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High energy prices weigh on the cyclical recovery - Chapter 1

KEY MESSAGES

N Energy prices have risen sharply as a result of the war in Iran. The increase weighs on the cy-
clical recovery in Germany and leads to a significant rise in consumer prices.

N GDP growth in Germany will be driven largely by rising public expenditures during the forecast
period.

N The GCEE expects Germany’s real GDP to grow by 0.5 % in 2026 and 0.8 % in 2027. Con-
sumer price inflation is expected to rise by an annual average of 3.0 % and 2.8 % respectively.

EXECUTIVE SUMMARY

With the outbreak of the Iran war on 28 February 2026, the economic environment for the global
economy has deteriorated. The significant negative energy supply shock has led to a sharp rise in
energy prices since March 2026. This is likely to cause consumer price inflation to rise signifi-
cantly. According to current expectations on the futures markets, the price of crude oil is expected
to fall again, but remain elevated over the forecast period. Global trade is expected to grow only
modestly in 2026. The GCEE expects growth of global gross domestic product (GDP) to slow to
2.3 % in both 2026 and 2027. Global consumer prices are expected to rise by 3.5 % and 2.8 % in
2026 and 2027 respectively.

The energy supply shock is dampening the economic recovery in the euro area. Against this
backdrop, consumer confidence deteriorated significantly in March and April 2026. Added to this
is the continued volatility of US trade policy. Although the effective tariff rate on European Union
exports of goods to the US has fallen slightly following the US Supreme Court ruling, trade policy
uncertainty remains high. GDP in the euro area is expected to grow by 0.7 % in 2026 and 1.0 %
in 2027. Consumer prices are forecast to rise by 3.0 % in 2026 and 2.6 % in 2027.

High energy prices weigh on the cyclical recovery in Germany. GDP growth is expected to ac-
celerate only slightly this year compared with the previous year. The sharp rise in energy prices
will significantly dampen growth in private household consumption expenditures over the forecast
period compared with 2025. Private investment in machinery and equipment is expected to fall
again in 2026 compared with the previous year, whilst private residential construction investment
is expected to expand slightly. Infrastructure and defence expenditure under the fiscal package is
expected to boost GDP growth noticeably over the forecast period. In addition, government con-
sumption is expected to expand strongly. The GCEE expects German GDP to grow by 0.5 % in 2026
and 0.8 % in 2027. Consumer prices are expected to rise by 3.0 % in 2026 and 2.8 % in 2027.
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Chapter 1 - High energy prices weigh on the cyclical recovery

. SUMMARY

1.

N CHART1
Economic outlook for Germany and Europe

The GCEE forecasts a real increase in Germany’s gross domestic product
(GDP) of 0.5 % in 2026. x cHART 1 This puts the growth forecast 0.4 percentage
points below the forecast in the GCEE Annual Report 2025. GDP growth of 0.8 %
is projected for 2027. Inflation is expected to average 3.0 % in 2026, which is 0.9
percentage points higher than forecast in autumn 2025. An inflation rate of 2.8 %
is expected in 2027. Core inflation is expected to be 2.3 % in 2026 and 2.9 % in
2027.

The German economy remains in a period of weakness. Industrial produc-
tion fell again in 2025 compared to 2024. Furthermore, production in the services
sector declined in the second half-year of 2025. However, it recovered in January,
at least in the short term. Capacity utilisation in the manufacturing sector and in
building construction is below capacity. Due to the Iran war, shipping traffic in
the Strait of Hormuz has largely ground to a halt. As a result, prices for fossil fuels
and other products such as wheat and fertilisers have risen sharply. ~ Tems 19 F.
This is having a dampening effect on GDP growth over the forecast period. Nev-
ertheless, GDP growth in 2026 and 2027 is expected to increase compared to
2025. This is due in particular to the expected rise in government expendi-
tures under the fiscal package adopted in March 2025. N CHART 2 N ITEM 45 Further-
more, leading indicators in residential construction are pointing slightly upwards.
N ITEM 53

GDP? in Germany and the euro area Key economic indicators (in %)

Change on previous year in %

,,,,,,,,,,,,,,,,,,,,,,,, || 205 | 2026% | 2007

8
6 4 Germany
4 4 GDP growth® 0.2 0.5 0.8
2 4 - Inflation rate 2.2 3.0 2.8
0 1 Mook Unemployment rate” 6.3 6.4 6.2
2 Wage growth5 4.5 3.5 3.4
: : Forecast Budget balance® -2.7 -3.7 -4.3
8 : : : . . perilodz . Euro area

2021 22 23 24 25 26 2027 GDP growth™ 15 0.7 1.0

Germany: Inflation rate’ 2.1 3.0 2.6

B Real Forecast Forecast B Forecast

GDP May 2025 Nov 2025 May 2026 Global economy®
Euro area®: GDP growth™® 2.7 2.3 2.3

1 - Constant prices. 2 - Forecast by the GCEE. 3 - Values are based on seasonal and calendar-adjusted quarterly figures.
May 2025 and November 2025 forecasts without Bulgaria. 4 - Registered unemployed in relation to civil labour force.

5 - Change of gross wages and salaries (domestic concept) per employees' hour worked. 6 - In relation to nominal GDP;
territorial authorities and social security according to national accounts. 7 - Change of the Harmonised Index of Consumer
Prices. 8 - Aggregation according to the weights in Table 1.

Sources: Eurostat, Federal Statistical Office, national statistical offices, own calculations
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N CHART 2

3.

High energy prices weigh on the cyclical recovery - Chapter 1

Global GDP is expected to grow at a slower rate over the forecast pe-
riod than the long-term average for the years 2016 to 2025. v 7em 17 The
de facto blockade of the Strait of Hormuz has caused energy prices to rise sharply.
Over the forecast period, this is likely to increase global consumer price inflation
and weaken the global economy. ~TEms 10 AND 19 The European Central Bank
(ECB) is likely to respond to rising inflation with a more restrictive monetary pol-
icy, which would worsen financing conditions in the euro area. v item 28 The pro-
tectionist US trade policy is likely to further slow down global trade in goods and
dampen global output growth. v TEM 13 For the global economy, the GCEE fore-
casts GDP growth rates of 2.3 % in both 2026 and 2027, indicating a slowdown in
the global economy.

The sharp rise in energy prices following the war in Iran is weighing heavily
on economic development in Germany. Rising costs for fossil fuels and interme-
diate inputs are driving up firms’ production costs. This further reduces industrial
production, which is already in decline, and hampers private investment activity.
At the same time, the slowdown in the global economy is weighing on the German
export sector. Sentiment among German firms has deteriorated significantly. The
ifo Business Climate Index fell in April 2026 to its lowest level since May 2020
(ifo Institute, 2026a). The GCEE assumes that higher domestic energy prices will
increasingly be passed on to consumers over the forecast period, causing the in-
flation rate to rise and real household incomes to increase only slightly. This is
likely to weaken real private consumption.

The German export sector has lost competitiveness in recent years. This is
clearly evident in the weak exports of goods to countries outside the European
Union (EU). vitem 56 On the one hand, German exports have become more

Determining factors for the forecast

4 AYZEN ) N\ 7/ N\
Energy prices rise H|g.he_r _energy pr.lces Supply constraints
. . significantly raise : . .
Energy prices sharply following the . B stronger; inflation higher
inflation and dampen
Iran war than expected
global GDP growth
\_ VAN VAN J
(" US trade policy remains Y4 Y4 )
. uncertain after the Uncertainty remains Further escalation of US
Foreign trade Supreme Court ruling; elevated; exports rotectionist trade polic
German exports remain stagnate in 2026 P policy
\ weak J\_ VAN J
4 \/ N\ 7/ N\
L Infrastructure
. . ) Public infrastructure . . .
Fiscal policy Defence spending ) investment prices rise
; investment and defence
increases Lo more strongly than
spending increase
expected
\_ VAN VAN J

Source: own representation
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Chapter 1 - High energy prices weigh on the cyclical recovery

expensive as a result of US trade policy. On the other hand, the euro has appreci-
ated significantly against the US dollar since the beginning of 2025. v Tem 29 Ger-
man exports of goods to the US fell by 8.9 % in nominal terms in 2025 compared
to the previous year. v ITEM 56 Declines were recorded primarily in exports of motor
vehicles and machinery. Furthermore, industrial products from China pose sig-
nificant competition for German goods on international markets due to their com-
paratively low prices. v TEm 42 Nominal German exports of goods to China have
been declining since 2023.

6. The additional government expenditure under the fiscal package is likely to
provide decisive support for German GDP growth over the forecast pe-
riod. ~ 1TEM 45 This primarily comprises public investment in defence and infra-
structure. Furthermore, government consumption is expected to expand strongly.
Due to high government expenditure, the fiscal deficit and the government debt-
to-GDP ratio are likely to rise over the forecast period. After reaching 3.7 % of
GDP in 2026, the fiscal deficit is expected to amount to 4.3 % of GDP in 2027. The
debt-to-GDP ratio is expected to rise to 65.4 % of GDP in 2026 and to 67.5 % of
GDP in 2027. However, factors dampening potential growth, in particular the de-
cline in the volume of work, cannot be offset by additional public spending. v iTEm
76

7. In this forecast it is assumed that the price of crude oil will develop over the fore-
cast period in line with the forward prices prevailing as at the cut-off date of 1 May
2026. v Box 4 However, given the upheavals in the Gulf region, the supply of crude
oil and liquefied natural gas could be significantly constrained over a prolonged
period, and the price of crude oil could remain above current futures prices for
longer. The forecast is therefore subject to considerable risks. To account
for this high level of forecast uncertainty, a supplementary scenario for German
GDP and inflation is considered, which reflects an alternative development in the
crude oil price. v Box 7 In this risk scenario, it is assumed that the crude oil price
rises to 120 US dollars per barrel in May 2026 and remains at this level until Oc-
tober 2026. It is also assumed that the crude oil price will fall again from Novem-
ber 2026 and dip below the 100 US dollars per barrel mark in the second quarter
of 2027. The GCEE estimates that, in this scenario, GDP is likely to grow by 0.2 %
in 2026 and by 0.5 % in 2027. Consumer price inflation is then expected to stand
at 3.5 % in 2026 and 3.2 % in 2027.
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High energy prices weigh on the cyclical recovery - Chapter 1

Il. GLOBAL ECONOMY

8.

Despite the protectionist and erratic US trade policy, the global economy
proved to be largely resilient in 2025. Global real GDP grew by 2.7 % year-on-
year, which was roughly the same rate as in 2024. Global consumer price inflation
stood at 3.0 % in 2025. Global trade in goods expanded by 4.2 %, significantly
more than in previous years. This increase was primarily attributable to imports
into the US and other advanced economies v~ cLossARY due to front-loading effects
in the first quarter of 2025. ~ ITEM 12

Since March 2026, the war in Iran has been causing significant disruptions
in global energy markets, which are increasingly weighing on the world econ-
omy. v ITEM 10 The global shortage of fossil fuels due to the de facto blockade of the
Strait of Hormuz is likely to increase production costs and consumer prices. N BACK-
GROUND INFO 1 Higher energy prices had already translated into higher consumer
prices worldwide by March 2026 and are likely to drive up prices further in the
coming months. Over the forecast period, this is likely to dampen private house-
hold consumption expenditures in particular, and thus the overall economy. ~ Box
1 Financial markets expect central banks, particularly the ECB, to respond with
interest rate hikes. v iTem 28 This is likely to worsen financing conditions in the
euro area. Furthermore, US import tariffs are likely to continue to dampen global
trade in goods. Although the Supreme Court ruling has declared a large propor-
tion of the import tariffs imposed by US President Donald Trump to be unlawful.
N BACKGROUND INFO 2 The average tariff burden on US imports, however, remains
higher than in 2024. Overall, these factors are likely to dampen global trade in
goods and global real GDP growth. Global real GDP is expected to rise by 2.3 % in
both 2026 and 2027. Global consumer price inflation is expected to be 3.5 % in
2026 and 2.8 % in 2027.

1. Rising energy prices are holding back
the global economy

The global economy grew strongly in 2025 despite the protectionist stance of US
trade policy. Following weak output growth in the first quarter of 2025, real GDP
rose by 0.8 % in the previous quarter of 2025 and then by 0.8 % in both the second
and third quarters of 2025. Output growth was thus slightly above the average
of 0.7 % for the years 2016 to 2025. ~ cHART 4 LEFT The US economy contributed
significantly to this outcome, expanding at above-average growth rates in the sec-
ond and third quarters of 2025. Following the dampening effects of high trade
policy uncertainty in spring 2025, the normalisation of private household con-
sumption expenditures in the US contributed significantly to this development.
The slowdown in the global economy in the fourth quarter of 2025 is linked,
among other things, to the negative impact of the US government shutdown on
US real GDP growth. ~Box 2
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+

Global output growth was also driven by GDP growth in China and other
emerging markets N GLOSSARY. N CHART 4 LEFT China’s contributions to growth in 2025
are attributable in particular to the expansion of final consumption expenditures
and the positive contribution of net exports. Furthermore, other emerging market
economies, particularly India, provided supportive impetus for the global econ-
omy.

