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GLOBAL ECONOMIC OUTLOOK 2025-2026

Allianz ()

Economic Outlook 2025-26: Summertime sadness

1 “Under Pressure”: Global growth will remain sluggish at +2.5% in 2025, the slowest since 2008 outside of recession periods. The US forecast has been upgraded by +0.8pp to +1.6% in 2025-26 due to the
lower effective tariffs. The Eurozone should see growth at +1.2%, largely driven by smaller economies, while Germany is projected to see +1% growth only in 2026 after +0.1% in 2025. Emerging markets show
mixed results, some benefiting from FX appreciation and increased investment flows, with currency gains averaging 10% year-to-date. Trade forecasts for 2025 suggest a slight improvement: Global trade in
goods is expected to grow by +0.3% (and global trade of goods and services +1%), driven by continued frontloading and rerouting, though 2026 remains subdued with projected growth of +1.2% due to
persistent uncertainties.

2 Trade tensions, geopolitical risks and fiscal challenges could “Rock the Boat”. The path to our US tariff baseline scenario proved to be more rapid, but global uncertainty continues to prevail at record-high
levels. This will lead to a synchronized decline in the economic cycle in both developed and emerging markets, last seen in the second half of 2022 during peak inflation. Since our last Economic Outlook on
10 April, the US global import tariff rate has been lowered from 25% to 13% as the trade truce with China brought the US bilateral tariff rate down from 103% to 39%, contributing more to the downside than
the higher sectorial tariffs (auto and auto parts at 25%, steel and aluminium at 50%). However, the US global import tariff is still at the highest level since 1940, and looming threats include potential
additional tariffs of +50pps on the EU and reciprocal tariff deadlines on 8 July. Sector investigations also continue, with possible additional tariffs on automotive products (incl. trucks), copper, lumber,
pharmaceuticals, commercial aircraft, jet engines and parts and critical and processed minerals. Beyond the trade war, the US faces significant fiscal and monetary challenges, with the fiscal deficit projected
to exceed 8% of GDP by 2026 and interest payments increasing due to high inflation and fiscal risks, which could lead to nervous bond markets and further USD depreciation. The probability of a recession
exceeds 30% and there are rising concerns over stagflation. In Europe, defense spending surpasses the 3.5% of GDP threshold required by the US in most NATO members, but capacity bottlenecks and
reliance on debt financing will continue to exert upside pressures on long-term rates. Geopolitical strife, particularly in the Middle East, keeps uncertainty high. While the conflict has pushed oil prices up over
20%, the economic fallout will be limited unless escalation leads to pivotal disruptions, such as a Strait of Hormuz closure, which could see prices spiking to 120 USD/bbl.

3  When it comes to interest rates, the Fed will be "(Sittin' on) The Dock of the Bay" while the ECB will "Drop It Like It's Hot". Central banks are taking divergent approaches, with the US Federal Reserve
maintaining rates at 4.5% until December amid inflation concerns, set to peak at 3.9% by Q4 2025. The Fed is expected to cut rates to 3.5% by Q3 2026. In contrast, the ECB will continue its easing cycle amid
low growth and disinflation, cutting rates to 1.5% by year-end. In emerging markets, 32 large economies that account for more than 35% of global GDP will be easing monetary policy in the second half of
2025, supported by ongoing FX appreciation and receding inflation; 23 of them will continue easing well into 2026. We identify four clusters: (i) those boldly leading the trend with an ambitious rate-cut path
by end-2026, often coming from double-digit inflation (Mexico, Hungary, Argentina, Turkiye) but at risk of stalling should oil prices rise further and/or FX depreciation accelerate; (ii) those that were initially
bolder but are less so now as inflation emerges again (Czechia, Kenya); (iii) laggards that will move ahead of the Fed (Poland, Romania), thanks to FX appreciation and moderating growth leading to back-
to-target inflation and (iv) those that will pursue moderate rate cuts (China, South Africa, Morocco, India, Indonesia, Philippines, Thailand, Taiwan, Malaysia, Vietnam) as they approach the end of their
easing cycles and balance inflation, growth and currency risks. Brazil remains the EM exception, continuing its own soon to-end hiking cycle to fight inflation.

