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Editorial

Germany at a Strategic Turning Point

ugust 2026 has offered a revealing snapshot of a Germany increasingly

forced to reconsider the assumptions that shaped its post-Cold War model.

The country's economic challenges remain unresolved, but the defining
developments of the month have been increasingly concentrated around security,
resilience and strategic capacity.

The most consequential signal came on 12 August, when the federal cabinet approved
legislation designed to substantially expand the powers of Germany's intelligence
services. The proposed reforms would give the Federal Intelligence Service (BND) and
the domestic intelligence agency (BfV) broader access to data, greater use of artificial
intelligence and new capabilities to counter hostile cyber activity. The government
argues that Germany's security environment has fundamentally changed; critics warn
that the proposed powers could weaken long-standing protections for privacy and civil
liberties.

The debate has been intensified by a series of August security incidents. A suspected
explosive-carrying drone near Leipzig/Halle Airport and additional drone sightings
around military infrastructure prompted Interior Minister Alexander Dobrindt to
describe Germany as facing daily threats of hybrid warfare, including espionage,
sabotage and cyberattacks. These incidents have made an issue that once appeared
largely strategic and abstract increasingly tangible for German policymakers.

Editorial Board
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0. Germany at a Strategic Turning Point

At the same time, economic and energy pressures continue to constrain Berlin's
choices. Germany is seeking stronger growth and investment while facing high
energy costs and intensifying international competition. The government's
decision this week to postpone an assessment of the
lignite phase-out has also reopened questions about
whether electricity security could require some coal
capacity to remain available beyond the existing
timetable.

The picture is therefore not simply one of Germany
becoming more powerful. It is a country confronting
difficult trade-offs: security versus civil liberties,
decarbonisation versus energy reliability, defence
spending versus social expenditure, and openness
to global markets versus economic resilience.

August's significance lies precisely in these tensions.
Germany is not abandoning its traditional economic
and political model overnight. Rather, it is adapting that model to a Europe
in which geopolitical competition, hybrid threats and strategic dependencies

have become central considerations.

For Germany-and for its European and Arab partners—the question is no longer
whether this transformation is taking place, but how far it will go and what kind

of Germany will emerge from it.

Editorial Board
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©- German Expert Opinion

The TRENDS Germany Virtual Office conducted a survey of the views of a
number of German experts, alongside monitoring professional and media
reactions to the developments approved by the Federal Government on
August 12, 2026, concerning the reform and expansion of the powers of
Germany's intelligence services. This section highlights the key perspectives
on the implications of this step for national security, the effectiveness of
intelligence operations, oversight, and civil liberties. ‘
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German Intelligence Services —

Expanded Powers and Proactive Measures

Jassim Mohammed

Researcher in international security and terrorism, Head of
the European Center for Counter-Terrorism and Intelligence
Studies ECCI - Germany

On August 12, Germany entered a new phase in the
debate over the future of its intelligence services after
the Federal Government approved a comprehensive
reform package governing the intelligence agencies.
The reforms aim to strengthen the operational
capabilities of both the Federal Intelligence Service
(BND) and the Federal Office for the Protection of the
Constitution (BfV) in confronting hybrid threats, cyber
threats, espionage, sabotage,andforeigninterference.
The move follows monthsof governmental preparation
and coordination, as well as a political and legislative
process that had begun earlier. On March 3, 2026, the
government had confirmed that the Chancellery had
prepared an initial draft to reform the BND Act, with
the stated objective of carrying out a systematic and
constitutionally compliant reform, strengthening
operational capabilities, and enhancing information-
sharing between intelligence services and other
authorities.

These developments mark the beginning of a new
phase in Germany's reassessment of the role of
its intelligence services amid a European security
environment that has changed fundamentally
compared with previous decades. Espionage,
sabotage, cyberattacks, foreign interference,
influence operations, attacks targeting critical
infrastructure, and the recruitment of individuals to
carry out missions on German territory are no longer
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separate threats. Rather, they have become
interconnected components of a broader
concept of hybrid warfare.

The German government's plan to expand
the powers of the federal intelligence
services, particularly the BND and the BfV,
therefore opens a debate that goes beyond
legal detailsto address a more fundamental
question: What limits should intelligence
services observe when they move from
detecting athreat to attempting to prevent,
disrupt, or neutralize it?