N BACKGROUND INFO 1

The importance of the Strait of Hormuz to the global economy

The Strait of Hormuz is one of the key maritime chokepoints for global trade. For the
states of the Gulf region, it represents the most important export route for energy
resources. In 2024, around 20 % of global oil and petroleum product consumption,
as well as approximately 20 % of globally traded liquefied natural gas, passed
through the Strait of Hormuz (EIA, 2026). The majority of these energy shipments
are destined for Asia, particularly China, India and the Republic of Korea, whilst
Europe and the US import only small quantities directly (EIA, 2025; Grimm et al.,
2026). Bangladesh, India and Pakistan in particular are vulnerable to disruptions to
shipping traffic in the Strait of Hormuz due to their high import share of liquefied
natural gas from the Gulf region (EIA, 2026). The options for bypassing the Strait of
Hormuz are limited and, in the form of pipelines, exist only for oil (EIA, 2026; Grimm
et al., 2026). In addition to energy sources, around a third of the world’s fertiliser
shipments, the production of which requires vast amounts of gas, are transported
through the Strait of Hormuz (Grimm et al., 2026; UNCTAD, 2026). Furthermore,
more than 70 % of exported hydrocarbon derivatives, which are often used as pre-
cursors in the petrochemical industry, and around 30 % of traded noble gases
(excluding argon), which are used in semiconductor manufacturing and laser tech-
nology, among other applications, pass through this route (IfW Kiel, 2026).

10.

The outbreak of the Iran War and the de facto blockade of the Strait of Hormuz
led to a sharp rise in energy prices. N BACKGROUND INFO 1 Around 20 % of global oil
and petroleum consumption, as well as around 20 % of the world’s supply of liq-
uefied natural gas, is shipped through the Strait of Hormuz. The shortage of crude
oil and natural gas expected in the coming months is likely to dampen the global
economy, particularly in 2026. Calculations by the GCEE show that a negative oil
supply shock, which increases the price of crude oil by 60 % as in March 2026,
leads to a decline in global industrial production of around 3 % after six months
and a decline of around 5 % after 24 months. v Box 1 Furthermore, an unexpected
tightening of global oil supply weighs on private household consumption expend-
itures because it raises consumer prices and thus reduces the real disposable in-
come of private households. According to the GCEE’s calculations, consumer con-
fidence and real retail turnover in OECD countries are likely to fall by around 2 %
after twelve months in response to the oil supply shock.
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High energy prices weigh on the cyclical recovery - Chapter 1

N BOX 1
SVR Analysis: Transmission of oil supply shocks to the real economy

An unexpected shortage of globally traded crude oil volumes and an immediate rise in the price
of crude oil constitute a supply shock. The de facto blockade of the Strait of Hormuz since March
2026 is likely to lead to a shortage of globally available crude oil in the coming months, which
was already signalled by a rise in the price of crude oil at the beginning of March. A higher crude
oil price, caused by a lower volume of available crude oil, leads to a rise in inflation and a damp-
ening of activity in the overall economy.

The empirical literature identifies several key transmission channels through which an oil
supply shock affects the real economy. Firstly, there is a direct cost channel. Rising crude oil
prices increase the cost of intermediate inputs for the production of goods and raise firms’
marginal costs, particularly in energy-intensive sectors. This leads both to higher goods prices
and to a reduction in production (Hamilton, 1983; Kilian, 2009). Secondly, private households
are affected via the income channel. Higher energy prices reduce the real purchasing power of
private households, as a larger proportion of disposable income must be spent on energy
sources. This leads to a weakening of demand for other goods and thus weighs on domestic
economic momentum. Thirdly, a sustained rise in oil prices increases inflation expectations
(Anderl and Caporale, 2024) and heightens uncertainty regarding future cost developments.
This has a dampening effect on company gross fixed capital formation (Elder and Serletis,
2010; Kilian and Vigfusson, 2011). At the same time, central banks typically respond to in-
creased inflationary pressure with a more restrictive monetary policy, thereby further exacer-
bating the negative economic effects (Blanchard and Gali, 2007; Kilian and Lewis, 2011).

The GCEE has examined how key global macroeconomic variables react to an oil supply
shock such as the one currently occurring. To this end, the models by Kanzig (2021) and Forni
et al. (2025) are used. Kanzig (2021) constructs an econometric instrument that captures un-
expected changes in crude oil futures prices around OPEC N GLOSSARY announcements. This cap-
tures exogenous changes in expectations regarding future oil supply, which lead directly to a
reaction in the crude oil price. Subsequently, anticipated oil supply shocks (,0il supply news
shocks®) are identified using a structural vector autoregression (Proxy-SVAR) based on instru-
mental variables. These structural shocks are not attributable to current changes in production,
but to new information regarding future supply developments. The results of Kanzig (2021)
show that news of a future shortage in oil supply leads immediately to rising oil prices, whilst
actual global oil production only declines after a delay and crude oil inventories in OECD coun-
tries initially increase for precautionary reasons. In the US, these exogenous changes in expec-
tations lead to stagflationary effects. Thus, US industrial production declines only after a delay,
whilst consumer prices and inflation expectations in the US rise.

Using the model developed by Kanzig (2021), the GCEE analyses how negative oil supply
shocks (as in Forni et al., 2025) affect the global economy. An unexpected oil supply shock that
increases the price of crude oil by around 60 %, as in March 2026, leads to an immediate
decline in global industrial production of 3 % and a 5 % decline after 18 months. Real retail
turnover and consumer confidence in OECD countries fall by 3 % and 1 % respectively after
twelve months. Consumer price inflation in OECD countries rises immediately by around 1 per-
centage point, and the impulse response reaches a median increase of 3 percentage points
after twelve months. N CHART 3 The rise in consumer prices is primarily attributable to the in-
crease in the energy price sub-index.
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N CHART 3
Macroeconomic effects of an oil supply news shock on the global economy
Impulse response functions following a 60 % rise in the price of crude oil in
response to an oil supply news shock?!

Inflation Consumer confidence
Change in percentage points Change in %
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1
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1 - The vector autoregression was estimated for the period from January 1974 to June 2025 using twelve lags
and the following time series: nominal crude oil price (WTI spot price), global crude oil production, crude oil inven-
tories in OECD countries, world industrial production, consumer confidence in OECD countries, retail sales in OECD
countries and consumer price inflation in OECD countries. The time series on global industrial production covers
industrial production in OECD countries, Brazil, China, India, Indonesia, Russia and South Africa. The time series
was originally used in Baumeister and Hamilton (2019) and is continuously updated. All time series (except for the
inflation rate) are included in the vector autoregression as logarithmic levels. The inflation rate is included in the
vector autoregression as a percentage and as a year-on-year change. The econometric instrument used to identify
the structural shock originates from Kanzig (2021) and was most recently updated for the period from July 1983
to June 2025. The response of the nominal crude oil price (WTI) to the identified oil supply shock is normalised to
a 60% increase. The results of the asymmetric oil supply shocks, which only trigger increases in the crude oil price,
are based on the approach of Forni et al. (2025).

Sources: Baumeister und Hamilton (2019), EIA, Fed, Federal Statistical Office, Forni et al. (2025), IMF, Kanzig (2021), LSEG

Datastream, OECD, own calculations
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N CHART 4
Global economic activity
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High energy prices weigh on the cyclical recovery - Chapter 1

At the beginning of 2026, signs of a mildly expansionary trend in the
global economy began to emerge. The KOF Institute’s global economic ba-
rometers — a system of indicators for the global economy comprising aggregated
time series — recorded a slightly above-average expansionary phase between No-
vember 2025 and April 2026. N cHART 4 RIGHT Since March 2026, however, the coin-
cident indicator and the leading indicator have been moving in different direc-
tions. The coincident indicator most recently fell in April 2026 for the second con-
secutive time, whilst the leading indicator rose again following a slight decline in
March 2026 (KOF, 2026). The coincident indicator thus suggests that the height-
ened geopolitical uncertainty arising from the war in Iran is likely to dampen
global GDP in the second quarter of 2026. The leading indicator, which provides
insight into the next six months, continues to signal a slightly upward trend in the
global economy.

Global Gross Domestic Product?® Global economic barometer

Change on previous quarter in %,

growth contributions in percentage points Index3, @ 2016 - 2025 = 100
1 Forecast period? 140 1
130 A
| EVZ0) N sy O S 120 1
- /\/_ 110 A
100 =
1 90 v\,\ \\/’ i
E 80 A \
1 60 - \/
T I T T 50 1
2024 2025 2026 2027 2019 20 21 22 23 24 25 2026
m USA Euro area Other advanced — Coincident indicator®
economies® L
Leading indicator”
China = Other emerging economies*

— Change on previous quarter (%)

== Change on previous quarter (%)
(average 2016 - 2025)

1 - Averages of seasonally adjusted quarterly values. Global GDP is approximated by the sum of the countries. 2 - Fore-
cast by the GCEE. 3 - Australia, Canada, EU less euro area, Hong Kong, Japan, Norway, Republic of Korea, Switzerland,
Singapore, Taiwan and United Kingdom. 4 - Argentina, Brasil, Chile, Colombia, India, Indonesia, Malaysia, Mexico, Phil-
ippines, Russia, Thailand and Turkey. 5 - Long-term mean equal to 100 and long-term standard deviation equal to 10.

6 - The coincident indicator reflects the current economic situation of the global economy and is based on the correlation
and synchronisation of more than 1,000 time series from economic trend surveys with the respective GDP time series of
over 50 countries. 7 - The leading indicator signals the development of the global economy in around six months' time
and is based on the leading characteristics of more than 600 time series with the respective GDP time series of over 50
countries.

Sources: Abberger et al. (2022), Eurostat, IMF, KOF Institute, national statistical offices, OECD, own calculations
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12.

N CHART 5

Global trade in goods continued to grow strongly in 2025 despite higher
US import tariffs. Overall, world trade rose significantly in 2025, up 4.2 % on the
previous year. This increase was largely driven by higher imports in the US and
other advanced economies in the spring of 2025. By the fourth quarter of 2025, a
slowdown in world trade was already becoming apparent. On average for January
and February 2026, world trade, as measured by the trend in global imports, rose
nevertheless by 3.2 % compared with the fourth quarter of 2025. N CHART 5 LEFT
Global industrial production rose strongly in 2025, up 3.2 % year-on-
year. Following a slowdown in the second and third quarters of 2025, the growth
rate of industrial production accelerated globally in the fourth quarter of 2025,
particularly in China and other emerging markets. On average for January and
February 2026, global industrial production rose by 1.3 % compared with the pre-
vious quarter’s average, growing even more strongly than in previous quarters.
However, as a result of the war in Iran, global industrial production and world
trade are likely to expand at a significantly weaker pace over the remainder of the
forecast period than at the start of 2026. 3 CHART 5 RIGHT

Global trade in goods and world industrial production?

Global trade in goods measured by import data

Change on previous quarter in %,
growth contributions in percentage points

Global industrial production?

Change on previous quarter in %,
growth contributions in percentage points
1.8 7
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— World3 (%)
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1 - Data and country definitions of the Dutch Centraal Planbureau (CPB). Country weights based on 2021 values. Change
on previous quarter, price- and seasonally adjusted. Based on quarterly averages of monthly values. For 2026Q1: average
of January and February. 2 - Excluding construction. Production-weighted. 3 - Includes the volume of goods trade in 81
countries and just under 96 % of global goods trade, and industrial production in 85 countries and around 96 % of global

industrial production.

Sources: CPB, own calculations
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N BOX 2

Focus: The major economies of the US and China

In 2025, the US economy grew by 2.1 % compared to the previous year in real terms. As a result,
US real GDP grew at a slower rate in 2025 compared to 2023 (2.9 %) and 2024 (2.8 %). Fol-
lowing the front-loading and rebound effects resulting from US trade policy in the first half of
2025, private household consumption expenditures were the main contributor to the rise in
real GDP growth from the second quarter of 2025 onwards. In the fourth quarter of 2025, the
government shutdown led to a sharp decline in government final consumption expenditures.
N CHART 6 LEFT In terms of gross fixed capital formation, investment in artificial intelligence (Al),
such as in data processing equipment, software and data centres, contributed an average of 1
percentage point to contributions to growth in US real GDP from the first to the third quarter of
2025 (Rubinton and Patro, 2026). On the expenditure side, private household consumption
expenditures made the largest contributions to GDP growth. This is largely attributable to the
trend in disposable income (FRED, 2026). Furthermore, wealth effects arising from high prop-
erty and share prices are likely to play a significant role in the high levels of private household
expenditures in the US (Oxford Economics, 2025). Consequently, the savings rate for private
households has been falling slightly since 2024. On the production side, all major sectors of
the private sector, but particularly services, contributed to real GDP growth in 2025. N CHART 6
RIGHT Employment growth has slowed over the course of 2025. This is likely to be partly linked
to the US government’s changed immigration policy (Mongey, 2025). The unemployment rate
stood at 4.3 % in March 2026, slightly higher than in the previous year.

