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How vulnerable Germany’s top 
credit rating really is 

 
 

After markets close tonight, Moody’s, the credit-rating agency, 

will update its periodic assessment of Germany. S&P Global, 

previously known as Standard & Poor’s, follows on October 23rd 

and Fitch on November 13th. Germany currently enjoys the best 

possible rating: AAA. In terms of school grades it is rather like an 

A+ with a gold star – and correspondingly rare. Since the finan-

cial crisis, the number of sovereigns rated AAA has nearly halved 

(see fig. 1). 

As Germany’s deficits and debt mount and growth remains slug-

gish, financial markets are watching the agencies’ assessments 

closely. I cannot remember a time when Germany’s AAA rating 

has faced so much scrutiny. I should know: before joining LBBW, 

I spent almost 20 years overseeing sovereign ratings at S&P, 

most recently as its global chief sovereign ratings officer. 

What exactly is a credit rating? 

First, allow me to dispel a common misconception. Credit ratings 

are often seen as recommendations on whether a security is a 

sound investment, or whether its risk-return profile is favorable. 

They are not. A rating is solely an opinion on the likelihood that 

a borrower will default – that is, fail to repay its obligations in full, 

on time and in the agreed currency. Ratings merely establish a 

ranking rather than outright numerical probabilities: the lower the 

rating, the greater the probability of default. The rating scale 

ranges from AAA to CCC. In the latter category, default is, in 

effect, only a matter of time. Ratings are assigned by commit-

tees, usually comprising five analysts or more, taking decisions 

on the basis of a published methodology. In the committee the 

majority of votes decides the outcome. 
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Fig. 1: Number of AAA-
rated Sovereigns (S&P)

 
Source: S&P Global, LBBW-Research. 

The remaining AAA-rated sovereigns 
are Australia, Canada, Denmark, 
Germany, Liechtenstein, Luxem-
bourg, the Netherlands, Norway, Sin-
gapore, Sweden and Switzerland. 
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The pillars of Germany’s AAA rating 

Germany’s AAA rating has traditionally rested on three 

strengths: 

1. The sustainability of its public finances; 

2. Solid, export-led growth; and 

3. The ability to master major economic-policy challenges – 

most notably the economic and fiscal consequences of 

reunification after 1990. 

It is hardly surprising that ballooning budget deficits and lacklus-

ter economic momentum have raised questions about the rating. 

Germany’s capacity for reform also appears to have diminished 

amid growing social polarization. Germany is not alone in this, 

but concerns over the AAA are not pulled out of thin air. 

What could spell the end of the AAA 

The agencies are fairly transparent in identifying the risks that 

could trigger a downgrade. One such trigger would be if the fiscal 

push failed to generate stronger economic momentum. In late 

April, S&P wrote that Germany’s rating would come under pres-

sure if economic performance fell “significantly” short of expec-

tations. 

If reforms and investment fail to kick-start growth, the risk of a 

downgrade will rise. It is worth noting that S&P assumes growth 

of 1.4% for each of the next two years. Moody’s expects as much 

as 1.5% in 2027. That is ambitious. LBBW Research is markedly 

more cautious, forecasting growth of less than 1% for 2027. 

A negative outlook would probably come first 

In my experience, a downgrade is not imminent. Agencies would 

typically first revise the outlook on a rating to negative – a formal 

warning that can remain in place for up to two years. Historically, 

at S&P Global, a negative outlook led to an actual downgrade in 

nearly 60% of cases. 

As Germany’s recent economic data have surprised on the up-

side, I do not expect the agencies to revise Germany’s outlook 

to negative in 2026, let alone downgrade the rating. But should 

the economic outlook weaken again, it will become increasingly 

difficult for them to justify the AAA. 

The political and financial consequences of a downgrade 

Losing the top rating would above all be a political embarrass-

ment. A downgrade by the agencies would likely play further into 

the hands of parties on the political fringes that claim they could 

do better. Yet capital markets offer life after AAA. 

Investors understand that the default probabilities implied by 

AAA and AA ratings are barely distinguishable and have histori-

cally been close to zero (fig. 2). The adverse effects on Ger-

many’s borrowing costs should therefore remain manageable. 
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The rating  
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in 2026 

Fig. 2: 10-year default 
rate (%)

 
Source: S&P, Moody’s, LBBW-
Research 
Default rates up to ten years after 
the rating was assigned. 
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Disclaimer: 2026-09-18 07:30  
This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the 

United Kingdom. 