From a professional perspective, intelligence
work cannot be reduced to information
gathering alone. Intelligence operations
involve obtaining, processing, analyzing,
assessing, and producing intelligence
estimates. However, within the legal

Issue @ e August 2026

authorities granted to each agency, they
may also include preventive, proactive, and
intervention-oriented measures aimed at
preventing athreatorlimitinganadversary's
ability to carry it out.

Accordingly, the essence of the German
reform does not lie simply in moving from
“information gathering” to “intervention-
oriented measures.” Rather, it lies in expanding
the legal scope available to intelligence
agencies to undertake such measures when
surveillance and information collection alone

are insufficient to prevent or disrupt a threat.

7 |
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A Historic Turning Point:
Germany’s Zeitenwende Reaches the
Intelligence Services

Mustafa Al-Ammar

A member of the Christian Democratic Union (CDU) and of
the party’s National Security Network

Germany's intelligence reform represents far more than
an expansion of legal powers. It marks a strategic turning
point in Germany's understanding of national security
in an era defined by espionage, sabotage, cyberattacks
and hybrid warfare.
As a politician and security policy expert within
Germany's governing Christian Democratic Union
(CDU), and a member of its National Security board, |
have been part of this strategic debate since 2022, when
we began advocating a more comprehensive approach
to rebuilding and strengthening Germany’'s security
architecture. Russia’s full-scale invasion of Ukraine
decisively demonstrated the urgency of this approach:
Germany must not only be capable of responding to
threats; it must be able to detect, analyse and disrupt
them before they materialise.
The Zeitenwende cannot end with the Bundeswehr.
Investing billions in defence without a corresponding
investment in intelligence capabilities creates the
capacity to respond, but not necessarily the ability to see
the threat before it arrives.

For decades, Germany has benefited from close
intelligence cooperation with the United States, Israel
and its European partners. This cooperation will remain
a cornerstone of our security.

But alliances are not a one-way street. A country of
Germany’'s economic, political and strategic weight

GERMAN INSIGHTS | ISSUE | 5 | August 2026
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should not merely receive intelligence
and consume security. It must generate
intelligence, develop sovereign capabilities
and provide its allies with security and
intelligence value comparable to what it
expects from them.

Past security incidents have demonstrated
that the challenge is not always the absence
of information. It is often the ability to connect
warning signals, analyse them correctly, share
intelligence rapidly across institutions and
translate intelligence into timely decisions.
The current reform should therefore be
understood as the intelligence dimension of
Germany's Zeitenwende and a strategic step
towards greater security sovereignty.

A sovereign Germany needs strong armed
forces, strong intelligence services and
strong alliances. Our objective must be clear:
see the threat before it reaches us, protect
Germany before damage occurs, and become
a producer of security within our alliances not
merely a consumer of it.

| ISSUE | 5 FAugust2026|
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Trends in Numbers
Germany in Figures: August 2026

ugust's economic and political data present a mixed
picture: Germany is showing signs of renewed
industrial activity and stronger exports, but inflationary
pressure has increased and political fragmentation remains
pronounced. At the same time, security and energy figures
underline the scale of the country's strategic challenges.
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2.8%

Inflation
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Trends in Numbers
Germany in Figures: August 2026

Germany's consumer-price inflation rose to %2.8 year-on-year
in July, according to data released by Destatis on 12 August, up
from %2.3 in June. The acceleration confirms that the disinflation
process has become less straightforward, particularly as energy
costs have again become an important source of pressure.

5.3%

Wholesale-price
increase

Wholesale selling prices were %5.3 higher in July 2026 than
a year earlier, according to figures released on 14 August.
The increase was faster than the %4.9 recorded in June,
pointing to renewed cost pressures further up the supply
chain.
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0.9%

Exports

0.2%

Industrial
production

+3.1%

Manufacturing
orders
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Federal Office for the
Protection of the
Constitution

German exports increased %0.9 in June compared with May,
according to figures released on 7 August. On an annual basis,
exports were %6.6 higher. Imports, however, rose considerably
faster month-on-month, increasing %4.4. The figures suggest
that external trade is providing some support to the economy,
although the stronger rise in imports also reflects continuing
domestic demand and input requirements.