In the first quarter of 2026, real GDP growth in the US rose by 0.5 % compared to the previ-
ous quarter, according to the flash estimate. Private household consumption expenditures,
gross fixed capital formation and government consumption expenditures were the main con-
tributors to this output growth. Over the remainder of the forecast period, economic growth in
the US economy is likely to weaken. Whilst gross fixed capital formation linked to the Al boom
is expected to continue to underpin the US economy, the outlook is now significantly shaped by
the war in Iran. Higher energy prices are eroding the purchasing power of private households,
increasing firms’ production costs and intensifying inflationary pressures. Consequently, private
household consumption expenditures in the US are likely to be particularly affected by the oil
supply shock over the forecast period. Although the US economy’s dependence on foreign crude
oil supplies has declined since the late 2010s, its high dependence on world market prices
remains, as crude oil is a globally traded commodity. Rising energy prices are likely to be passed
on largely to end consumers. Overall, the GCEE expects US real GDP to rise by 1.9 % in both
2026 and 2027. Consumer price inflation is expected to be 3.6 % in 2026 and 2.9 % in 2027.

According to official figures, the Chinese economy grew by 5.0 % year-on-year in 2025. On
the expenditure side, final consumption expenditures in particular contributed to GDP growth.
Net exports and gross fixed capital formation also provided additional support. The rise in ex-
ports is primarily attributable to continued strong growth in exports to Asia and Europe, whilst
exports to the US fell sharply. On the production side, industrial production growth rates slowed
over the course of 2025.

In the first quarter of 2026, China’s seasonally and price-adjusted GDP rose by 1.3 % com-
pared to the previous quarter. Over the remainder of the forecast period, the economic outlook
for the Chinese economy is somewhat more subdued than in previous years. Whilst output
growth continues to be driven by exports and government support measures, domestic demand
and, in particular, the property sector remain weak. The war in lran represents a negative exter-
nal supply shock. As a major net importer of crude oil, China is affected by rising energy prices,
which are likely to increase production costs and dampen overall economic demand slightly. At
the same time, the slowdown in the global economy is likely to have a negative impact on for-
eign demand for Chinese goods. However, this vulnerability is limited by a comparatively diver-

Spring Report 2026 - German Council of Economic Experts



Chapter 1 - High energy prices weigh on the cyclical recovery

sified energy supply, strategic reserves and the Chinese economy’s lower oil intensity compared
to other economies. Overall, Chinese real GDP is expected to grow by 4.5 % in both 2026 and
2027. Consumer price inflation is expected to be 0.7 % in 2026 and 0.2 % in 2027.

N CHART 6

Breakdown of US GDP by expenditure and income?

GDP and components by expenditure

Change on previous quarter in %,
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Sources: BEA, own calculations
© Sachverstandigenrat | 26-085-01

13. At the end of February 2026, the US Supreme Court ruled that the tariffs
imposed by US President Trump last year under the International Emergency
Economic Powers Act (IEEPA) were illegal. However, product-specific tariffs,
such as those on cars, steel and aluminium, remain in place. 3 BACKGROUND INFO 2 In
response to the court ruling, the US government has imposed a uniform tariff rate
of 10 % on goods from all trading partners. Whilst the effective tariff rate for im-
ports from the EU has fallen only slightly, imports from China, Switzerland or
Canada into the US are now subject to significantly lower tariffs. ~ cHArRT 7 Com-
pared to autumn 2025 (GCEE Annual Report 2025 chart 6), however, tariffs on
goods from China and Switzerland were already lower, as the US had negotiated
agreements with both countries after the data cut-off date for the GCEE Annual
Report 2025 (The White House, 2025a, 2025b).
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N CHART 7
Impact of the SCOTUS ruling? on tariff rates for selected US trading partners

Effective tariff rates in %2
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1 - SCOTUS-Supreme Court of the United States. 2 - As of 1 May 2026. The average effective tariff rate is calculated
as the sum of the tariff rates for various product groups, weighted by their share of total import volume in 2024. As the
calculation is based on import values from 2024, it does not take into account any substitution effects triggered by
changes in tariffs. 3 - The tariffs on steel, aluminium and copper, which were adjusted at the beginning of April 2026,
have not been taken into account in the calculations, as they relate in part to the metal content or geographical origin
of the processed metals and cannot be estimated on the basis of the trade data used. Automotive tariffs threatened on
1 May have not been taken into account.

Sources: Fitch Ratings, Trade Map (International Trade Centre, www.trademap.org), United States International Trade Commission, own
calculations

© Sachverstandigenrat | 26-135-01

Uncertainty regarding US trade policy is likely to have increased once again as a
result, although an indicator of trade policy uncertainty based on newspaper re-
ports has so far not spiked (Caldara et al., 2020). On the one hand, the new 10 %
tariff rate initially applies for only 150 days and is also being challenged in court
(Clark, 2026). On the other hand, Trump had already threatened a higher tariff
rate back in February 2026. An increase in trade policy uncertainty hampers com-
pany investment activity because firms postpone investment decisions and fi-
nancing costs rise due to unclear business prospects (Caldara et al., 2020; Correa
et al., 2023; GCEE Spring Report 2025 box 5)

+

N BACKGROUND INFO 2
Current state of US trade policy

Most of the US tariffs introduced in 2025 were ruled illegal by the Supreme Court
in February 2026. Since February 2025, the US government has imposed various
country-specific tariffs under the IEEPA. This Act allows the US President to regulate
trade in goods in cases of an ‘unusual and extraordinary national emergency’ (e.g.
in the event of foreign threats). However, the Supreme Court ruled that this authority
does not extend to the imposition of tariffs. To circumvent the ruling, US President
Trump, based on Section 122 of the Trade Act of 1974, imposed a base tariff of
10 % (coupled with the threat of an increase to 15 %) on almost all imports. This
legal basis permits tariffs to combat balance of payments deficits, though their
validity is limited to 150 days (until July 2026). Furthermore, the US government
has launched new investigations to justify country-specific tariffs (e.g. against the
EU or China) on the grounds of unfair trade practices or overcapacity. In the long
term, this is intended to replace the IEEPA tariffs that have been abolished.
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The tariffs on steel, aluminium and certain technology sectors (such as semicon-
ductors) are not affected by the Supreme Court ruling. Their legal basis is Section
232 of the Trade Expansion Act of 1962, which explicitly provides for the protection
of ,national security“ as a justification.

14. GDP growth in the euro area increased last year. In 2025, GDP rose by
1.5 % (2024: 0.9 %). Whilst gross fixed capital formation grew strongly, having
contracted in 2024, net exports made a negative contribution to GDP growth. In
line with the stronger investment activity, industrial production recovered last
year following a prolonged period of weakness. In the first two months of the cur-
rent year, however, momentum in this sector lost steam despite positive senti-
ment indicators. According to Eurostat’s flash estimate, GDP in the euro area rose
by 0.1 % in the first quarter of 2026, adjusted for price, calendar and seasonal
effects, and thus at a slightly slower pace than in the final quarter of 2025. Devel-
opments varied considerably across the major economies of the euro area. In
Spain, the strong expansion continued, albeit at a slower pace, whereas economic
momentum remained subdued in France and Italy. ~ Box 3

N BOX 3

Focus: Economic developments in France, Italy, Spain and the Netherlands

The French economy has recently shown only modest output growth. In the fourth quarter of
2025, GDP rose by 0.2 % in the previous quarter, adjusted for price, seasonal and calendar
effects. The annual average growth rate for 2025 was 0.9 %. In the final quarter, net exports
made a positive contribution to growth, whilst domestic demand expanded only modestly and
inventories declined. ~ cHART 8 LEFT In the first quarter of 2026, economic output stagnated, with
both private consumption and gross fixed capital formation declining. Leading indicators also
point to only weak economic momentum for the second quarter of 2026. The INSEE business
climate indicator stood at 94 points in April 2026, below its long-term average. The economy is,
however, likely to be supported over the forecast period by the recently reached budget com-
promise. This provides for only limited consolidation. Accordingly, the public deficit is expected
to amount to around 5 % of GDP in the current year, and thus be only slightly lower than in the
previous year. Real GDP is expected to grow by 0.5 % and 0.8 % in the current and coming year
respectively.

Macroeconomic momentum in Italy remains subdued, but has recently shown signs of a
slight stabilisation. Annual average GDP growth for 2025 GDP stood at 0.7 %, slightly lower than
in 2024. In the fourth quarter of 2025, seasonally and calendar-adjusted GDP rose by 0.3 %
compared with the previous quarter. This expansion was primarily driven by domestic demand.
N CHART 8 LEFT Investment activity continued to develop dynamically, not least due to the use of
EU funds from the Resilience and Recovery Facility (European Commission, 2025). By contrast,
net exports remained subdued against the backdrop of a weak international environment. Look-
ing ahead, private consumption is likely to be dampened by the rise in energy prices resulting
from the oil supply shock. This is indicated by the sharp decline in consumer confidence in
March and April 2026. Against this backdrop, the GCEE expects real GDP to grow by 0.5 % in
both 2026 and 2027.

The Spanish economy continues to expand strongly. In 2025, annual average real GDP
growth stood at 2.8 %. At the end of the year, GDP rose by 0.8 % in the previous quarter, real,
seasonally and calendar-adjusted. Private consumption, in particular, is developing dynamically
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against a backdrop of rising employment and strong growth in real disposable income. N CHART
8 LEFT A significant contribution to this have been the high levels of immigration in recent years.
According to estimates, since 2022 around half of overall output growth has been attributable
to the expansion of the foreign labour force (Carrasco and Torres, 2026). By contrast, net ex-
ports contributed to dampening GDP growth, as imports rose significantly in the wake of strong
domestic demand. According to the flash estimate, GDP rose by 0.6 % in the first quarter of
2026. The economic expansion is expected to slow in the coming months, although consumer
confidence in Spain has not yet fallen as sharply as in other euro area countries, compared to
non-euro area countries, despite rising energy prices. Real GDP is expected to grow by 2.2 %
and 1.9 % in 2026 and 2027 respectively, thus continuing to show above-average output
growth compared to other major economies in the euro area.

N CHART 8
Gross domestic product and leading indicators in the euro area

Contributions to GDP growth? in the euro area? Confidence indicators?®
in the second half of 2025
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European Commission's Business and Consumer Survey. 4 - Standard deviation from the average for the period
January 1999 to April 2026.

Sources: European Commission, Eurostat, own calculations
© Sachverstandigenrat | 26-086-01

Macroeconomic performance of the overall economy in the Netherlands proved robust last
year. Real GDP grew by an annual average of 1.8 % in 2025. In the fourth quarter of 2025,
seasonally and calendar-adjusted GDP rose by 0.4 % compared to the previous quarter. Output
growth was driven primarily by net exports and government consumption. N CHART 8 LEFT Exports
of goods rose significantly once again, whilst imports increased only slightly. The sharp rise in
government spending is likely to be attributable in part to significant additional expenditure in
the defence sector. By contrast, domestic private demand remained subdued. Although real
incomes rose again, private consumption expanded only moderately, not least due to a contin-
ued high savings rate. In the first quarter of 2026, economic output rose only slightly (0.1 %),
primarily due to stagnating private consumption. The sharp decline in consumer confidence up
to and including April 2026 and the energy-price-related losses in purchasing power expected
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over the forecast period point to continued subdued private consumption. Overall, therefore, a
slowdown in economic momentum is to be expected. The GCEE forecasts real GDP growth of
0.9 % in 2026. In 2027, GDP growth is then expected to reach 1.2 %.

15.

16.