4 It's a “Cruel Summer” for corporates, which are optimizing inventories and adjusting pricing strategies to maintain profitability amidst sluggish demand. The labor market shows signs of normalization,
with layoffs expected as companies focus on efficiency and cost-cutting. Investment growth remains timid, particularly in Europe, where credit conditions are improving but constrained. Loan growth stands at
only +2% despite a 200bps reduction in ECB rates. Insolvency trends also present additional risks, with the global index indicating a +6.5% increase in Q1 2025. In addition, sector-specific risks are emerging,
particularly in the automotive industry, due to competitive pressures and technological shifts. The construction sector in the US is under scrutiny due to profitability squeezes from rising wage pressures and
immigration cuts, which exacerbate labor shortages and could lead to project delays and payment issues. Meanwhile, the pharmaceutical sector is on a negative watch list due to potential regulatory
changes and cost pressures.

5 But capital markets are “Walking on Sunshine” despite geopolitical woes. Risk markets, especially equities, staged a rapid recovery following the challenges of “Liberation Day”. We are revising our
forecast to reflect these positive developments, taking the catch-up phase into account but without significant further outperformance for the remainder of the year. This trajectory would still leave European
equity markets up +18% year-to-date. Interest rates are expected to stabilize around current levels but will remain volatile, influenced by ongoing geopolitical developments. Despite a recent significant
depreciation, we do not foresee a prolonged weakening of the USD, supported by real interest rate differentials and barring news triggering substantial capital outflows from the US. The removal of Section
899 from the latest US tax bill reinforces this outlook.
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What's new: Record-high uncertainty is a bigger
problem than tariffs

US economic policy from tariffs to deportations and Both developed and emerging markets are in a
capital gain taxes is increasing global uncertainty synchronized slowing cycle
Economic policy uncertainty index Demand in manufacturing sector (PMI index, new orders + backlog of work)
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What's new: The path to our tariff baseline
scenario proved to be more rapid

US effective global import tariff rate dropped more Sensitivities to a +10pps increase in import tariffs
quickly than previously expected place Americas as the hardest-hit region
weighted average, % percentage points
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What's new: Capital outflows hit the US as
sentiment sours - but it's no stampede

US consumers and firms more downbeat than their Capital left the US post-Liberation Day, but section
European counterparts 899 relief, steadies outlook
Consumer confidence, Z-score Net US security purchases by foreign investors, billion USD
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What's new: Investors shying away from the US
puts the dollar’s privileged status at risk

The euro has appreciated, despite less attractive

returns, signaling reduced US investment
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The US pays on average ~20bps lower yields* on its
government debt compared to its debtor position
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* On average based on a panel regression from 2005-2024 using a US dummy variable,
while currently the premium is even larger at around 80bps 7
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What's new: Defense spending pledges on the rise

Raising defense spending by +1-2pps of GDP via debt

would widen sovereign spreads in the eurozone by

+10-40bps
mmm Commitments to increased defense spending by 2035 latest
mm 2024e
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ReArm Europe lays out 3% of GDP in additional funding

capacity, of which half is expected through new debt

Issudance
Up to EUR150bn of EU
loans to member states
for defence investments
(SAFE)

EUR300-340bn in additional
fiscal capacity over four years

Allowing member states to increase
spending without triggering the
Excessive Deficit Procedure of the
Stability and Growth Pact

~.

Up to EUR450-500bn
in additional defence-
related investments

I

Mobilise private Mobilize private
capital by capital by utilizing
accelerating the the European
Savings and Investment Bank
Investment Union

Use the EU budget
to direct more funds
towards defence-
related investments.
Create incentives for
military spending

Sources: European Commission, Allianz Research
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Global growth to decelerate on trade war and

economic uncertainty

Global real GDP growth

Growth (yearly %) 2022 2023 2024

Brazil

Germany 14 -0.1 -0.2 0.1 1.0
France 2.8 1.6 11 0.6 1.1
Italy 5.0 0.8 0.7 0.6 0.8
Spain 6.2 2.7 3.2 2.2 1.8
Poland 5.5 0.1 2.9 3.0 3.6
Russia -1.4 41 43 15 2.0
Turkiye 5.5 5.1 3.2 2.5 3.0
China 3.1 54 5.0 4.5 42
Japan 0.9 15 0.1 0.8 0.7
India 7.0 8.8 6.6 6.2 6.2

N
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Saudi Arabia 0.8 13
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US recession risks have diminished
GDP growth, q/q % (not annualized)
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Middle East escalation scenarios

Upside (20%) — Comprehensive regional framework
in the Middle East (incl. Israel, Iran, US and Arab

Allianz ()

Downside (10%) — Full escalation of war

allies)

Iran, Israel, and the US engage in exchanges of
fire, avoiding full-scale war. Intermittent ceasefire
established without comprehensive regional
framework. Renewed hostilities risk remains.