Industrial production increased %0.2 month-on-month
in June, according to data published on 7 August. The
improvement was modest, but it followed a difficult period
for German manufacturing and coincided with a stronger
increase in new manufacturing orders.

New orders in manufacturing rose %3.1 in June, according
to figures released on 6 August. This is one of the more
encouraging indicators in the August data, suggesting
that demand for German manufactured goods may be
stabilising.
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4.3%

AfD support in
Saxony-Anhalt
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An August poll put the AfD at %43 ahead of the 6 September
Saxony-Anhalt state election, compared with %23 for the CDU.
The result illustrates the extraordinary political strength of the
AfD in parts of eastern Germany and makes the September
election an important national political test.

The government is reconsidering the timing of an assessment of
the lignite phase-out in North Rhine-Westphalia. Around 3.6 GW
of lignite capacity could potentially remain available beyond
the planned timetable if electricity-security concerns justify it.
No extension has yet been ordered, but the debate illustrates

the tension between Germany's climate objectives and energy-
security requirements.
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Construction began in August on the 400 MWh
MWh Heinersbriick GridBattery in Brandenburg. The project
illustrates the growing importance of large-scale storage

New batter\[ as Germany attempts to integrate increasing volumes of
storage variable renewable electricity.

~~
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The Augustnumberstell aclearstory: Germanyis seeingtentative signs
of industrial and exportrecovery, butinflation and energy costs remain
problematic. At the same time, the political numbers—particularly the
AfD's strength in eastern Germany—show that economic pressures
are unfolding alongside a significant political realignment.
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Geopolitical Trends Radar

Germany's External Environment in August 2026

ugust 2026 has reinforced Germany's position at the intersection

of three increasingly connected geopolitical pressures: Russia's

confrontation with Europe, uncertainty over the future of the
transatlantic relationship, and the growing strategic weight of China and
the Middle East. For Berlin, foreign policy is becoming inseparable from
domestic security and economic resilience.
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Russia & Ukraine — High Impact / Escalating

The most immediate security concern remains Russia. In early August, the discovery of an
explosive-laden drone near a Ukrainian cargo aircraft at Leipzig/Halle Airport, followed by
further drone sightings over German military infrastructure, prompted Berlin to describe
the incidents as part of a broader hybrid-war threat. Interior Minister Alexander Dobrindt
warned on 8 August that Germany faces daily espionage, sabotage and cyber threats
from foreign powers. Germany subsequently moved to strengthen its counter-drone

capabilities.
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The geopolitical significance
is larger than the individual
incidents. Germany is one of
Ukraine's principal European
supporters, and security experts
argue that German infrastructure
and defence-related facilities are
increasingly attractive targets
because of Berlin's role in
sustaining Ukraine.
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NATO & United States — Strategic Uncertainty

Germany is simultaneously strengthening
its own military capabilities while
confronting uncertainty over the long-
term American role in European security.
General Carsten Breuer warned in August
that Russia is continuously probing NATO
through hybrid tactics, including drone
incursions. His assessment reinforces
Berlin's argument that Europe needs
stronger autonomous capabilities while
remaining inside NATO.

For Germany, the issue is no longer
simply increasing defence spending. It
is whether Europe can develop sufficient
intelligence, air defence, ammunition,

17 | GERMAN INSIGHTS | ISSUE | 5 | August 2026

cyber and industrial capacity to withstand
a prolonged confrontation with Russia if
American strategic attention becomes
less predictable.
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China — Economic Exposure / Strategic Competition

August data have highlighted a significant
deterioration in Germany's trade balance
with China. Germany's trade deficit with
China reached approximately 55€ billion in
the first half of 2026, while German exports
to China fell by more than %12 year-on-
year and Chinese imports into Germany
increased by %8.9.

The implication is profound: China remains
indispensable to German companies, but
Beijing is becoming less dependent on
German industrial products while Chinese
companies increasingly compete directly
with German manufacturers.