In recent months, the European Commission has concluded negotia-
tions on trade agreements with the Mercosur states, India and Aus-
tralia (European Commission, 2026a, 2026b, 2026¢). Whilst the agreements
with India and Australia still require ratification by the Member States and the
European Parliament, the agreement with the Mercosur countries has been pro-
visionally applied since 1 May 2026. However, the outcome of further pending
approval processes is subject to uncertainty. In the case of India, the removal of
tariffs and other trade barriers would in any case take place gradually over a tran-
sition period of up to 15 years (European Commission, 2026b). During the fore-
cast period, therefore, the trade agreements with India and the Mercosur states
are unlikely to have any significant impact on GDP growth or external trade in the
euro area (Deutsche Bundesbank, 2026a). One reason for this is not least that
trade between the EU and the countries concerned has so far been limited. For
example, exports to India, the Mercosur countries and Australia accounted for
just under 3 % of Germany’s total exports in 2025 (Federal Statistical Office,
2026a).

The economic recovery in the euro area has been disrupted by the en-
ergy supply shock. v iteEm10 According to the European Commission’s survey-
based indicator, consumer confidence deteriorated significantly in March and
April 2026, reaching its lowest level since December 2022. ~ cHART 8 RIGHT Further-
more, business sentiment in the trade and services sectors has deteriorated. How-
ever, the sharp rise in energy prices v ITEM 27 in the wake of the Iran war, as well as
uncertainty over US tariff policy, are dampening private consumption and com-
pany investment activity. On the other hand, the economy is likely to be supported
by additional government spending, particularly in the defence sector in member
states such as Germany and the Netherlands. Overall, fiscal policy is expected to
be slightly. According to the IMF’s forecast, the structural budget deficit in the
euro area is expected to increase by 0.2 percentage points in both the current and
coming year. The GCEE forecasts seasonally and calendar-adjusted annual aver-
age GDP growth rates of 0.8 % and 1.2 % for the euro area excluding Germany in
the current and coming year respectively.
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N TABLE 1
Gross domestic product and consumer prices of selected countries

Gross domestic product2 Consumer prices

Country/country group Change on previous year in %
2025 | 2025 | 2027 | a0ms | 200 [ 2027
Europe 29.2 1.6 1.0 1.3 4.6 4.9 4.0
Euro area® 16.9 1.5 0.7 1.0 21 3.0 2.6
including: Germany 4.7 0.3 0.4 0.6 2.3 3.1 2.8
France 3.2 0.9 0.5 0.8 0.9 2.6 2.3
ltaly 2.4 0.7 0.5 0.5 1.6 2.9 2.8
Spain 18 2.8 2.2 1.9 2.7 3.1 2.5
Netherlands 1.3 1.8 0.9 1.2 3.0 2.7 2.6
United Kingdom 3.8 1.4 0.9 11 3.4 3.1 2.6
Russia 2.4 0.9 1.2 1.0 8.7 6.5 6.0
Central and Eastern Europe5 2.0 2.4 2.1 2.3 4.0 4.4 3.2
Tirkiye 1.5 3.6 2.9 3.2 34.9 35.2 26.1
Other countries® 2.5 17 1.6 15 1.6 1.7 1.7
America 36.4 21 18 1.9 3.5 41 34
United States 28.9 2.1 19 1.9 2.7 3.6 2.9
Latin America’ 3.1 2.0 1.3 2.1 11.8 10.0 7.7
Canada 2.2 1.7 1.0 1.5 2.1 2.7 2.3
Brazil 2.1 2.6 2.1 2.1 5.0 4.3 4.0
Asia 32.7 4.6 4.2 4.0 1.0 1.7 1.3
China 18.5 5.0 4.5 4.5 0.0 0.7 0.2
Japan 4.2 1.2 0.5 0.8 3.2 1.9 2.3
India 3.7 7.3 6.9 6.5 2.2 4.7 3.6
Asian advanced economies® 3.6 3.7 4.5 2.2 1.7 2.4 2.3
Southeast Asian emerging economies 2.8 4.5 4.0 4.4 1.4 2.8 2.5
Total 100 2.7 23 23 3.0 3.5 2.8
Advanced economies® 65.8 1.9 1.5 1.5 2.5 3.1 2.6
Emerging economies™* 34.2 4.4 4.0 4.0 3.9 43 3.2
memorandum:
weighted by exports? 100 2.1 1.7 1.8
following IMF concept™® 100 3.3 3.1 2.8
World trade™ 4.2 2.3 1.6

1 - GDP (US dollar) of the named countries or country groups in 2024 as a percentage of total GDP of the named coun-
tries or country groups, corresponding to 90 % of the IMF country group weighted by US dollars and 85 % of the IMF
country group weighted by purchasing power parities. 2 - Price-adjusted. Values are based on seasonal and calendar-
adjusted quarterly figures. 3 - Forecast by the German Council of Economic Experts. 4 - Consumer price inflation is
based on the HICP. 5 - Czechia, Hungary, Poland, Romania. 6 - Denmark, Norway, Sweden, Switzerland. 7 - Argentina,
Chile, Colombia, Mexico. 8 - Hong Kong, Republic of Korea, Singapore, Taiwan. 9 - Indonesia, Malaysia, Philippines,
Thailand. 10 - Asian advanced economies, euro area, Central and Eastern Europe, Australia, Canada, Denmark, Japan,
Norway, Sweden, Switzerland, United Kingdom, United States. 11 - Latin America, Southeast Asian emerging economies,
Brazil, China, India, Russia, Turkiye. 12 - Total of all listed countries. Weighted by the respective shares of German
exports in 2024. 13 - Weights according to purchasing power parities and extrapolated to the countries covered by the
IMF. 14 - As measured by the Dutch Centraal Planbureau (CPB).

Sources: CPB, Eurostat, IMF, national statistical offices, OECD, own calculations
© Sachverstandigenrat | 26-068-01
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17.

18.

19.

The global economy is expected to weaken slightly over the forecast
period. This slowdown is largely caused by the energy supply shock resulting
from the war in Iran. Higher energy prices have been driving up inflation since
March 2026 and are likely to dampen private household consumption expendi-
tures in particular over the forecast period. Furthermore, the persistently high US
import tariffs are weighing on global trade in goods. Accordingly, global GDP is
expected to remain below its long-term average over the forecast period. This fore-
cast assumes that prices for crude oil and natural gas will fall slightly over the
forecast period in line with the respective futures prices, but will remain at ele-
vated levels. v Box 4 With regard to US import tariffs, it is assumed that there will
be no further tightening of US trade policy. Overall, the GCEE expects global GDP
to rise by 2.3 % in both 2026 and 2027. Global trade in goods is expected to grow
by just 2.3 % in 2026. In 2027, however, it is expected to expand at a weaker rate
of 1.6 %. N TABLE 1

2. Higher energy prices are raising consumer prices
worldwide

Global consumer price inflation averaged 3.0 % in 2025 and stood at 3.0 %
in the first quarter of 2026 compared to the same quarter of the previous year.
The war in Iran and the de facto blockade of the Strait of Hormuz  BAck-
GROUND INFO 1 have severely constrained the supply of fossil fuels and led to signifi-
cant price increases. ¥ ITEMS 19 F. As a result, consumer price inflation rose signifi-
cantly in many economies in March 2026 and is likely to remain elevated. ~ TEms
24 AND 31 Furthermore, higher service prices continue to drive inflation in many
advanced economies. The monetary policy stances of the central banks of the larg-
est economies continue to diverge. ~ iTem 28 Whilst the ECB has kept its key policy
rate unchanged since summer 2025, the Bank of England cut its key policy rates
in December 2025 and the Federal Reserve did so in September, October and De-
cember 2025.

The price of Brent crude oil rose to an average of USD 99 per barrel in March
2026 and stood at an average of USD 102 per barrel in April 2026, just above the
USD$ 100 mark. ~cHART 9 Top The crude oil price had last crossed this threshold
following Russia’s attack on Ukraine. Compared to the previous month, the crude
oil price rose by 43 % in March 2026. This sharp increase is attributable to the de
facto blockade of the Strait of Hormuz, through which around 20 % of global oil
and petroleum product consumption is shipped. 5 BACKGROUND INFO 1 In response to
the Iran War, the 32 member states of the International Energy Agency (IEA) an-
nounced on 11 March 2026 that they would release strategic oil reserves at a his-
toric level of 400 million barrels (IEA, 2026). This corresponds to the volume of
crude oil and petroleum products that was typically transported through the Strait
of Hormuz within 20 days prior to the Iran war (OECD, 2026). Following Russia’s
attack on Ukraine, a total of 240 million barrels were released by the IEA and the
US in March and April 2022 (IEA, 2022). The price rise in March 2026 signifi-
cantly exceeds the price rise following the Russian attack. N CHART 9 BOTTOM LEFT
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20. Wholesale prices for natural gas in Europe averaged around 54 euros per
megawatt hour (MWh) in March 2026, which was around 11 euros higher than in
the same month the previous year. v cHArRT 9 Top In the first two months of 2026,

N CHART 9
Focus on energy prices

Prices for crude oil and natural gas

Euro/MWh, US dollar/barrel
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1 - The European Gas Index (EGIX) is based on exchange trades with the respective current front month contracts of the
Trading Hub Europe (THE). A front month contract is defined as a contract maturing in the next month that is traded on
the futures exchanges. 2 - Average futures prices of the last 10 trading days for June 2026 and the following months, as
of 1 May 2026. 3 - Prices are based on delivery at the Henry Hub in Louisiana. Official daily closing prices at 2:30 p.m.
from the trading floor of the New York Mercantile Exchange (NYMEX) for a specific delivery month. Due to extreme cold in
Canada and the USA, demand for natural gas temporarily rose sharply at the beginning of 2024 and 2026. 4 - Price in
US dollar/ MMBtu (1 million British thermal units) converted into €/MWh. For the conversion of the futures prices, the last
available daily rate is used. 5 - Japan Korean Marker (JKM) is the Northeast Asia spot price index for LNG delivered ex
ship to Japan and Korea. 6 - Oil price extrapolated with an annual inflation rate of 2 %. 7 - Weighted average based on
sampling of approximately 900 retail outlets, 8:00 a.m. Monday.

Sources: ECB, EEX, EIA, European Commission, ICE, LSEG Datastream, NYMEX, own calculations
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21,

22,

23.

the average European natural gas price was still just under 35 euros per MWh.
The average natural gas price in North-East Asia also rose to around 54 euros per
MWh in March 2026, having averaged just under 31 euros per MWh in January
and February 2026. The rise in natural gas prices in Europe and North-East Asia
since the start of 2026 was driven in January by the extreme cold wave in the
northern hemisphere and subsequently by the global shortage of natural gas sup-
ply due to the war in Iran. Before the war began, around 20 % of globally traded
liquefied natural gas was shipped through the Strait of Hormuz, which has since
been blocked. In April 2026, natural gas prices in Europe fell slightly, averaging
46 euros per MWh. In North-East Asia, the average price of natural gas remained
constant at 52 euros per MWh in April 2026.

Over the forecast period, prices for crude oil and liquefied natural gas in
Europe and North-East Asia are expected to remain significantly higher. Re-
duced supply due to destroyed production facilities is likely to contribute to this
over the forecast period (Dahan et al., 2026). According to futures prices, the
crude oil price is expected to remain above 100 US dollars per barrel until June
2026 and only then begin to decline slowly. ~ cHART 9 ToP In April 2027, the crude
oil price is expected to fall below USD 80 per barrel for the first time, in line with
expectations on the futures markets, and to decline to around USD 76 per barrel
by the end of the forecast period. For natural gas in Europe, forward prices suggest
that the natural gas price is likely to remain above 44 euros per MWh until Feb-
ruary 2027 and only then fall to as low as 35 euros per MWh. ~ cHART 9 TOP

In the US, natural gas prices are expected to rise only slightly over the forecast
period leading up to the winter of 2026/27. ~ cHART 9 ToP Natural gas prices in the
US are largely decoupled from those in Europe and North-East Asia. On the one
hand, the US is a net exporter of natural gas. On the other hand, liquefied natural
gas export facilities in the US were already operating at high capacity even before
the Iran war, meaning that the short-term export of additional volumes is limited
(EIA, 2026; Grimm et al., 2026).