Following an initial Iranian retaliation, which is

effectively managed by the US, Iran, Israel, Gulf States
Description and the US begin conversations for actual

comprehensive regional framework framework.

2025 2026

The war escalates significantly, oil infrastructure
in the region as well as US military bases are
severely attacked. Circulation through the Hormuz
Strait could also be compromised.

Oil Brent (USD / barrel), eoy $66 (-3%) $64 (-3%) $68 $66 $120 (+76%) $90 (+36%)
Natural Gas (TTF), eoy EUR 34 (-9%) EUR 32 (-10%) EUR 37.2 EUR 35.3 EUR 60 (+38%) EUR 50 (+29%)

EZ 1.3% (+0.1pp) 1.2% (+0.1pp) 1.2% 1.1% 0.4% (-0.8pp) 0.1% (-1pp)
GDP

us 1.7% (+0.1pp) 1.7% (+0.1pp) 1.6% 1.6% 0.7% (-0.9pp) 0.6% (-1pp)

EZ 1.8% (-0.1pp) 1.8% (-0.1pp) 1.9% 1.9% 2.6% (+0.7pp) 2.4% (+0.5pp)
Inflation

us 3.1% (-0.1pp) 2.6% (-0.1pp) 3.2% 2.7% 4.4% (+0.7pp) 3.3% (+0.6pp)
EURUSD 1.15 (unch.) 1.15 (unch.) 1.15 1.15 1.10 (-5%) 1.10 (-5%)
Monetary ECB 1.5 (unch.) 1.5 (unch.) 15 15 2.0 (+50bp) 1.50 (unch.)
Policy Fed 4.25 (unch.) 3.5 (unch.) 4.25 35 4.25 (unch.) 4.00 (+50bp)

DE 2.2 (-10bp) 2.2 (-10bp) 23 2.3 2.8 (+50bp) 2.5 (+20bp)
10y

us 4.4 (-10bp) 4.1 (-10bp) 4.5 4.2 5.0 (+50bp) 4.5 (+30bp)

EZ 23 (+5pp) 10 (+3pp) 18 7 8 (-10pp) 6 (-1pp)
Equity market

us 10 (+6pp) 9 (+2pp) 4 7 -8 (-12pp) 10 (+3pp)
IG credit EZ 90 (-10bp) 80 (-10bp) 100 90 130 (+30bps) 110 (+20bps)
spread us 90 (-10bp) 80 (-10bp) 100 90 130 (+30bps) 120 (+30bps)
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Unlikely repeat of 2022 as energy price spike looks
short-lived without further Middle East tensions

Brent oil is set to revert to the old path in a contained

Middle East conflict scenario
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Unlike 2022, natural gas prices remain muted, easing
inflation concerns
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Fiscal risks on the rise, especially in the US

Some countries face high borrowing rates and not The “Big Beautiful Bill"” in the US will push up the
plan to reduce their primary deficit deficit above 8% GDP
% of GDP
3.0 .
Increasing Debt sustainable,
25 government debt limited fiscal space 3
) and high financing
cost
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Sources: AMECO, Allianz Research. Bubble size corresponds to debt-to-GDP. Primary balance is
AZR projection for 2026, (r-g)*debt is the difference of the effective nominal interest rate on Sources: LSEG Workspace, Allianz Research
government debt and trend nominal GDP growth.times the debt-to-GDP ratio. 12
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Prolonged uncertainty could lead to precautionary
savings

Confidence is key to deploying savings Credit to households is yet to pick up as rates have stalled
Saving rate vs real disposable income Consumer vs housing loans, y/y

--------- Eurozone - saving rate (% of disp income)
——Eurozone - real disposable income (%, y/y)
--------- US - saving rate (% of disp income)

30 ___yS-real disposable income (%, y/y)
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Labor markets to loosen gradually