Germany's  geopolitical challenge s
therefore moving from simple "China
dependence" to asymmetric economic
competition.
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The continuing crisis surrounding the
Strait of Hormuz has direct consequences
for Germany because energy security is
now closely linked to geopolitics. On 12 F"GL0BAL 0L SPOT PRICE - CRIS!
August, efforts to revive an interim US- FE"”E“WREHT

Iran agreement remained stalled, while
Iran continued to condition reopening
the strategic waterway on sanctions relief
and other concessions.

5 INDEX
$147. bUT

For Berlin, the consequences extend
beyond oil prices. Disruption around
Hormuz affects LNG, shipping, industrial
costs, inflation and supply-chain security.
Germany's Economics Ministry has
explicitly identified the closure of Hormuz
as an example of geopolitical pressure
becoming an economic-security problem.
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Europe — Germany as a Strategic Anchor

The combined pressures from Russia, China and the Middle East are pushing Germany
toward a broader concept of strategic resilience. Berlin is increasingly linking foreign policy,
defence, trade, technology and energy policy rather than treating them as separate areas.

The August geopolitical radar therefore points to a fundamental shift: Germany is no
longer merely reacting to geopolitical instability abroad. It is beginning to reorganise its
economic and security institutions around the assumption that geopolitical competition
will be a permanent feature of the European environment.
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Special Analysis i
Germany's Security Revolution: From Restraint to
Strategic Resilience

ugust 2026 marks an important step in Germany's transformation

from a country that traditionally viewed intelligence and military

power with considerable restraint into one increasingly prepared
to use state power more actively to defend itself. The change is not
occurring because Berlin has abandoned its post-war political culture.
Rather, Germany's leaders increasingly argue that the security environment
surrounding Europe has changed faster than the country's institutions :
have adapted.
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The clearest expression of this shift
came on 12 August, when the federal
cabinet approved legislation giving

Germany's intelligence services
significantly broader powers. The
Federal Intelligence Service (BND) and
Federal Office for the Protection of the
Constitution (BfV) would gain expanded
abilities to collect and analyse digital
information, use artificial intelligence
conduct active cyber operations against
hostile infrastructure. The proposals still
require parliamentary approval, but the
direction is unmistakable: Germany
wants intelligence agencies capable
not only of observing threats but also of
disrupting them.
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The immediate catalyst has been the
growing perception of hybrid warfare.
On 5 August, an explosive-laden drone
was discovered near a Ukrainian cargo
aircraft at Leipzig/Halle Airport. Further
drone incidents around German military
infrastructure followed. Interior Minister
Alexander Dobrindt subsequently
described espionage,  sabotage,
cyberattacks and covert operations as a
daily reality for Germany.

The significance of these incidents lies
in their ambiguity. Germany does not
necessarily face conventional military
attacks on its territory; instead, hostile
actors can exploit the space below
the threshold of open war. Drones,
cyberattacks, sabotage, disinformation
and intelligence operations can
impose costs while making attribution—
and  therefore retaliation—difficult.
Germany's military leadership has
warned that Russia is using such
operations to probe NATO's responses
and identify weaknesses.

This creates a profound dilemma for
Berlin. The stronger Germany makes
its security institutions, the greater
the risk that extraordinary powers
become normalised. Germany's
historical experience with the Gestapo
and East German state surveillance
explains why intelligence powers have
traditionally been constrained. The new
legislation therefore has implications
beyond operational effectiveness: it
tests the country's ability to strengthen
national security without weakening
constitutional safeguards. Civil-liberties
groups and opposition politicians
have already raised concerns about



and data

surveillance

expanded
collection.

The transformation also extends beyond
intelligence. Germany is simultaneously
rebuilding its armed forces,
strengthening its defence industry and
reconsidering its energy policy through
the lens of resilience. The debate
over whether some lignite plants may
need to remain available beyond their
planned phase-out illustrates the same
logic: security of supply is increasingly
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being treated as a strategic asset rather
than merely an economic question.
The government has postponed an
interim assessment of the lignite exit
while awaiting decisions on new gas-
fired capacity, raising speculation about
continued availability of around 3.6 GW
of lignite capacity.