Disruptions in the markets for crude oil and liquefied natural gas gen-
erally lead to price increases in all regions across the globe, as these com-
modities are traded globally. In the short term, however, the economically damp-
ening effects could vary by region. In particular, the Asian advanced economies
and the Southeast Asian emerging economies are, in some cases, heavily depend-
ent on oil and gas imports from the Middle East (Adrian et al., 2026; Jones, 2026).
Trade flows and sources of supply are likely to take some time to adjust. During
this adjustment process, economies with greater solvency, such as the EU and the
US, are likely to absorb a larger share of the globally available volumes, meaning
that the impact is likely to be felt more acutely in Asia. N BACKGROUND INFO 1

Prices for other commodities have remained at similar levels or risen
compared to January 2026. The average price of copper in April 2026 was
around USD 12,890 per tonne, having fallen in March 2026. The futures price
curve for the last ten trading days has shifted slightly upwards compared with the
futures price curve prior to the start of the Iran war. v cHART 10 LEFT There are also
signs of price pressure in food commodities. The average price of wheat in
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April 2026 was just under 16 % higher than the average price in January 2026.
N CHART 10 RIGHT Higher prices for energy and, in particular, fertilisers are likely to
be responsible for this increase (FAO, 2026). Fertiliser prices rose by just under
20 % in March 2026 compared with the previous month. ~ cHART 10 RIGHT Around a
third of seaborne fertiliser production was shipped through the Strait of Hormuz
before the start of the Iran war. Furthermore, the most important raw material
for the production of nitrogen fertiliser is natural gas. Forward prices for urea fer-
tilisers, for example, have already risen sharply. Consequently, the forward price
chart for wheat on the financial markets has shifted upwards. ~ CHART 10 RIGHT

Consumer price inflation rose in March 2026, in some cases sharply, in
many economies worldwide. In the US and the UK, it stood at 3.3 % year-on-
year in March 2026. In the euro area, the Harmonised Index of Consumer Prices
rose by 2.6 % year-on-year in March 2026. Higher prices for fossil fuels are usu-
ally passed on to consumers quickly, for example in the cost of fuel. ~ cHART 9 BOTTOM
RIGHT Further price rises are likely to follow when private households renew their
energy supply contracts (GCEE Economic Outlook 2022 box 3) and firms pass on
price increases for intermediate goods and production to private households. ~ I-
TEM 31

Before the start of the Iran war, trends in consumer price inflation var-
ied across the major advanced economies. Although inflation in the US, the UK
and the euro area declined in January and February 2026 compared with the
fourth quarter of 2025, in February 2026 year-on-year inflation in the US (2.4 %)

Focus on commodity prices
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1 - Metals traded at the London Metal Exchange (LME). 2 - Average futures prices of the last 10 trading days for May
2026 and the following months, as of 1 May 2026. 3 - Average forward prices over the ten trading days from 16 to 27
February 2026 for March 2026 and subsequent months. 4 - An American unit of measurement used to determine the
volume of a commodity (e.g. grain); it is equivalent to 60 Ibs (27.216 kg). 5 - Wheat traded at the Chicago Board of Trade
(CBOT). 6 - Monthly figures, not seasonally adjusted.

Sources: CBOT, IMF, LME, own calculations
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25.
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27.

and the UK (3.0 %) was still significantly higher than the 1.9 % recorded in the
euro area. v~ ITEM 27 In the US and the UK, inflation continues to be driven largely
by nominal wage growth and a correspondingly sustained rise in service prices
(BoE, 2026; de Soyres et al., 2026).

In the US, the pass-through of higher US import tariffs to goods prices
is likely not yet complete. According to estimates by the Yale Budget Lab
(2026), by January 2026 inclusive, US tariffs are expected to have been passed on
to the prices of imported consumer goods by between 46 % and 86 % for goods
excluding energy and food, and by between 51 % and 115 % for durable goods.
Prices for imported core goods and for durable goods in the Personal Final Con-
sumption Expenditures Index (PCE) rose by 1.5 % each in 2025 up to and includ-
ing January 2026, and are thus significantly higher than the corresponding fig-
ures for the previous year. In November 2025, the US government reduced US im-
port tariffs on certain foodstuffs due to the ongoing rise in prices (Shalal and
Lawder, 2025). However, the continued sharp rise in food prices up to and includ-
ing February 2026 suggests that the pass-through is continuing (BLS, 2026).

China’s inflation rate stood at 1.0 % year-on-year in March 2026. Although
this marks the second-highest level in three years, the rise in prices is lower
than in other economies. In February 2026, consumer prices had risen signifi-
cantly by 1.3 % year-on-year due to the start of the Chinese New Year and the as-
sociated traditional holiday period. Chinese producer prices rose by 0.5 % year-
on-year in March 2026, marking the first increase in three years. This rise is
largely driven by higher energy prices. Producer prices had previously been falling
since October 2022, reflecting subdued domestic demand and the significant ex-
pansion of production capacity in China (GCEE Annual Report 2025 item 14).

Inflation in the euro area has risen significantly. After inflation fluctuated
around 2 % year-on-year in the second half of 2025 and even fell to 1.7 % in Jan-
uary 2026, inflation has recently risen noticeably due to energy prices. In March
2026, overall consumer price inflation stood at 2.6 %. Whilst service prices con-
tinued to rise at rates of over 3 %, the sharp increase was primarily attributable to
energy prices. These rose by just under 5 % compared with the previous year. In
February, they had still been around 3 % below their previous year’s level. Accord-
ing to the flash estimate, this trend continued in April 2026. Inflation rose to
3.0 % and energy prices rose by 10.9 % compared to the previous year. Against the
backdrop of futures prices for crude oil and natural gas, price inflation is likely to
rise significantly for some time during the forecast period. In line with expecta-
tions in the futures markets, crude oil prices are set to ease gradually over the
forecast period. v iTeEM 21 Consequently, petroleum products such as motor fuels
are likely to become cheaper again at a slow pace. Prices for other energy sources
such as electricity or natural gas, which are typically procured at fixed rates over
longer terms, are likely to be reflected in price statistics only with a delay (Grimm
et al., 2023, 2026; GCEE Economic Outlook 2022 box 3). However, the rise in
electricity prices could be less pronounced in European Member States such as
France or Spain, where electricity production is less dependent on gas (Grimm et
al., 2026). Over the forecast period, more expensive energy is also likely to in-
creasingly feed through to stages of production and other product groups, pushing
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up the core inflation rate, which currently stands at 2.2 %. Calculations by the ECB
suggest that a 1 % increase in the prices of intermediate goods in the producer
price index raises the prices of non-energy industrial goods in the consumer price
index by 0.3 % over a twelve-month period (Koester et al., 2021).

Since the start of 2026, the central banks of the US, the UK and the euro area
have kept their key policy rates unchanged. ~ cHART 11 LEFT In the second half
of 2025, some central banks had actually cut their key policy rates. Whilst the
ECB’s key policy rate has remained unchanged at 2.0 % since June 2025, the Fed-
eral Reserve cut its key policy rate three times in a row in September, October and
December 2025. On 1 May 2026, the Federal Funds Rate stands between 3.5 %
and 3.75 %. The Bank of England last cut its key policy rate in December 2025 to
3.75 %. N CHART 11 LEFT

As a result of the war in Iran and the sharp rise in prices for fossil fuels, expecta-
tions regarding the trend in key interest rates on the financial markets
were revised significantly upwards. At the start of 2026, futures markets
were still anticipating a Federal Funds Rate falling to 3 % in 2027 and a constant
interest rate by the Governing Council of the ECB of around 2 % throughout the
forecast period. On average for the second half of April 2026, the futures markets
now expect the ECB interest rate to rise by around 60 basis points. N CHART 11 LEFT
By contrast, financial markets expect the US key policy rate to remain constant in
2026 and to fall slightly in 2027. This reflects the fact that higher consumer prices
are anticipated in both economies and that central banks are expected to adjust

N CHART 11
Monetary policy and exchange rates
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1 - The considered key interest rates are the ECB deposit facility rate for the euro area, the federal funds rate for the
United States and the bank rate for the UK. 2 - Market participants' expectations of central bank interest rates derived
from the 30-day Federal Funds Futures for the United States, Euro Short Term Rate (STR) Overnight Index Swaps implied
forward interest rates for the 1-month Euro STR for the euro area and the overnight index swap forwards for the United
Kingdom. Retrieved on 1 May 2026. 3 - Against the currencies of the euro area's 17 most important trading partners.

Sources: BoE, CBOT, Deutsche Bundesbank, ECB, Fed, LIFFE, LSEG Workspace, own calculations
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30.

their policies. If the interest rate differential between the euro area and the US
narrows as expected in the futures markets, this will support the euro. Demand
for euro-denominated assets, such as government bonds, would rise as the rela-
tive attractiveness of US assets declines.

The euro appreciated significantly against the US dollar in 2025, rising by
11.7 %. N CHART 11 RIGHT At the same time, the US dollar depreciated against curren-
cies in the rest of the world. The nominal effective exchange rate of the euro
against a weighted average of 17 major trading partners rose by 5.7 % in 2025.
N cHART 11 RIGHT Unlike a bilateral exchange rate, this measure takes into account
not only the change against a single currency, but against various currencies
weighted by trade with the respective countries, and is therefore more representa-
tive (Deutsche Bundesbank, 2025a). The increases in both measures indicate a
strain on the euro area’s export economy.

Much of the euro’s appreciation in the second quarter of 2025 can be
attributed to a decline in risk appetite towards the US dollar and an improvement
in sentiment towards the euro (Lane, 2026). A breakdown of the sideways move-
ment of the euro-dollar exchange rate in the fourth quarter of 2025 by the
Deutsche Bundesbank (2026b) shows that a more positive assessment of the eco-
nomic situation and energy supply in the euro area supported the euro. For the
forecast period, it is assumed that the euro-dollar exchange rate will correspond
to the level observed in April 2026 of 1.17 US dollars per euro. ~ Box 4

Despite the ECB’s key policy rate remaining unchanged, financing conditions
in the euro area continued to deteriorate in the first quarter of 2026. In par-
ticular, this applies to loans to enterprises: According to the ECB’s latest Bank
Lending Survey (2026a), banks significantly tightened their credit standards (i.e.
their internal guidelines and loan approval criteria) for large as well as small and
medium-sized enterprises. This tightening was more pronounced than expected
at the start of the year and more than three times as high when compared to the
average since 2014. Among the four major economies of the euro area, such a
tightening occurred in Germany, France and Spain, whilst banks in Italy left their
credit standards unchanged. According to the banks surveyed, the main drivers of
this development are increased risks regarding the economic outlook, increased
sector- and company-specific risks, as well as a lower level of risk tolerance on
their part. In this context, several banks emphasised geopolitical tensions and ris-
ing energy prices.

The picture was more nuanced regarding loans to private households: While
banks raised credit standards for mortgage loans only slightly, they tightened
them significantly for consumer loans. The latter primarily reflects banks’ increa-
sed assessment of risk regarding borrowers’ creditworthiness as well as their re-
duced risk tolerance. For the second quarter of 2026, the banks surveyed expect
a further, in some cases marked, tightening of their credit standards across all
three loan categories. Eventually, they expect regulatory and supervisory mea-
sures, such as higher macroprudential capital buffers in individual euro area
member states, to have a tightening effect on credit standards in 2026 as well
(ECB, 2026b).
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Consumer price inflation is likely to remain significantly elevated world-
wide until spring 2027, particularly in those economies heavily dependent on
oil and gas imports. The reason for this is the pass-through of the sharp rise in
prices for fossil fuels in March 2026. ~ iTevs 19 Fr. In the short term, the rise in the
energy component is pushing up consumer prices. Additional price pressure is
likely to arise for foodstuffs due to the rise in fertiliser prices. ~ iTEM 23 Over the
remainder of the forecast period, goods whose production requires crude oil or
natural gas are also likely to become more expensive due to higher production
costs. viTEM 24 Overall, the GCEE forecasts global consumer price inflation of
3.5 % for 2026. In 2027, the rise in consumer prices worldwide is expected to be
lower again at 2.8 %, as prices for fossil fuels are likely to continue to normalise.
~ITEM 21 In the euro area, consumer price inflation is expected to rise to 3.0 % in
2026 and stand at 2.6 % in 2027.

3. Risks: Persistently high energy prices and
disruptions to supply chains

In the wake of the war in Iran, the availability of crude oil and liquefied
natural gas could remain significantly constrained over the forecast pe-
riod. Consequently, the cumulative shortfall in energy production in the Gulf
states over the forecast period could dampen global energy supply more than ex-
pected. There is therefore a risk that prices for fossil fuels, particularly crude oil,
will hardly fall at all during the forecast period, contrary to expectations on the
futures markets. v mem 21 If prices for crude oil and liquefied natural gas remain
elevated, private households would have to spend an even larger share of their
disposable income on energy than in the baseline scenario. This could dampen
real private consumption expenditures even more than previously assumed.
N Box 1 At the same time, pressure on firms to pass on higher prices for inputs and
energy to private households could intensify. Both factors could lead to consumer
prices rising much more sharply than forecast globally and to an intensification of
overall economic activity, particularly in terms of private household consumption
expenditures, compared to expectations.