The strong post-pandemic pace of job creation has Wage growth has softened, returning to pre-
started to slow, with few bright spots pandemic trend
Employment growth, % y/y Nominal wages growth, % y/y
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Sources: LSEG Workspace, Allianz Research Sources: LSEG Workspace, Allianz Research
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Labor hoarding still on, supported by certain

sectors

US private sector layoff rate remains low despite
softening economy
%
—Private layoff rate (%)

2.5 5

53 ——Job hires rate (%) - rhs
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Sources: LSEG Workspace, Allianz Research

In the EZ, construction retains workers, while

manufacturing sheds them amid the downturn
Eurozone - Labor hoarding indicator
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Sources: European Commission, Allianz Research
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European industry has bottomed out

Industrial production has rebounded while producer

prices stabilize

y/y% - 3M average
10% ‘
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4%
2%
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-2%
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-6%
-8%
-10%
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—Industrial Production = ——PPI Manufacturing

Sources: LSEG Datastream, Allianz Research

Demand improving in most sectors but inventory

strategies differ
3M change in balance of opinion, order book (x-axis) vs stocks (y-axis)
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Sources: LSEG Datastream, Allianz Research
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A profitability squeeze is on its way

Turnover growth remains sluggish in Europe; resilient Companies in countries accounting for 40% of global GDP
in the US are exposed to a margin squeeze as input prices rise more
Manufacturing sector turnover, y/y than output prices
8 Higher profitability . L
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Sources: LSEG Datastream, S&P Markit, Allianz Research Sources: LSEG Datastream, S&P Markit, Allianz Research
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Timid signs of a pick-up in firms’ investment

Fixed investment remains 4% below pre-pandemicin

the Eurozone vs. 16% above in the US
Gross fixed capital formation, v/vin %

UK

30 us EZ

-30
2000

2005 2010 2015 2020 2025

Sources: LSEG Datastream, Allianz Research

Still room for loan rebound
y/y% loan growth adjusted for 12M change in interest rates
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Sources: LSEG Datastream, Allianz Research
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The tariff hit on trade is milder than expected for now,
thanks to frontloading and rerouting

Frontloading since the beginning of the year has built Rerouting through India and ASEAN covers around
up precautionary stocks 40% of the shortfall in Chinese exports to the US
53 15 Excess and shortfall in exports to the US (USD bn)
" Stockpilers o B Excess in India and ASEAN exports to the US
]
= 32 o Crochio 10 M Shortfall in Chinese exports to the US
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Sources: S&P Global, Allianz Research Sources: LSEG Datastream, Allianz Research 19
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Global trade: no recession in 2025, but uncertainty
and trade war will continue to weigh into 2026

Global trade in goods to avoid contraction but slow
down sharply in 2025 (+0.3% in value terms)

30% Global trade in goods and services, nominal growth in %
mm Goods 26.5%
25% Services

20% -#-Global trade in value, %y/y

15%
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3.1% . 3.3%

. (]

5% 1.9%
0%
-5%
-10%

_15% '11.1%
14 15 16 17 18 19 20 21 22 23 24 25 26

-10.1%

Sources: LSEG Datastream, Allianz Research

Uncertainty and elevated US tariff rates (unlikely to

return to pre-Trump Il levels) are headwinds
40% US bilateral tariff rate (%)

m All official decisions until mid-June 2025
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Inflation divergence amid higher tariffs

Inflation forecasts
Inflation (yearly %) 2022 2023 2024 2025f 2026f

Germany 6.9 6.0 23 2.0 19

France 52 49 2.0 0.9 13

Italy 8.2 5.6 1.0 1.8 19

Spain 8.4 35 2.8 2.2 2.0

Poland 144 114

Russia 138 5.9 8.4 9.5 8.0

Tlrkiye 723 53.9 58.5 324 18.8
China 2.0 0.2 0.2

Japan 25 33 2.7 2.7 1.5

India 6.7 5.7 5.0 3.8 4.2

Saudi Arabia

South Africa 6.9 59 44 33 45

Inflation reaccelerates in the US
Quarterly inflation rates, y/y %

— UsS

——— Eurozone
e UK

~——— China
Japan

10

]
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a *Datted linés are AZ Research forecasts
T T T T |

23 24 25 26

Sources: LSEG Datastream, Allianz Research
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Central bank divergence continues both in
geography and quality terms

