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Germany: industrial production and elections 07 September 2026

Industrial production fell by -1.1% m/m in July, with an even sharper decline when

excluding construction and energy (-2.3% m/m). The confraction is mainly due to one-

off factors in the automotive sector, but we believe that low water levels in the Rhine

also held back activity. Order data show that demand continues to be driven by major

orders, whilst the underlying trend remains subdued. Overall, considering the one-off Research Department
factors that weighed on activity over the summer, a slowdown in industrial output and

GDP is possible in Q3 before a rebound at the end of the year. In the Saxony-Anhalt

election, the AfD secured almost 44% of the vote, whilst the CDU suffered a sharp

decline. However, the far-right party failed fo win enough seats to secure an absolute  Macroeconomic Research
maijority in the regional parliament. The formation of the government therefore remains

uncertain. The result confirms the loss of support for the governing parties, particularly

in the east of the country. Similar frends could also emerge from the regional elections

scheduled for the coming weeks, further complicating cooperation between the CDU

and the SPD on politically challenging structural reforms. Andrea Volpi

Economist - Euro Area
One-offs weighed on industrial production in July

In July, German industrial production fell by -1.1% m/m (-1.6% y/y) after the previous month’s
figure was revised downwards (from +0.2% m/m to zero). Excluding energy (+4.7% m/m, marking
the fourth consecutive month of growth) and construction (+0.9% m/m from -1.3%), the decline
is even more pronounced: manufacturing posted a contraction of -2.3% m/m, bringing an end
fo a three-month run of growth.

Destatis indicates that much of the decline is atiributable to automotive (-9.2% m/m). The decline
was affected by a production stoppage lasting several weeks during the retooling of a plant for
electric vehicle manufacturing; this is therefore a one-off factor set to reverse in the coming
months. However, we believe that the low water levels of the Rhine, a major waterway for
industrial transport, also held back production (according to our estimates, this may have
reduced growth by around 0.5pp).

Industrial production fell in July after stagnating in June Industrial demand driven by major orders. Core orders remain
lacklustre
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Industrial orders rose by 2.5% m/m in July (+13.1% y/y), following a robust 3.7% m/m increase in
June, marking the third consecutive monthly rise. However, this growth was driven by volatile,
big-ticket items, particularly in the ‘other means of transport’ sector (+126.4% m/m). The sector is
also thought to have benefited from a strong influx of Airbus orders, concentrated mainly on
models for which the Hamburg production hub plays a central role; furthermore, in light of the
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information contained in the Ministry of Finance's monthly bulletin, it is plausible that defence-
related demand also made a positive contribution.

Excluding major orders, however, orders fell by 1.4% m/m, marking the fourth consecutive
decline and returning to the lowest levels since January, not far from the 2025 average. The data
suggests that, apart from a few sectors supported by large order books and already operating
at high levels of capacity utilisation, underlying demand for industrial goods remains weak.
Confidence surveys provide mixed signals: PMIs point to a marked acceleration in orders, whilst
the IFO survey is more cautious, although it confirms that, as highlighted by the marked
improvement in expectations, the weakest phase of the industrial cycle now appears to be
behind us.

In the current phase PMIs offer the most encouraging signals Both IFO and PMI surveys record an improvement of production

expectations
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Given the largely temporary nature of the July decline, production in the automotive sector is
expected to rebound in the coming months. However, the ongoing drought could continue to
hold back industrial activity. Throughout August, the water level at Kaub remained below the
critical threshold, a trend which, according fo our estimates, is consistent with a negative impact
on industrial production of around 1 percentage point. Conditions have not yet returned fo
normal, even in the first week of September. The effect of the drought is, however, expected to
be temporary and should give way to a recovery in production once the most critical phase has
passed.