So far, standard indicators do not yet suggest that supply chains are under pres-
sure (Caldara et al., 2025; New York Fed, 2026). In individual markets, such as
those for wheat and fertilisers, however, sharply rising prices point to potential
bottlenecks. v ITEm 23 The blockade of the Strait of Hormuz and rising security costs
in maritime transport have already led to a shortage in the global supply of crude
oil and liquefied natural gas. v iTEms 19 F. This could lead to delays and shortages of
petrochemical intermediates, such as fertilisers v iTEm 23 and plastics, as well as
energy-intensive raw materials, such as metals and chemical products. A more
severe shortage of fertilisers than assumed in the forecast could significantly
hamper agricultural production over the forecast period, thereby pushing up food
prices more than expected. In addition, there could be a physical shortage of fuels.
As a result, procurement costs could rise more sharply than anticipated. This
could translate into rising production costs across the entire value
chain and exert additional upward pressure on consumer price inflation.
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34. Rising gross fixed capital formation in the area of artificial intelligence (AI) and
positive wealth effects from high stock market prices on private household con-
sumption expenditures contributed to real GDP growth in the US in 2025, v BOX 2
whilst also supporting the global economy. However, a possible overestimation
of the business potential of technology firms in the US poses a risk to the
global economy. A dampening of expectations regarding the economic use of Al,
beginning during the forecast period, could cause an abrupt correction in the val-
uation of technology firms and trigger significant turmoil in the financial markets.
The likelihood of such a correction is further increased by the current high energy
prices, as the use of Al is very energy-intensive. The resulting financial market
turbulence could not only jeopardise the financial stability of the global economy
during the forecast period, but also have implications for the macroeconomy. In-
vestment in the technology sector could decline significantly, manifesting as a
rapid and sharp contraction in investment in machinery and equipment in the US
and in exports of capital goods from Asian industrialised countries. Furthermore,
as many private households, particularly in the US, have significant exposure to
the stock market, such price falls could lead to losses in wealth and, consequently,

to a sharp decline in private household consumption expenditures.

N BOX 4

Forecast assumptions

Prices for fossil fuels rose significantly in March 2026 as a result of the war with Iran and the
de facto blockade of the Strait of Hormuz. N ITEM 19 N BACKGROUND INFO 1 However, the increase
for the first quarter of 2026 as a whole is moderate on a quarter-on-quarter basis, as prices in
January and February 2026 tended to be below average compared to the previous year. In April
2026, the price of crude oil stood at 102 US dollars per barrel. Although the price is expected
to fall over the course of the year in line with futures market expectations, crude oil is still likely
to cost just under 82 US dollars per barrel in the first quarter of 2027 and fall to only around
76 US dollars per barrel by the end of the forecast period. N TABLE 2 Wholesale gas prices in
Europe stood at around 46 euros per MWh in April 2026. Up to and including the first quarter
of 2027, forward prices remain elevated, with quarterly averages of just over 44 euros per
MWh. N TABLE 2 It is not until the second quarter of 2027 that prices on the futures markets are
expected to approach 35 euros. The wholesale price for electricity in Germany also rose in
March 2026. This is partly due to higher costs for electricity production by gas-fired power sta-
tions. Forward prices for electricity will return to normal from 2027 onwards. N TABLE 2

The ECB’s deposit rate has remained unchanged since June 2025, unlike that of the Federal
Reserve in the US. y1TEM 28 The futures markets expect the key policy rate to rise by around 60
basis points by the first quarter of 2027 and to remain at this level for the remainder of the
forecast period. N TABLE 2 The euro-US dollar exchange rate stands at 1.17 US dollars per euro
in the first quarter of 2026, having changed little since the sharp appreciation in the summer
of 2025. N ITEM 29 For the forecast period, the average exchange rate observed at the cut-off
date in April 2026 of 1.17 US dollars per euro is projected to remain constant.

In line with expectations on the futures markets, the forecast assumes that the disruptions
on global energy markets will ease over the course of the year. It is also assumed that there will
be no further tightening of US trade policy and that the tariff agreements concluded to date will
be adhered to worldwide.
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N TABLE 2
Forecast assumptions1

| ot |02 esfos]ar]e2]osfos ot faalos]os

0il price (Brent)?

US dollar/barrel 751 66.9 682 631 781 1068 948 861 815 789 772 76.2
Gas price (EGIX THE)?
€/MWh 47.7 36.7 34.0 314 415 440 445 449 441 365 351 355

Electricity price (EEX Phelix)2
€/MWh 118.0 77.4 89.6 136.2 136.2 815 924 109.5 1065 76.4 84.2 96.6

Overnight rate (ECB)*°
% p. a. 28 23 20 20 20 20 24 25 26 26 26 25

Exchange rate (ECB)4
US dollar/€ 1.0 1.13 1417 14146 147 147 147 147 147 147 147 147

1 - Values observed until 2026Q1; assumptions from 2026Q2 onwards. 2 - The assumptions are based on the
average future prices for the past ten trading days, as of 1 May 2026 3 - Deposit facility rate. 4 - The exchange
rate will be projected from the first quarter of 2026 onwards using the average of daily values in April 2026.

Sources: ECB, EEX, ICE, LSEG Workspace, NYMEX, own calculations
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l1l. GERMANY

35.

36.

37.

Following the recessionary years of 2023 and 2024, the German economy grew by
0.2 % in real terms last year. This increase was primarily driven by private house-
hold consumption expenditures. German goods exports fell for the third con-
secutive year. Gross fixed capital formation remained weak, and capacity
utilisation in the manufacturing sector and building construction is be-
low capacity (ifo Institute, 2026b). In addition to the persistently turbulent ge-
opolitical environment and US trade policy, the declining competitiveness of Ger-
man industrial goods is weighing on the economy. v ITEM 42

The slight improvement in Germany’s economic performance that was beginning
to emerge at the start of 2026 is now being dampened by another shock. The war-
induced blockade of the Strait of Hormuz is having a severe impact on global en-
ergy markets. German GDP is expected to grow only slightly again over the fore-
cast period due to higher energy prices. v Tems 19 F. On the one hand, gross
fixed capital formation is likely to expand at a subdued pace. v iTEmS 53 F. On the
other hand, the passing on of higher energy prices to consumer prices is likely to
lead to a loss of purchasing power among private households and weaker con-
sumer sentiment. Private consumption is therefore expected to expand signifi-
cantly more slowly over the forecast period than in the past year. ~ imem 50 Further-
more, the slowing global economy v iTEm 17 is likely to continue to dampen goods
exports over the forecast period.

However, public expenditure under the fiscal package adopted in March 2025
is having a supportive effect. v iTEm 45 This is likely to lead to noticeable growth in
public civil engineering during the entire forecast period and to investment in ma-
chinery and equipment. v TEms 53 F. Government consumption is also expected to
expand strongly. Furthermore, leading indicators in private residential construc-
tion are pointing upwards. The GCEE expects German GDP to grow by 0.5 %
in 2026 and by 0.8 % in 2027. Of this, 0.3 percentage points in 2026 and 0.1
percentage points in 2027 are attributable to the calendar effect. Consumer
price inflation is expected to stand at 3.0 % in 2026 and 2.8 % in 2027.
Core inflation is expected to be 2.3 % in 2026 and 2.9 % in 2027.

This forecast assumes that the price of crude oil will develop over the forecast pe-
riod in line with the forward prices prevailing at the cut-off date of 1 May 2026.
v Box 4 However, given the turmoil in the Gulf region, the availability of crude oil
and liquefied natural gas could be significantly constrained over a prolonged pe-
riod, and the price of crude oil could remain above current expectations on the
futures markets for longer. The forecast is therefore subject to considerable
risks. To account for this high level of forecast uncertainty, a supplementary sce-
nario for German GDP growth and inflation is considered, which reflects an alter-
native development in the crude oil price. v Box 7 This scenario assumes that the
crude oil price will rise to 120 US dollars per barrel in May 2026 and remain at
this level until October 2026. It is also assumed that the crude oil price will fall
again from November 2026 and dip below the 100 US dollar per barrel mark in
the second quarter of 2027. The GCEE estimates that, under these conditions,
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GDP is likely to grow by only 0.2 % in 2026 and by 0.5 % in 2027. Consumer price
inflation is then expected to stand at 3.5 % in 2026 and 3.2 % in 2027.

1. Real economy: Cyclical recovery under
difficult conditions

The economic situation in Germany remains weak at the start of 2026,
despite slight signs of improvement. v cHART 12 LEFT Manufacturing production has
largely stagnated since mid-2024. The weakness in production, which has been a
persistent trend since mid-2018, is evident across the manufacturing sector
(GCEE Annual Report 2025 items 40 f.). Service sector production declined be-
tween September and December 2025. The recovery in January is attributable in
particular to business-related services. Here, production in the transport and stor-
age sectors, as well as in information and communication, increased significantly.
However, business expectations in the services sector declined markedly in March
and April 2026 and slumped sharply in April, particularly in road freight trans-
port (ifo Institute, 2026b).

The situation in the construction industry improved somewhat by the end of 2025.
Production in civil engineering has been on an upward trend since autumn 2024,
and initial signs of an upturn were also visible in building construction in Decem-
ber 2025. The positive developments in construction were interrupted by the low
temperatures in January and February 2026, but are likely to continue in a more
subdued form for the remainder of 2026. The sharp rise in energy prices is likely
to significantly dampen construction production.

Economy indicators

Production New orders
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Civil engineering Services?

Manufacturing less large orders

1 - Volume index; seasonally and calendar-adjusted values. 2 - Contains transportation and storage; accommodation
and food service activities; information and communication; real estate activities; professional, scientific and technical
activities; administrative and support service activities.

Sources: Federal Statistical Office, own calculations
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42,

The sharp rise in energy prices due to the war in Iran and their spillover into
the real economy  Box 1 are likely to dampen German GDP over the forecast pe-
riod. Business expectations deteriorated significantly again in March and April
across all economic sectors compared with those in February 2026. In energy-
intensive sectors such as the chemical industry, business expectations have fallen
particularly sharply (ifo Institute, 2026b). Here, production has already con-
tracted significantly in the wake of Russia’s war of aggression against Ukraine and
has remained at a low level ever since. The GCEE has used a structural vector au-
toregression to examine the effects of an oil supply shock on the German econ-
omy, corresponding to a price rise of around 60 % in March 2026. ~ cHART 13 The
analysis shows that such a structural shock leads directly to significantly higher
consumer price inflation, deteriorating consumer sentiment and falling retail
turnover. The rise in consumer price inflation is driven in the short term by in-
creases in the sub-indices for energy and food. This is likely to weaken real private
consumption over the forecast period. Industrial production falls in response to
the oil supply shock because the prices of imported raw materials rise. v ITEM 60

Compared to other bottlenecks on sea routes, the direct impact of the Strait of
Hormuz v BACKGROUND INFO 1 for German foreign trade is relatively low (Bo-
denschatz et al., 2026). Less than 1 % of total German imports and exports pass
through this strait (Bodenschatz et al., 2026; Bodenschatz and Flach, 2026).

The manufacturing sector continues to perform weakly. Since 2023,
price-, seasonally and calendar-adjusted gross value added has expanded in only
one quarter. Industrial production fell in December 2025 and has stagnated ever
since. N cHART 12 LEFT Following a sharp rise at the end of 2025, order intake in the
manufacturing sector fell significantly in January 2026 and recovered only
slightly in February. ~ cHART 12 RiGHT Adjusted for large orders, order intake in the
manufacturing sector has been stagnating since January 2024. In February 2026,
they rose slightly. The strong growth in order intake, including large orders, at the
end of 2025 came from both domestic and foreign sources.

Since 2025, the protectionist and uncertain nature of US trade policy, ~ ITEM 13 as
well as the appreciation of the euro, have been weighing on German exports of
goods to the US. ~yTem 29 As a result, exports to the US fell by 8.9 % in 2025 com-
pared with the previous year. v TEm 56 The decline was particularly sharp for motor
vehicles. With the US Supreme Court ruling and the currently applicable base tar-
iff, n BACKGROUND INFO 2 the conditions for German exports to the US is likely to have
changed only slightly. However, the renewed rise in trade policy uncertainty is
likely to have a negative impact on firms’ investment decisions.

The weakness of German goods exports to countries outside the EU is
weighing on the domestic manufacturing sector. Whilst goods exports to EU
countries rose by 4.2 % year-on-year in 2025, they fell by 2.7 % to countries out-
side the EU. Competition from Chinese industrial firms is likely to dampen Ger-
man exports to both China and other countries. ~ Box 5 In 2025, only around 5.2 %
of German exports went to China. In 2019, this share was still 7.2 %. China’s ex-
port structure is increasingly aligning with that of Germany. Conse-
quently, firms from both countries are competing more intensely for sales of
goods in the mechanical engineering and vehicle manufacturing sectors. At the
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same time, export prices for Chinese goods in US dollars have fallen sig-
nificantly since 2022. In 2025, they were 16.5 % lower than in 2022, whilst
German export prices for goods in US dollars rose by 10.6 %.