This report is not being distributed by LBBW to any person in the United States and LBBW does not 

intend to solicit any person in the United States. 

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstraße 22, 60314 

Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-

dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). 

This publication is based on generally available sources which we are not able to verify but which we 

believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this 

publication. It conveys our non-binding opinion of the market and the products at the time of the editorial 

deadline, irrespective of any own holdings in these products. This publication does not replace individual 

advice. It serves only for informational purposes and should not be seen as an offer or request for a 

purchase or sale. For additional, more timely in-formation on concrete investment options and for indi-

vidual investment advice, please contact your investment advisor. 

We retain the right to change the opinions expressed herein at any time and without prior notice. More-

over, we retain the right not to update this information or to stop such updates entirely without prior 

notice. 

Past performance, simulations and forecasts shown or described in this publication do not constitute a 

reliable indicator of future performance. 

The acceptance of provided research services by a securities services company can qualify as a benefit 

in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the 

quality of the relevant service for the customer of the benefit recipient. 

Additional Disclaimer for recipients in the United Kingdom: 

Authorised and regulated by the European Central Bank (ECB), Sonnemannstraße 22, 60314 Frank-

furt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer 

Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). Authorised 

by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and 

limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by 

the Prudential Regulation Authority are available from us on request. 

This publication is distributed by LBBW to professional clients and eligible counterparties only and not 

retail clients. For these purposes, a retail client means a person who is one (or more) of (i) a client as 

defined in point (7) of Article 2(1) of the UK version of Regulation (EU) 600/2014 which is part of UK law 

(UK MiFIR) by virtue of the European Union (Withdrawal) Act 2018 (EUWA) who is not a professional 

client (as defined in point (8) of Article 2(1) of UK MiFIR); or (ii) a customer within the meaning of the 

provisions of the Financial Services and Markets Act 2000 (as amended, the FSMA) and any rules or 

regulations made under the FSMA (which were relied on immediately before the 31 December 2020 (IP 

completion day)) to implement Directive (EU) 2016/97 on insurance distribution, where that customer 

would not qualify as a professional client, as defined in point (8) of Article 2(1) of UK MiFIR; or (iii) not a 

qualified investor as defined in the UK version of Regulation (EU) 2017/1129 on the prospectus to be 

published when securities are offered to the public or admitted to trading on a regulated market, which 

is part of UK law by virtue of the EUWA (the UK Prospectus Regulation). 

This publication has been prepared by LBBW for information purposes only. It reflects LBBW’s views 

and it does not offer an objective or independent outlook on the matters discussed. The publication and 

the views expressed herein do not constitute a personal recommendation or investment advice and 

should not be relied on to make an investment decision. The appropriateness of a particular investment 

or strategy will depend on an investor’s individual. You should make your own independent evaluation 

of the relevance and adequacy of the information contained in this publication and make such other 

investigations as you deem necessary, including obtaining independent financial advice, before partici-

pating in any transaction in respect of the financial instruments referred to this publication herein. 

Under no circumstance is the information contained within such publication to be used or considered as 

an offer to sell or a solicitation of an offer to buy any particular investment or security. Neither LBBW nor 

any of its subsidiary undertakings or affiliates, directors, officers, employees, advisers or agents accepts 

any responsibility or liability whatsoever for/or makes any representation or warranty, express or implied, 

as to the truth, fullness, accuracy or completeness of the information in this publication (or whether any 

information has been omitted from the publication) or any other information relating to the, whether 

written, oral or in a visual or electronic form, and howsoever transmitted or made available or for any 

loss howsoever arising from any use of this publication or its contents or otherwise arising in connection 

therewith. 

The information, statements and opinions contained in this publication do not constitute or form part of 

a public offer. LBBW assumes no responsibility for any fact, recommendation, opinion or advice con-

tained in any such publication and expressly disclaims any responsibility for any decisions or for the 

suitability of any security or transaction based on it. Any decisions that a professional client or eligible 

counterparty may make to buy, sell or hold a security based on such publication will be entirely their 

own and not in any way deemed to be endorsed or influenced by or attributed to LBBW. 

LBBW does not provide investment, tax or legal advice. Prior to entering into any proposed transaction 

on the basis of the information contained in this publication, recipients should determine, in consultation 

with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, 

as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transac-

tion. 

This document is a translation of Kraemers Klartext, “DeutschlAAAnd: wie lange noch?“, original publi-

cation date: 18.09.2026. The translation has been made for convenience only with the German original 

always prevailing in all aspects, especially in case of potential discrepancies resulting from the transla-

tion. 
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