Nevertheless, a further contraction in manufacturing during the summer quarter cannot be ruled
out, with possible negative repercussions on GDP as well. The disappearance of these
extraordinary factors should subsequently facilitate a rebound in activity towards the end of the
year.
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Impact of the Rhine drought on industrial production: we estimate an impact of -0.5pp in July and -1pp in

August, before a reversal in the following months
I
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Overall, the general picture remains one of still-sluggish underlying demand, with the exception
of a few sectors. In particular, the sharp rise in orders for other means of transport is expected to
support production in the coming quarters, but already high capacity utilisation rates mean that
new orders will only gradually feed through to manufacturing activity. We therefore expect only
a moderate recovery in underlying activity in the coming months

Elections in Saxony-Anhalt: an AfD landslide, but the formation of a government
remains uncertain

Yesterday, in the elections in the eastern state of Saxony-Anhalf, which saw a record furnout, the
far-right AfD party secured 43.8% of the vote, exceeding expectations and doubling its result from
the 2021 election. The CDU fell to 17.2%, a drop of 19.9 percentage points compared with the
previous election. The SPD secured 9.3% of the vote, followed by the Greens (8.9%), the Left (8.6%)
and the BSW (5.3%). The FDP, at 2.6%, remains below the 5% threshold required fo enter the
regional parliament.

Electoral results in Saxony-Anhalt
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With 39 seats out of 83, the AfD does not have an absolute majority. At the same time, not even
the CDU, SPD, Greens and linke together have the number of seats required to form a
government. An AfD-led majority would therefore require the support, including external support,
of the five MPs from the left-wing populist BSW party. The BSW has not ruled out this possibility but
has made it conditional on the appointment of an independent Minister President to head the
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regional government, a condition that is unlikely to be accepted by the AfD, and in any case the
resulting government would inevitably be fragile.

In Saxony-Anhalt, the Minister President is elected by an absolute majority vote in the state
parliament. If no candidate secures an absolute majority, a further vote must be held within seven
days. If this vote also fails, the State Parliament must decide within 14 days whether to dissolve
itself. Should no majority emerge in favour of new elections either, the Minister-President could be
elected by a simple majority. The formation of the new government therefore remains highly
uncertain and, whilst an AfD-led government remains a possibility, a prolonged political
deadlock cannot be ruled out either.

It should be noted that the AfD’s main proposails, particularly regarding immigration and fiscal
policy, are determined at federal level. Even in areas where the regional government has
administrative leeway, the most extreme measures would likely come up against constitutional
limits. Furthermore, in the Bundesrat (the upper house representing the Lander), the party is
unlikely to wield decisive influence in the decision-making process.

Saxony-Anhalt, with just over two million inhabitants, is one of the smallest German Lander and
cannot be considered fully representative of the national political balance. In any case, the result
confirms the gradual loss of support for the governing parties, particularly in the east of the
country. Similar frends could emerge from the regional elections scheduled for the coming
weeks: ahead of the 20 September elections in Mecklenburg-Western Pomerania, polls suggest
the AfD is ahead of the SPD (which leads the local government); in Berlin too, the CDU and SPD
are losing ground, whilst Die Linke is the leading party and the AfD is third in the most recent polls.

Whilst these disappointing results for the CDU and SPD do not appear to be sufficient to jeopardise
the stability of the governing coalition, they could make further compromises within the majority
more difficult and limit the government’s ability to push through politically contentious structural
reforms.
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The analysts drafting this report state that the opinions, forecasts, and estimates contained herein are the result of independent
and subjective evaluation of the data and information obtained and no part of their compensation has been, is, or will be directly
or indirectly linked to the views expressed.

This research has been prepared by Intesa Sanpaolo SpA and distributed by Intesa Sanpaolo SpA, Intesa Sanpaolo SpA-London
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business.

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient.
Information and opinions have been obtained from sources believed to be reliable, but no representation or warranty is made as to
their accuracy or correctness.
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purchase or sale of any financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgement.
No Intesa Sanpaolo SpA entity accepts any liability whatsoever for any direct, consequential or indirect loss arising from any use
of material contained in this report.

