not derailed. The federal government, however, should not take its inspiration from
the philosopher Andreas Brehme. One of his other famous lines was that “making the
impossible possible will be a thing of impossibility.”

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

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 BRO00341) 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.


mailto:carsten.brzeski@ing.de
https://www.ing.com