The ECB continues cutting rates, the Fed halted amid The ECB has accelerated quantitative tightening, the
reflation risks and the BoJ continues hiking BOJ started and the Fed almost stopped
% bn USD, EUR, GBP (RHS), tn JPY (RHS)
10'000 - 1'400
7 Fed Funds rate, high
——— ECB deposit rate —Fed balance sheet (USD bn) L 1200
6 BoE policy rate 5.50% 4.50% 8'000
BOJ policy rate . ——ECB balance sheet (EUR bn) 11000
> 4.25% 3500, co —BOE balance sheet (GBP bn), RHS i
4 6000  __Bojbalance sheet (JPY tn), RHS .1 800
1 - 400
= 2'000
O — | Dotted lines are Allianz Research forecasts - 200
1 l : Axis boxed values represent latest data point 0 0
2021 2022 2023 2024 2025 2026 2000 2004 2008 2012 2016 2020 2024

Sources: LSEG Datastream, Allianz Research

Notes: The ECB has halted reinvestment of bonds in PEPP and APP completely since
Jan 2025 onwards effectively increasing QT to an average of EUR40bn per month, while
the Fed announced to further slow down its monthly runoff cap from USDé60bn to
USD40bn per month (5bn treasuries + 35bn MBS) from April 2025 onwards.

Sources: LSEG Datastream, Bloomberg, Allianz Research
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Currencies are supporting the easing cycle in EMs

From timid to bold easing cycles within emerging FX appreciation is supporting further monetary
markets easing
Changes in policy rates (%) FX change vs the USD
0
Ka:yu Czechia Indohesia China  Malaysia 15% M Pre- Liberation Day W Post- Liberation Day + YTD
0 Morocco @ .
% Philipp|nes I.ndiu .Vietnﬂr'r‘l.meun
-‘E -50 ® Thailand
'% e South Africa 10%
= Sl us Moderate easers
E -100 Hemeﬁongr
E o Poland 5%
5
é -150 Hungary ® .Romaniu
g 0%
[=]
e -200 o Mexico
250 ¥ o Tutkiye Bold easers Laggers now ahead e vzzlazaa 2o roo>rrxeoloxa vz
= 4
350 -300 250 -200 -150 -100 -50 0 50 %Uigm§865E§§555§9§§ﬁ8§%
Policy rate cuts between Q2 2024 and Q2 2025 CEE Latam EM Asia Africa

NB: Note: The graph excludes !3r02|l, Nigeria, Russia, Ghana and Venezuela Sources: LSEG Datastream, Allianz Research.
Sources: LSEG Datastream, Allianz Research. 23
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Business insolvencies on track for another global
rise in 2025, with all regions above 2016-19 average

The upside trend continued in Q1 2025 (+6.5% y/y), Global rise to increase between +5 and +10% in 2025

with most upside 'surprises’ in Asia and Western Europe Global and regional indices, y/y change in %
Latest figures, selected countries

y/y change Vs 2019 in %

Lct.est Last3 Lasté Lastl2 Lasté Last12 . e m2026

pome months months months months months Asia-Pacific
us. 2025 Q1 3% 5% 15% 3% 1% 5% 2025
Canada 04-25 -25%  -28% Q1% 2% 36% 49%
Brozil 03-25 21% 27% 32% 21% 61% 42% Africa w2024
Germany 03-25 13% 18% 19% 13% 22% 18% 2023
United Kingdom 05-25 3% 1% -4% 1% 23% 24%
France 05-25 5% 5% 9% 3% 28% 23% m2022
Italy 05-25 97% 92% 76% 86% 49% 30% Central & Eastern Europe
Spain 03-25 5% 9% 7% 5% 63% 54% m2021
Netherlands 05-25 7% -6% 8% -10% 4% 12%
Switzerland 05-25 14% 12% 16% 10% 48% 47% m 2020
Sweden 05-25 7% 2% 3% 0% 62% 46% Western Europe
Belgium 05-25 5% 4% 4% 3% 8% 8%
Russia 03-25 -22% -14% 0% 22%  -40%  -37%
Tirkiye 03-25 29% 55% 64% 29% S -
Poland 0425  20%  16%  10%  19%  423%  409% Latin America
Romania 04-25 9% -5% 0% -12% 7% -6%
Hungary 05-25 2% -6% -24% -9% 167%  165%
China 05-25 21% 14% 9% 13% -36%  -32% .
Japan 05-25 6% 1% 5% 1% 28% 25% North America 41%
India 2025Q1  -51% -46% 28%  51%  -59%  -37%
South Korea 05-25 23% 17% 9% 14% 139%  134%
Australia 05-25 24% 29% 41% 26% 92% 86%
Taiwan 0425  -42% 3%  19%  43%  -47%  -43% Global
Singapore 05-25 23% 22% 39% 25% 65% 50%
Hong Kong 05-25 25% 48% 37% 53% 144%  133% ) . . . . ) . . . .
Souh AT 0525 2% % % 2% 8% 21% -40% -30% -20% -10% 0% 10% 20% 30% 40% 50%