The broader change can therefore be
described as a move from economic
interdependence toward strategic
resilience. Germany is reassessing its
vulnerabilities in intelligence, defence,
energy, technology and critical
infrastructure  simultaneously.  This
does not mean abandoning openness
or global trade. It means accepting
that economic efficiency alone can no
longer determine national policy.

For Europe, the implications are
substantial.  Germany is Europe's
largest economy and is increasingly
seeking to become one of its principal
security providers. A stronger German
intelligence apparatus, larger defence-
industrial  capacity and  greater
readiness to absorb economic shocks
could strengthen European strategic
autonomy. But it also raises difficult
questions about democratic oversight,
the limits of state power and the balance
between national action and European
coordination.

The central question for Germany is
therefore no longer whether it should
become more resilient. It is how to
build the capabilities of a strategic
power without losing the constitutional
restraint that has been one of the
defining characteristics of the German
political order.



Issue @ e August 2026

Germany Lens i
A Country Under Pressure: Politics, Economy,
Energy and Security

ugust 2026 has exposed several pressures developing
simultaneously inside Germany. What distinguishes this
month is the way economic, political, energy and security
concerns are increasingly converging rather than remaining
separate policy challenges.
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Politics: pressure on the government

The domestic political environment has become more difficult for Chancellor Friedrich
Merz's coalition. The strength of the AfD in eastern Germany is becoming an increasingly
important national issue ahead of September's state elections. Economy Minister Katherina
Reiche has also warned that the party's growing influence could discourage international
investorsatatime when Berlinistryingto attract massive private investmentinto infrastructure
and industry.

(R oA 3 baisa sy -

Economy: recovery remains fragile

Germany's economic recovery remains vulnerable. The country continues to confront
high energy costs, weak industrial competitiveness, demographic pressures and stronger
Chinese competition. August reporting has nevertheless highlighted some positive
indicators, particularly in exports and industrial activity. The central problem is that modest
improvements have not yet produced a convincing return to sustained, broad-based growth.

The economic debate is consequently shifting from simply achieving higher GDP to
rebuilding Germany's long-term competitiveness. Investment, infrastructure, energy prices
and productivity are increasingly being treated as strategic issues rather than conventional
economic-policy questions.
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Energy: security is reshaping the transition

The government's decision to postpone its interim assessment of the lignite phase-out in
North Rhine-Westphalia has reopened the possibility that some coal-fired capacity could
remain available beyond the existing timetable if electricity security requires it. Around

3.6 GW of lignite capacity could potentially be affected, although no extension has been
ordered and the 2030 target formally remains in place.

Thedebateillustratesa central German dilemma: Berlinwantsto accelerate decarbonisation
while simultaneously ensuring reliable and affordable electricity for households and
energy-intensive industry.

SICHERHEIT:

HYBRID- = CYBERANGRIFF
BEDROHUNGEN m i
RUCKEN IN DEN
MITTELPUNKT

Security: hybrid threats move to the centre

Security has been the most dramatic domestic development of August. Drone incidents
around sensitive infrastructure, including the serious incident involving a Ukrainian aircraft
at Leipzig/Halle Airport, have intensified concerns about sabotage and hybrid warfare.
Security expert Carlo Masala argued that Germany is particularly exposed because of its
central role in European support for Ukraine.

The cabinet's 12 August approval of expanded intelligence powers represents the political
response. The proposed reforms would give Germany's intelligence agencies broader digital, Al
and cyber capabilities, while also provoking debate over privacy and constitutional safeguards.
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RESILIENZ;
KLIMASTRESS
FUGT EINE WEITERE
EBENE HINZU

Resilience: climate stress adds another layer

Germany is also facing immediate infrastructure pressures from exceptionally low river
levels. The Rhine, Danube and Elbe have been affected by persistent drought, reducing
shipping capacity and putting additional pressure on industrial supply chains and transport
costs.