This document may only be reproduced or published with the name of Intesa Sanpaolo SpA.

This document has been prepared and issued for, and thereof is infended for use by, Companies which have suitable knowledge
of financial markets, which are exposed to the volatility of interest rates, exchange rates and commodity prices and which are
capable of evaluating risks independently.

Therefore, such materials may not be suitable for all investors and recipients are urged to seek the advice of their relafionship
manager/independent financial advisor for any necessary explanation of the contents thereof.

Person and residents in the UK: this document is not for distribution in the United Kingdom to persons who would be defined as
private customers under rules of the FCA.

CH: This information is an advertisement in relation to the financial instruments discussed herein and is not a prospectus pursuant
to the Swiss Financial Services Act ("FINSA") and no such prospectus has been or will be prepared for or in connection with such
financial instruments. This information does not constitute an offer to sell nor a solicitation to buy such financial instruments.

The financial instruments may not be publicly offered, directly or indirectly, in Switzerland within the meaning of the FinSA and no
application has or will be made to admit the financial instruments to trading on any frading venue (exchange or multilateral
frading facility) in Switzerland. Neither this information nor any other offering or marketing material relating to the financial
instruments may be publicly distributed or otherwise made publicly available in Switzerland.

US persons: this document is intended for distribution in the United States only to Major US Institutional Investors as defined in SEC
Rule 15a-6. US Customers wishing to effect a fransaction should do so only by contacting a representative at Intesa Sanpaolo IMI
Securities Corp. in the US (see contact details below).

Infesa Sanpaolo SpA issues and circulates research to Major Institutional Investors in the USA only through Infesa Sanpaolo IMI
Securities Corp., 1 William Street, New York, NY 10004, USA, Tel: (1) 212 326 1199.

Inducements in relation to research

Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-

monetary benefit as it is:

B macro-economic analysis or Fixed Income, Currencies and Commodities material made openly available to the general
public on the IMI Corporate & Investment Banking Division website (www.imi.intesasanpaolo.com) - Q&A on Investor
Protection topics - ESMA 35-43-349, Question 8 & 9.

Method of distribution

This document is for the exclusive use of the recipient with whom it is shared by Intesa Sanpaolo SpA and may not be reproduced,
redistributed, directly or indirectly, to third parties or published, in whole or in part, for any reason, without prior consent expressed
by Intesa Sanpaolo SpA. The copyright and all other intellectual property rights on the data, information, opinions and assessments
referred to in this information document are the exclusive domain of the Intfesa Sanpaolo Banking Group, unless otherwise
indicated. Such data, information, opinions and assessments cannot be the subject of further distribution or reproduction in any
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Persons who receive this document are obliged to comply with the above indications.

Valuation Methodology

Comments on macroeconomic data are prepared based on macroeconomic and market news and data available via
information providers such as Bloomberg and LSEG Datastream. Macroeconomic, exchange rates and interest rate forecasts are
prepared by the Intesa Sanpaolo SpA Research Department, using dedicated econometric models. Forecasts are obtained using
analyses of historical statistical data series made available by the leading data providers and also on the basis of consensus data,
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and 6 of the Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of
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and for disclosure of particular interests or indications of conflicts of inferest as subsequently amended and supplemented, the
FINRA Rules 2241 and 2242 as applicable, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the
Intesa Sanpaolo Banking Group and issuers of financial instruments, and their group companies, and referred fo in research
products produced by analysts at Intesa Sanpaolo SpA is available in the "Rules for Research " and in the exiract of the "Corporate
model on the management of inside information and conflicts of interest" published on the website of Intesa Sanpaolo SpA,
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As for the disclosures, please note that one or more of the companies of Intesa Sanpaolo Banking Group:

B trade or may trade as a principal in the securities (or in related derivatives) that are the subject in this report;

B plan to solicit investment banking business or intend to seek compensations from the securities that are the subject of this
report in the next three months.
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Group's interests and conflicts of interest are available through webpage
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