Sources: national statistics, Allianz Research Sources: national statistics, Allianz Research 24
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US growth to soften on upcoming tariff-induced
rise in inflation

Soft data such as capex plans have improved

Rising tariff-driven input costs will gradually feed
through to consumer price inflation

’ US CPI %y/y
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5 —US composite PMI input prices (adv. 6
4 months) - rhs
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Sources: LSGE Datastream, Allianz Research
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No urgency to step up stimulus significantly
anymore, but support will continue

Leading indicators suggest a moderate recovery in

domestic demand in the coming few quarters

30 —Domestic demand %y/y
——Outstanding total credit growth (%y/y, leading 2q, rhs)

25
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09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25

Sources: national sources, LSEG Datastream, Allianz Research
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Fiscal policy support is on track but not accelerating
as the deal with the US relieves urgency to do more

Fiscal impulse (pp)

additional

3.5 3.3 T to mitigate

2.5

impact of
baseline
and full-
fledged

B | trade war

1.5 0.9

0.7

0.5 J 0.2
|| _J

117

announced
in early-
March

-0.5 .

-0.6 M| Central government special bonds

-1.5 m Local government special bonds

1.8 W Fiscal deficit

2019 2020 2021 2022 2023 2024 2025

Sources: national sources, LSEG Datastream, Allianz Research
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Frontloading of exports drove Eurozone growth in
Q1, but Ireland skews the outlook

Eurozone growth has accelerated thanks to strong ...highly volatile Irish growth (Q1: +9.7% q/q) dilutes
domestic demand but... the underlying and weaker growth outlook
20 B Consumption Government 1.4 Forecast >
B |Investment ma Inventory wEZ mEZ exlIreland
mmm Net exports ——GDP 1.2 1.2 12
- - - Domestic Demand 1.1
1.0 0.9
0.8
0.8 0.8
0.6 0.6
0.6
.; [
0.4
0.2
0.0
2022 2023 2024 2025 2023 2024 2025 2026

Sources: LSGE Datastream, Allianz Research Sources: LSGE Datastream, Allianz Research
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NGEU countdown: 1.5 years left to absorb almost

half of the remaining funds

Overall, 43% of grants and 62% of loans still need to
be disbursed (around 180bn)...

25

20

15

10

Austria

Bulgaria

Cyprus

Denmark

Finland

Germany

Hungary

%
° m RRF Total, % 2021 GDP

m RRF Disbursed, % 2021 GDP

Share of fulfilled milestones and
targets (RHS)

Italy
Lithuania
Malta
Poland
Romania
Slovenia

Sources: European Commission, Allianz Research
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...can be partially redirected to support defense-
related spending for countries facing high refinancing

20 needs?
Defense spending and debt with maturity up to 1y, % 2024 GDP
@ Italy
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o
el
]
o
€ 20
]
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c Y L
*? 10 Croatia e Hungary
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£ [
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Defence expenditure

Sources: ECB, LSEG Datastream, Allianz Research
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Trade, defense and infrastructure investments
shape Germany’s growth path

Stimulus drives growth, trade disruptions erode gains

Coalition agreement Contributions in pp and total in %

2.0 trade war
Private investments: 1) EUR100bn German fund for )
investments in strategically important areas such as m infrastructure

digitization, energy and key tech, 2) 30% depreciation over 3 1.5 defense

years incl. EVs over EUR100k, 3) -5pp corporate tax cut

between 2028-2032, 4) cut red tape 1.0 m baseline -

* total
Speed up approval and acceleration procedures 0.5

Raise tax incentives to push R&D investments

*
from 3.1% to 3.5% of GDP 0.0
-0.5
Fiscal stimulus: A EUR500bn infrastructure fund and defense
spending of over 1% of GDP are exempt from the debt brake -1.0
(+0.3pp up to 3.5% until 2029) 2025f 2026f 2027f