Taken together, August reveals a Germany increasingly focused on resilience: resilient
energy supplies, resilient infrastructure, resilient supply chains and resilient national
security institutions. The challenge for Berlinis to strengthen that resilience without allowing
emergency thinking to overwhelm Germany's economic, environmental and constitutional
priorities.
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- Impact on Europe and e
‘theArabWorld

Germany's Strategic Shift and Its Wider
Regional Consequences

ermany's August developments matter well beyond its borders because

Berlin remains central to Europe's economy, defence architecture and

energy transition. The country's growing emphasis on security, resilience
and strategic autonomy is therefore likely to influence both the European Union
and Germany's relationships with the Arab world.
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Europe: Germany's security transformation has

continental implications

The expansion of German intelligence
capabilities and the growing focus on
hybrid threats strengthen the argument
for a more capable European security
architecture. Germany's experience with
droneincidentsand otherformsof hybrid
activity highlights vulnerabilities shared
by other European states, particularly
around airports, military facilities, energy
infrastructure and critical supply chains.
German security expert Carlo Masala
has argued that Germany's central
role in supporting Ukraine makes it an
especially important target for Russian
hybrid operations.

For Europe, the implication is a growing
need for shared intelligence, counter-
dronesystems,cyberdefenceandcritical-
infrastructure  protection. Germany's
choices could therefore accelerate

29 | GERMAN INSIGHTS | ISSUE | 5 | August 2026

European defence cooperation beyond
traditional weapons procurement.

The economic dimension is equally
important.  Germany's struggle to
maintain  industrial competitiveness
while paying more for defence and
energy has direct consequences for the
wider EU economy. If Berlin succeeds
in restoring investment and industrial
capacity, it could reinforce Europe's
economic base. If costs remain high and
growth weak, the consequences will
extend through European supply chains.

Arab World: energy security is creating
new strategic space

Germany's energy vulnerability gives
Arab  energy producers renewed
strategic importance. The continuing
disruption around the Strait of Hormuz



has demonstrated how quickly Middle
Eastern security canbecome an economic-
security issue for Europe. Gulf producers
are already seeking alternative export
routes, while Europe faces continuing
pressure to diversify energy supplies.

For Germany, this creates opportunities for
deeper cooperation with Saudi Arabia, the
UAE and Qatar in LNG, renewable energy,
hydrogen, infrastructure and investment.
Germany's relationship with the UAE
already includes a formal energy and
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climate partnership, while Berlin and Abu
Dhabi have been developing cooperation
on hydrogen and synthetic fuels.

North Africa is also becoming more
significant. Germany and Algeria agreed
in July on a strategic agenda covering
energy, gas supplies, renewable energy,
hydrogen, critical minerals, industry and
security. The Southern Hydrogen Corridor
is particularly relevant because it could
connect North African renewable resources
with European industrial demand.

A broader strategic opportunity

For Arab governments, Germany's transformation creates opportunities beyond energy.
Berlin's search for reliable partners, diversified supply chains, critical minerals, technology
and investment aligns with the economic-transformation agendas of several Gulf and
North African states.

For Europe, meanwhile, stronger relations with Arab partners can contribute to energy
diversification and regional stability.

The emerging picture is therefore one of increasing interdependence: Germany needs
greater strategic resilience; Europe needs stronger collective capabilities; and Arab partners
can become increasingly important sources of energy, capital, technology and regional
cooperation. August 2026 suggests that the future of German-Arab relations may be shaped
less by traditional trade alone and more by a shared interest in resilience and strategic security.
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Thought Corner

Can Germany Have Security, Prosperity
and Freedom?

ermany's August developments raise a question that extends

beyondtheimmediate headlines: canacountrysimultaneously

strengthen its security, preserve economic prosperity and
protect the liberal freedoms that define its political identity?
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For decades, Germany benefited from a relatively favourable strategic environment. NATO
provided security, globalisation supported German exports, relatively affordable energy
supported industry, and the European Union provided a stable economic and political
framework. This environment allowed Berlin to place economic interdependence and
regulatory restraint at the centre of its political model.

That model is now under pressure.

Russia's war against Ukraine, hybrid threats, cyberattacks, geopolitical competition with
China and uncertainty over the future of transatlantic security have forced Germany
to reconsider the meaning of resilience. The August decision to expand intelligence
capabilities reflects this change. The logic is understandable: a state cannot protect critical
infrastructure, technology and citizens if its security institutions lack the tools to detect and
disrupt emerging threats.

