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German Ifo index is more evidence of
the economy’s resilience
Despite the obvious headwinds from low water levels, the never-ending
war in the Middle East and the struggle to implement the announced
reforms, the German economy has developed an unexpected resilience.
In fact, it seems on track to achieve the best growth performance since
2022

Low water in Germany's main transportation waterways is another threat to industrial supply chains and
production

Germany’s most prominent leading indicator, the Ifo index, increased to 88.8 in August, from
86.6 in July. This is the fourth consecutive monthly increase, bringing the Ifo index to a one-
year-high.

Both the current assessment and the expectations component improved significantly. While
it’s still too early to call this a self-sustained economic recovery, growth above potential in the
first and second quarters of the year, together with four consecutive months of increasing
sentiment, are promising. We have clearly seen worse.

It seems as if German sentiment has become immune or numb to the long list of potential
downside risks.
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On track for the best growth performance since 2022
The German economy may have weathered the first half of the year better than expected, but
past performance is no guarantee of future success. To some extent, the resilience in the
second quarter was also driven by the fact that other regions were hit harder by the closure of
the Strait of Hormuz, making some German companies a kind of crisis beneficiary.

Looking ahead, the war in the Middle East, which is slowly turning into a forever war,
keeping oil prices at elevated levels, as well as the likely upcoming shock of higher gas prices in
the next heating season and renewed trade tensions, pose risks to the German outlook.

And there's more. Even if some rain over the last few days in Germany has brought limited
relief, the low water in the main transportation waterways is another threat to industrial
supply chains and production. At the same time, though, order books have started to recover
in recent months, pointing to some positive momentum in industry.

At the end of the summer, the German economy remains in a difficult limbo. As concerning as
the short-term outlook might be, the longer-term outlook for the German economy will still be
driven by fiscal stimulus and the investments in defence and infrastructure, as well as the
ability to translate recent reform plans into real and tangible action.

This morning’s GDP details actually showed that the infrastructure investments have finally
started to reach the real economy. Still, in this delicate mix of short-term downside risks and
longer-term optimism, let’s not forget that to fundamentally bring the German economy back
on a sustainable growth path, the economy still needs more reforms that improve
international competitiveness, a clear plan for affordable energy and more direct incentives,
e.g. tax cuts, to boost domestic demand, i.e. both corporate investments and private
consumption. Elements that are currently still missing in the government’s reform package.

All in all, the track record of the last few years of disappointed hopes forbids me from
becoming overly cheerful today. Nevertheless, the latest German macro data is a welcome
change, stressing the economy's resilience. Despite the obvious headwinds, the German
economy is on track for its best growth performance since 2022. 
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