N CHART 13

Macroeconomic effects of an oil supply news shock on the German economy
Impulse response functions following a 60 % rise in the price of crude oil in

response to an oil supply news shock?
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1 - The vector autoregression was estimated for the period from January 1974 to June 2025 using twelve lags and the
following time series: nominal crude oil price (WTI spot price), global crude oil production, crude oil inventories in OECD
countries, world industrial production, industrial production in Germany, consumer confidence in Germany, retail sales in
Germany and consumer price inflation in Germany. The time series on world industrial production comprises industrial
production in the OECD countries, Brazil, China, India, Indonesia, Russia and South Africa. The time series was originally
used in Baumeister and Hamilton (2019) and is continuously updated. All time series (except for the inflation rate) are
included in the vector autoregression as logarithmic levels. The inflation rate is included in the vector autoregression as
a percentage and as a year-on-year change. The econometric instrument used to identify the structural shock originates
from Kanzig (2021) and was most recently updated for the period from July 1983 to June 2025. The response of the
nominal crude oil price (WTI) to the identified oil supply shock is standardised to a 60% increase. The results of the
asymmetric oil supply shocks, which only trigger increases in the crude oil price as a response, are based on the

approach of Forni et al. (2025).

Sources: Baumeister und Hamilton (2019), EIA, Fed, Federal Statistical Office, Forni et al. (2025), IMF, Kanzig (2021), LSEG Datastream,

OECD, own calculations
© Sachverstandigenrat | 26-127-01
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N BOX 5
SVR Analysis: German and Chinese exports of goods

Germany’s export-oriented industry is increasingly losing touch with the global economy. The
share of German exports in global trade in goods has fallen from 8.3 % in 2016 to 6.7 % in
2025. Furthermore, data from German foreign trade statistics show that real exports of goods
from the manufacturing sector have fallen in almost all sectors compared with 2019. N CHART 14
TOP LEFT

One reason for the weakness of German goods exports is likely to be the strong competition
from Chinese industrial firms. China is aligning its export structure with that of major industrial-
ised countries. This can be demonstrated by the development of the export similarity index.
N CHART 14 TOP RIGHT The export similarity index measures the degree of overlap between the ex-
port structures of two countries by product group. It takes values between O (completely differ-
ent export profiles) and 100 (identical export profiles) (Finger and Kreinin, 1979). The conver-
gence of German and Chinese export structures is primarily attributable to the mechanical en-
gineering and automotive industries. In both sectors, Germany continues to exhibit a higher
degree of specialisation than China, i.e. their share of total German exports is higher than the
corresponding share of Chinese exports. However, the difference in specialisation has narrowed
over time and has decreased noticeably since 2016, particularly in vehicle manufacturing.
N CHART 14 BOTTOM LEFT

In particular, China’s export structure has changed over the past 15 years, N CHART 14 BOTTOM
RIGHT whilst Germany’s export structure has shown significantly less dynamism. In China, for
example, the share of labour-intensive manufactured goods such as clothing or textiles fell sig-
nificantly compared with 2014. At the same time, the share of products from the chemical in-
dustry, mechanical engineering and vehicle manufacturing has risen compared with 2019. Fur-
thermore, shifts are also becoming apparent within the sectors. In the electronics sector, for
example, there is a shift from the final assembly of electronic products (e.g. telecommunica-
tions devices, including smartphones) to technology-intensive electronic components such as
semiconductors. N CHART 14 BOTTOM RIGHT

German Council of Economic Experts - Spring Report 2026



High energy prices weigh on the cyclical recovery - Chapter 1

N CHART 14
German and Chinese exports of manufactured goods

German exports of manufactured goods? Export similarities between China and
other countries
Cumulative change compared to 2019 in %,

growth contributions in percentage points Export Similarity Index3
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1 - Without food industry. 2 - According to foreign trade statistics, exports in 1,000 euros at volume measures,
reference year 2021. 3 - The export similarity index measures the overlap between the export profiles of two
countries by product group, in this case at the SITC 3-digit level. 4 - The product groups at the SITC 3-digit level
are colour-coded by sector. Fully coloured bars show the net difference at sector level. The shaded area captures
intrasectoral differences where higher shares of individual product groups (e.g. road vehicles) are offset by lower
shares of other product groups (e.g. ships) within the same sector (vehicles).

Sources: Federal Statistical Office, UN Comtrade, own calculations
© Sachverstandigenrat | 26-120-03

43. The situation in the main construction sector differs between building con-
struction and civil engineering. Whilst production in civil engineering is expand-
ing due to rising government contracts, it is significantly weaker in building
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44,

45.

46.

construction, and particularly in residential construction. ~cHART 12 LEFT The
strong expansion in civil engineering is largely attributable to the development of
rail infrastructure, as well as power lines, cable routes and fibre-optic infrastruc-
ture. In building construction, residential construction in particular is in decline.
With the expansion of public infrastructure spending through the Special Fund
for Infrastructure and Climate Neutrality (SVIK), gross fixed capital formation in
civil engineering is likely to continue to rise over the forecast period. In civil engi-
neering, capacity utilisation stood at 72.8 % in April 2026, 3.3 percentage points
lower than the average for the years 2016 to 2025 (ifo Institute, 2026b).

Capacity utilisation in the two sectors of the main construction industry currently
varies. Whilst capacity utilisation in civil engineering is only slightly below the
long-term average, it is significantly below it in building construction (ifo Insti-
tute, 2026b). To examine the extent to which construction firms operate
across sectors, the GCEE analysed microdata from the Monthly Report on the
Construction Industry. In 2025, around 12 % of all firms in the main construction
sector were active in both civil engineering and building construction. This pro-
portion has fallen slightly compared with 2016, when it stood at around 15 %.
Since 2018, the proportion of working hours spent on civil engineering within
these firms has risen slightly, from 50 % in 2018 to 55 % in 2025. Furthermore,
the analysis shows that shifts in capacity from building construction firms towards
civil engineering activities occur only to a very limited extent. In 2025, just under
4 % of firms that were exclusively active in building construction in 2016 also car-
ried out working hours in civil engineering. Accordingly, it is not to be expected
that spare capacity in building construction will be utilised to a relevant extent for
production in civil engineering and thereby be able to noticeably counteract the
expected rise in prices in public construction.

Government expenditure under the fiscal package adopted in March
2025 is likely to be of great significance for the German economy during the
forecast period. Expenditures from the fiscal package are expected to rise during
the forecast period, thereby supporting domestic demand. The GCEE estimates
that the funds from the fiscal package spent during the forecast period are likely
to contribute around 0.3 percentage points to GDP in both 2026 and 2027. N TEm
69 N BOX 6

Developments in the labour market are characterised by the current economic
downturn. A rapid recovery in labour demand is not yet in sight. Prospects for
exiting unemployment are currently poor due to reluctance to hire new staff, par-
ticularly among smaller firms. In the manufacturing sector, employment is being
reduced, mainly through natural turnover and retirement. As a result, age-related
departures are not currently being fully replaced. Due to the continuing weak de-
mand for labour and the demographic decline in the labour force, the number of
people in employment is likely to fall slightly in the two forecast years. The unem-
ployment rate is not expected to fall slightly until 2027. v iTEm 67
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Growth contributions to the German GDP1

Change on previous year in %, growth contributions in percentage points
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1 - Contributions to growth of price-adjusted GDP. 2 - Forecast of the GCEE. 3 - Including non-profit institutions serving
households. 4 - Including military weapon systems.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-071-01
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In 2026, German real GDP is expected to grow by 0.5 % and by 0.8 % in
2027. NCHART 15 AND N TABLE 3 In the first quarter of 2026, price-, seasonally and
calendar-adjusted GDP grew by 0.3 % in the previous quarter, according to the
flash estimate published by the Federal Statistical Office on 30 April 2026.  cHART
16 LEFT Private household consumption expenditures and government final con-
sumption expenditures, as well as exports, are likely to have supported this
growth. A breakdown of the forecast GDP growth by underlying expenditure ag-
gregates shows that the largest contributions to growth over the forecast period
will come from government consumption. Investment in machinery and equip-
ment, which is rising significantly compared to 2023 and 2024, is also making a
positive contribution to growth. N CHART 15

The output gap is expected to be —0.8 % in 2026 and —0.3 % in 2027. N CHART 16
rIGHT However, the estimate of potential output is subject to uncertainty. The range
of the 5th to 95th quantiles encompasses —1.7 % and 0 % in 2027, meaning there
is a possibility that the output gap could be significantly larger or close during the
forecast period.
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N CHART 16

Expected economic development of the German economy

Development of GDP1 Potential output and output gap®
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1 - Chained volumes, price adjusted, reference year 2020. 2 - Forecast by the GCEE. 3 - Not adjusted. 4 - Seasonally
and calendar-adjusted. 5 - Estimate by the GCEE. 6 - Quantiles of the sample.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-037-01
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Final consumption expenditures

Private household consumption expenditures expanded strongly last
year, rising by 1.6 % in real terms compared with 2024. This sharp increase was
accompanied by a decline in the savings rate from 11.3 % in the fourth quarter of
2024 to 10.3 % in the fourth quarter of 2025. In the meantime, real disposable
income rose by just 0.5 %, having expanded much more strongly by 1.6 % in 2024.
N CHART 17 LEFT Real mass income rose by 1.4 % year-on-year in 2025. This was
driven by the significant rise in net wages and salaries as well as monetary social
benefits. Compared to mass income, disposable income performed more weakly,
particularly due to a sharp decline in operating surpluses in the first quarter of
2025. Despite a continued subdued consumer climate N CHART 17 RIGHT among pri-
vate households, private household consumption expenditures rose by 0.5 % in
the fourth quarter of 2025, seasonally and calendar-adjusted, compared with the
previous quarter. In particular, higher expenditures on housing, water, electricity
and fuel, as well as on insurance firms and financial services, are likely to have
contributed to this trend.

Seasonally and calendar-adjusted retail turnover fell by 1.1 % in the first quarter
of 2026 compared to the previous quarter’s average. N cHART 17 LEFT In addition,
seasonally and calendar-adjusted turnover in the hotel and restaurant industry
fell by 3.6 % on average in January and February 2026 compared to the previous
quarter’s average. New private car registrations also declined in the first quarter
of 2026. According to a flash estimate from the Federal Statistical Office, private
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N CHART 17
Consumer indicators in Germany

High energy prices weigh on the cyclical recovery - Chapter 1

household consumption expenditures are nevertheless likely to have supported
GDP growth in the first quarter of 2026.

Over the remainder of the forecast period, nominal disposable income is expected
to rise only moderately. Consumer prices, which are rising sharply in the wake of
higher energy prices, are likely to significantly erode the purchasing power of pri-
vate households and thus reduce real income growth. Consumer price inflation
stood at 2.7 % and 2.9 % in March and April 2026 respectively, having been 1.9 %
in February 2026. ~ imEm 62 In addition, private households’ price expectations rose
significantly in March 2026. ~ cHART 17 RiGHT Higher inflation is likely to persist in
2026 and ease slightly in 2027. Against this backdrop, the GCEE expects real in-
come growth for the current and coming year to be just 0.1 % and 0.5 % respec-
tively. Overall, real private household consumption expenditures are
likely to grow significantly less during the forecast period than in 2025.
For 2026, the GCEE expects an increase of 0.3 % and in 2027 an increase of
0.5 % year-on-year.

Government final consumption expenditures rose by 1.3 % in 2025
compared to the previous year. The main reason for the rise in government
final consumption expenditures in 2025 was the increase in social benefits in
kind, particularly expenditure on health and care as well as hospital services.
Overall, nominal social benefits in kind rose significantly by 7.3 %. Compensation
of employees in the public sector also rose sharply by 7.5 % compared to the pre-
vious year.

Income and turnover Consumer confidence
Index, 2023 = 100 Balance® Points®
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1 - Volume index, seasonally and calendar-adjusted. 2 - Real index excluding the trade in motor vehicles. 3 - Seasonally
adjusted, quarterly figures.Deflation is based on the deflator of final consumption expenditure. 4 - Net wages and
salaries including monetary social benefits less social security contributions and consumption-related taxes. Deflation is
based on the deflator of final consumption expenditure. 5 - Disposable income of private households. 6 - Seasonally
adjusted figures. 7 - The Consumer confidence index and the indicators on price expectations and propensity to save are
based on selected questions answered by consumers according to the Joint Harmonised EU Programme of Business and
Consumer Surveys. They each refer to the coming 12 months. 8 - Based on about 2,000 consumer interviews per month.

Sources: European Commission, Federal Statistical Office, GfK, own calculations
© Sachverstandigenrat | 26-032-01
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N CHART 18

52.