Yet the opposite danger is equally real. Security powers can become permanent even
when the emergency that justified them changes. Germany's history makes this particularly
sensitive. The country has deliberately constructed strong constitutional safeguards around
surveillance and state power precisely because it understands the dangers of unchecked
security institutions.
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The same tension appears in economic
and energy policy. Germany wants to
accelerate the transition away from
fossil fuels while maintaining affordable
electricity for households and industry.
It wants to spend more on defence
while protecting pensions, healthcare
and social welfare. It wants to reduce
strategic dependence on China while
remaining one of the world's most
globally integrated economies.

There is therefore no simple policy
solution. Germany's challenge is not
choosing between security, prosperity
and freedom; it is finding a sustainable
balance among all three.

The real test of the new German model
will be whether Berlin can become more
strategically capable without becoming
less open, competitive and democratic.
If Germany succeeds, it could provide
a model for a more resilient Europe. If
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the balance fails, the country could face
a choice between economic decline,
excessive state power or growing
political fragmentation.

August 2026 suggests that Germany
has entered this debate in earnest. The
decisions made now may define the
country's political identity for years to
come.

al
SUPPLY CHAIN
VULNERABILITIES
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Forward Outlook: What
Comes Next?
September—October 2026: A Critical Test for Germany

ermany is heading into an unusually consequential political autumn.

The developments of August have created several immediate tests for

Chancellor Friedrich Merz's government, with the results likely to determine
whether Berlin can maintain its reform agenda while managing growing political
fragmentation, fiscal pressure and security concerns.
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1. Eastern state elections will be the first major political test

The elections in Saxony-Anhalt on 6 September and Mecklenburg-Vorpommern on 20
September will be closely watched nationally. The AfD is currently polling at around %41
in Saxony-Anhalt and %36 in Mecklenburg-Vorpommern, putting it well ahead of most
established parties.

A strong AfD performance could intensify pressure on the CDU's strategy of refusing

cooperation with the party and potentially complicate coalition formation. It could also
become a political referendum on the wider direction of the Merz government.
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2. The autumn budget will expose Germany's fiscal dilemma

The government faces a difficult combination of high defence and infrastructure spending
alongside pressure to consolidate public finances. Plans for 2027 reportedly involve
almost 119€ billion in new federal borrowing, with additional special-fund requirements
potentially pushing the total substantially higher.

The central question will be whether Berlin can finance its strategic ambitions without
forcing politically costly reductions elsewhere.
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3. Pension and social-security reform will become harder to avoid

Pensions and long-term care are likely to become major domestic disputes during the
autumn. Germany's ageing population and labour shortages make reform increasingly
urgent, while politically sensitive proposals such as changes to retirement arrangements
face resistance. The European Commission has similarly identified demographic ageing
and labour shortages as fundamental challenges for the German pension system.
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4. Security legislation will test Germany's constitutional balance

The government's proposed intelligence reforms will move into the parliamentary process.
The key question will be whether Germany can expand its capacity to counter espionage,
cyberattacks and hybrid threats while maintaining strong democratic oversight and privacy
protections.

36 | GERMAN INSIGHTS | ISSUE | 5 | August 2026



Issue @ e August 2026

5. October's investment summit will test economic confidence

The government's planned Octoberinvestment summit will be animportant test of whether
Berlin can convert its economic-reform agenda into actual private investment. Economy
Minister Katherina Reiche is targeting 3.75€ trillion in private capital by 2040, while warning
that political uncertainty and AfD strength could undermine investor confidence.

6. Energy and industrial policy will remain under pressure

Berlin will have to reconcile decarbonisation with electricity affordability and industrial
competitiveness. The debate over the future of lignite capacity is likely to continue
alongside efforts to expand renewable generation, storage and alternative firm power.

7. Russia and hybrid threats remain the wildcard

Any further drone incidents, cyberattacks or sabotage involving German infrastructure
could accelerate security reforms and strengthen public support for greater intelligence
and defence capabilities.

The autumn therefore presents Germany with a simultaneous political, fiscal and strategic
test. If the government can demonstrate progress on investment, security and economic
competitiveness while containing political fragmentation, August's pressures could
become the foundation of a stronger German model. If not, the September elections
and subsequent budget and reform battles could expose deeper divisions over what
Germany's future should look like.
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