1.Errichtungsgesetz part of the new government’s 100-day program (expected Sep 2025)

2.Funds conditional on 10% annual infrastructure funding from HH budget and investment Sources: LSEG Datastream, Allianz Research

additionality 30
3. Industry associations are calling for a digital pact, with funds primarily allocated to Al,

quantum computing and the development of digital infrastructure
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French growth is very weak ; fiscal tightening
pushes against monetary easing

Spending sensitive to financial conditions and

sentiment are still weak
Spending by product, % y/y

10
—Private Residential Fixed Investment
Private Nonresidential Fixed Investment
5 ——Durable goods sehold consumption

-10
2022 2023 2024 2025

Sources: LSGE Datastream, Allianz Research

We expect the fiscal squeeze to be about the same in
2026, but more skewed toward spending restraint

10 0.2
5 0.1

0 -\ 0.0
-0.1

- 0.2
-10 -0.3

-15 mm Expenditures

|

Higher taxes,

= Revenues : i 0.6
s spending restraint 0.7
30 —e—Fiscal stance (% GDP) -0.8
-rhs |
a5 -0.9
2024 2025f 2026f

Sources: LSGE Datastream, Allianz Research
Note: expenditures and revenues changes are benchmarked against a neutral stance
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Markets praise fiscal improvements and political
stability, structural challenges remain

A better-than-expected fiscal outturn in 2024 Persistently low productivity growth and demographic
enabled a return to a primary surplus headwinds weigh on longer-term prospects
(government balance, % of GDP) (2004=100)
6 B Primary balance  mInterest payment & Overall balance 110 ——Employment ——Productivity
4
105
2
0 100
2 95
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-10
80
-12 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4
2000 2003 2006 2009 2012 2015 2018 2021 2024 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Sources: LSEG Datastream, Allianz Research Sources: LSEG Datastream, Allianz Research
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Resilient growth against a backdrop of political
Instability

The post-pandemic recovery in consumption and ...which could be boosted by NGEU spending, even if a
investment has been sluggish... complete absorption by end-2026 looks challenging
GDP components, 2019=100 NGEU absorption and total allocation, EUR bn
—— GDP 180
120 HH consumption e e
GFCF ——Grants Disbursed 10% upside
110 Exports 140
120 —25% upside Total grants
100
100 ---TotalRRF e Linear (Grants Disbursed)
90 80
60
80
40
70 20
0 I T T T T T T T T T T T T T 1
60 | ; ; i I T T m o S & S S L O 1 1 O 0V OV ©
2019 2020 2021 2022 2023 2024 S 8 6 6 6 & & 9 8 5 5 & & o
Q] (q\] (q\] (g A Q] (q\] (q\] A (gl (q\] (q\] (g A

Sources: LSEG Datastream, Allianz Research Sources: LSEG Datastream, Allianz Research
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UK economy is still contending with high inflation

and interest rates

Real total spending plans by department: health,
education, defense as top priorities

Health 39.1 2.8

Defence 7.5 0.7

Housing & Local Gov't

Foreign, Commonwealth and Development Office 1.6 -6.9

Scotland, Wales & Northern Ireland 14.6 0.7

Sources: HMT, Capital Economics, Allianz Research

The housing market shows signs of renewed

weakness
10 %yly
—Private Residential Fixed Investment
——Private Nonresidential Fixed Investment

5
| \
-5
-10
Q3 Q4 Q1 Q2 Q3 Q4 Q1 @2 Q3 Q4 Q1
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Sources: LSGE Datastream, Allianz Research
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CEE regional growth is resilient (for now), while
prices give in only slowly

Price pressures appear to be easing as wage growth
has fallen across the region

target ranges j'

y/yin%
—Poland
25% ——Czechia i Forecast
Romania :
20% —Hungary i
Slovakia ;
15% Bulgaria !
:
1
10% Range of inflation :
:
1
|
I

5%
- /ﬂ(\ B / AT—A _
<s S X I
o . : .
2019 2020 2021 2022 2023 2024 2025 2026

Sources: national sources, LSEG Workspace, Allianz Research

Notes: Country ratings composed of medium-term country grade AA-D and short-term risk level _

1-4 going from low to high risk (see Country Risk Atlas)
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https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/economic-research/publications/specials/en/2025/february/Country_Atlas_2025_AZ.pdf