Government final consumption expenditures are expected to rise further
over the forecast period, although the increase in the first quarter of 2026 is
likely to remain limited due to the strong increases in the previous quarter. Gov-
ernment final consumption expenditures are expected to rise primarily due to
higher intermediate consumption accompanying investment in machinery and
equipment related to defence systems, as well as higher expenditures in the health
sector. Although the compensation of employees is expected to grow over the fore-
cast period, wage settlements in 2026, with an increase of 2.8 %, will be signifi-
cantly lower than in the previous year. Staffing increases, particularly in the de-
fence sector and in healthcare, are likely to play an important role in determining
the compensation of employees. On an annual average, real government con-
sumption is expected to rise by 1.8 % in both 2026 and 2027.

Gross fixed capital formation

In 2025, gross fixed capital formation fell by 0.2 % year-on-year in real
terms, marking the fourth consecutive year of decline, with private investment
in particular performing weakly. ~ cHART 18 LEFT Public investment, by contrast, ex-
panded strongly in 2025. The decisive factor here was a sharp rise in investment
in machinery and equipment, which is likely to have been largely in the defence
sector and attributable to the Bundeswehr Special Fund. v cHART 18 RIGHT For exam-
ple, a three-digit number of new Puma infantry fighting vehicles and at least two
P-8A Poseidon combat aircraft were delivered to the Bundeswehr (Bundeswehr,
2025). However, government investment in machinery and equipment in 2025

Private and public gross fixed capital formation

Gross fixed capital formation since 2023

Gross fixed capital formation in the third and
fourth quarter of 2025

Change on previous quarter in %,
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accounted for only around 13 % of investment in machinery and equipment and
was unable to fully offset the decline in private investment in machinery and
equipment. Among investment in construction, real non-residential construction
investment expanded in 2025 due to private sector impetus. Public non-residen-
tial construction investment stagnated compared to the previous year.

Price-, seasonally and calendar-adjusted gross fixed capital formation rose by
1.0 % in the final quarter of 2025. ~ cHART 18 RIGHT The strong growth in invest-
ments in construction of 1.6 % came from both the private and public sectors. De-
spite a high growth rate in public equipment investment, investment in ma-
chinery and equipment expanded only slightly overall.

Investment in construction is likely to have fallen in the first quarter
of 2026 due to the exceptionally low temperatures in January and February. This
is indicated by the low capacity utilisation in January and February (ifo Institute,
2026b) and the decline in construction production in January and February 2026
compared with the fourth quarter of 2025. N CHART 12 LEFT

Over the remainder of the forecast period, rising public infrastructure spending is
likely to be reflected in higher investment in civil engineering. Furthermore, pri-
vate residential construction is also expected to expand. Building permits for res-
idential properties have been on an upward trend since mid-2024 N CHART 19 LEFT
and the order book in residential construction has been rising in its trend since
the start of 2025. In January 2026, however, new orders fell significantly and re-
covered only slightly in February. Furthermore, business expectations in the main
construction sector deteriorated significantly in April 2026 as a result of the war
in Iran (ifo Institute, 2026b). The effective interest rate on home construction
loans to private households stood at 3.9 % in February 2026, slightly higher than
the previous year’s average. Interest rates on home construction loans are also
likely to rise in the event of a key interest rate hike, ~ i1Em 28 thereby worsening
financing conditions. Furthermore, the energy supply shock is driving up the cost
of key building materials such as bitumen. The GCEE expects real investment
in construction to expand by 1.1 % in 2026 and by 2.3 % in 2027 compared
with the previous year.

Private and public investment in machinery and equipment is likely to have
moved in opposite directions in the first quarter of 2026, as in the previous quar-
ter. Public investment in machinery and equipment is likely to have fallen signif-
icantly following the sharp rise in the fourth quarter of 2025. This is suggested,
for example, by the significantly lower outflow of funds from the Bundeswehr spe-
cial fund compared to the previous quarter. In contrast, a positive rebound is ex-
pected in investment in machinery and equipment following the weak previous
quarter. Overall, however, gross fixed capital formation is likely to have
fallen in the first quarter of 2026. Production and domestic turnover by cap-
ital goods manufacturers declined on average in January and February compared
with the average for the fourth quarter of 2025. The sharp rise in energy prices
following the war in Iran is likely to have had a negative impact on industrial pro-
duction since March 2026 ~ cHART 13 BoTToM RIGHT and thereby dampened private
investment in machinery and equipment.
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N CHART 19

Indicators for gross fixed capital formation
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Over the remainder of the forecast period, public investment in machinery and
equipment is expected to expand significantly due to rising investment in military
weapon systems. This is already indicated by the major orders received by capital
goods manufacturers at the end of 2025. N cHART 19 RIGHT Private investment in
machinery and equipment, by contrast, is expected to grow only modestly.
Domestic order intake at capital goods manufacturers, adjusted for major orders,
has been stagnating in trend terms since the start of 2024 and has recently in-
creased only slightly. Furthermore, higher energy costs are likely to act as a damp-
ener. Calculations by the GCEE show that an oil supply shock accompanied by a
rise in the oil price of around 60 %, such as that observed in March 2026, would
reduce German industrial production immediately by around 2.8 % and by
around 3.5 % after approximately two years. ~ cHART 13 BoTTOoM RIGHT This is likely to
have a particularly negative impact on investment in machinery and equipment
in 2026. Consequently, business expectations among capital goods manufacturers
deteriorated significantly in March and April (ifo Institute, 2026b). A sustained
recovery in private investment in machinery and equipment is not expected until
later in the forecast period. For 2026, a real increase in investment in machinery
and equipment of 0.2 % is anticipated. In 2027, the GCEE expects growth in real
investment in machinery and equipment of 3.1 %.

Foreign trade

In 2025, real exports fell by 0.4 % compared to the previous year. Whilst
exports of goods fell by 1.0 %, exports of services rose significantly by 1.2 %. Over
the course of the year, the momentum of goods exports was strongly influenced
by US tariff policy.
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N CHART 20
Trends in German goods exports in 2025

Exports of goods by destination country

High energy prices weigh on the cyclical recovery - Chapter 1

According to figures from the monthly foreign trade statistics, which allow for a
breakdown of nominal exports by destination market and product group, exports
of goods to the EU were the main driver of growth, whereas exports of goods to
the US and China fell significantly and those to the rest of the world continued to
perform weakly. v cHART 20 LEFT An analysis of the four main product groups shows
that exports of motor vehicles were particularly hard hit by US import tariffs in
2025. N CHART 20 RIGHT In 2025, they were 18.9 % lower than in the previous year.

Exports are likely to have risen in the first quarter of 2026. This is indi-
cated by the price-, seasonally and calendar-adjusted goods export data published
by the Deutsche Bundesbank. These rose by 0.9 % in January and February 2026
compared to the previous quarter’s average. In the second quarter of 2026, ex-
ports are likely to decline compared with the previous quarter as a result of the
impact of the war in Iran. v 1TEM 10 German exports are thus likely to be dampened
in particular by the negative impact on global industrial production and signifi-
cantly weaker consumer confidence. v Box 1 Although sentiment in the German
export sector improved slightly in April 2026, the outlook for the coming months
remains subdued (ifo Institute, 2026c).

Over the remainder of the forecast period, German exports are likely
to grow only modestly despite continued expansion in sales markets.
N CHART 21 LEFT Improved foreign orders in the manufacturing sector could provide
a supportive effect. This rose sharply in November and December 2025 due to
large orders. v ITEm 40 Following a reversal in January, they rose again in February
2026 and ultimately stood 4.4 % above the level of the same month of the previous
year. The further development of goods exports to the US, as the most important
trading partner among third countries, could, however, remain subdued due to
the continuing high US import tariffs. v i1Em 13 Furthermore, strong competition
from Chinese industrial firms on international markets is likely to persist, ~ Box 5
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and the appreciation of the euro is likely to continue to weigh on price competi-
tiveness. N CHART 21 RIGHT N ITEM 29 Due to the negative statistical overhang from
2025 amounting to 0.9 % and the slight increase in exports of 0.3 % over the
course of 2026, exports are expected to stagnate on an annual average in 2026
and to increase by 0.9 % year-on-year in 2027.

58. In 2025, real imports rose sharply by 3.6 % compared to the previous year.
Imports of goods increased significantly more strongly at 4.8 % than imports of
services at 0.9 %. As with exports, the momentum of imports during the year was
strongly influenced by US trade policy. According to the monthly foreign trade
statistics, China accounted for the strongest demand among Germany’s most im-
portant import partners. Imports from China rose by 9.3 % year-on-year. Among
the most important imported goods, toys, clothing and motor vehicles recorded

the highest growth rates.

59. Imports are likely to have declined in the first quarter of 2026. This is
implied by the price-, seasonally and calendar-adjusted goods import data pub-
lished by the Deutsche Bundesbank, which show a 2.6 % decline in goods imports
in January and February 2026 compared with the previous quarter’s average. In
the second quarter of 2026, the sharp rise in energy prices resulting from the war
in Iran is likely to further dampen imports compared with the previous quarter.

N |ITEM 10

N CHART 21

Expected development of the external environment
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Imports are expected to rise over the remainder of the forecast period.
This is partly due to the sharp increase in gross fixed capital formation in machin-
ery and equipment, which is stimulating demand for foreign defence goods. The
continued strength of the euro is likely to underpin the growth in imports. By con-
trast, private gross fixed capital formation in machinery and equipment, which is
performing weakly, is unlikely to provide much of a boost. v iTEM 55 Imports carry
over a positive statistical overhang of 0.6 % from the previous year. Over the
course of the year, imports are expected to rise by 0.1 %, resulting in average
growth of 0.8 % for 2026. In 2027, imports are expected to increase by 2.0 % com-
pared to the previous year.

The rise in energy prices resulting from the war in Iran is expected to lead to a
significant increase in import prices. v iTEm 10 These rose by 3.6 % in March
2026 compared to the previous month. On an annual average, import prices are
expected to rise by 5.4 % in 2026 and by 2.2 % in 2027. The resulting rise in do-
mestic production costs is expected to be passed on by firms, at least in part, to
their customers through higher prices. This is also likely to lead to a noticeable
increase in export prices. These are expected to rise by 3.1 % in 2026 and by
1.8 % in 2027.

The currently expected sharper rise in import prices relative to export
prices represents a deterioration in the terms of trade. This reduces the
purchasing power of domestic output, as a given volume of exports can purchase
fewer imports. This implies a loss of real income. In contrast to real GDP as de-
fined by the national accounts, command-basis GDP reflects this loss of real in-
come, N BACKGROUND INFO 3 as it takes into account the purchasing power of domes-
tically generated income. Accordingly, the forecast growth in command-basis
GDP is lower in both 2026 (-0.3 %) and 2027 (0.6 %) than the real GDP growth
according to the national accounts definition.
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N TABLE 3
Key economic indicators for Germany

e ——rr el L

Gross domestic product Growth in % -05

Final consumption expenditure Growth in % 1.1 1.5 0.8 0.9
Private consumption” Growth in % 0.5 1.6 0.3 0.5
Government consumption Growth in % 2.6 1.3 1.8 1.8
Gross fixed capital formation Growth in % -3.3 -0.2 1.3 2.8
Investment in machinery & equipment5 Growth in % -5.4 -1.9 0.2 3.1
Construction investment Growth in % -34 -0.6 1.1 2.3
Other products Growth in % 0.2 3.8 3.5 3.6
Domestic demand® Growth in % 0.2 1.8 0.9 1.2
Net exports ﬁ\rggg‘e‘i“:gg’:&:ﬂ; - 0.7 - 15 -03 -04
Exports of goods and services Growth in % -21 -04 - 0.0 0.9
Imports of goods and services Growth in % - 0.6 3.6 0.8 2.0
Current account balance® % 5.9 4.5 34 3.0

Persons employed (domestic) 1,000 45,987 45,982 45,905 45,875

Persons employed, covered by social security 1,000 34,934 34,963 34,982 35,002

Registered unemployment, stocks 1,000 2,787 2,948 2,997 2,936
Unemployment rate’ % 6.0 6.3 6.4 6.2
Consumer prices8 Growth in % 2.2 2.2 3.0 2.8
Budget balance® % -27 -27 -3.7 -43
Gross domestic product per capitam‘11 Growth in % -0.8 0.2 0.7 0.9
Gross domestic product, calendar—adjusted11 Growth in % - 0.5 0.3 0.3 0.6

1 - Forecast by the GCEE. 2 - Price-adjusted. Change on previous year. Also applies to all listed components of GDP.

3 - As the expenditure-side composition of the revisions to GDP in 2025 is still pending, it is assumed that they represent
an adjustment to the changes in inventories. 4 - Including non-profit institutions serving households. 5 - Including mili-

tary weapon systems. 6 - In relation to GDP. 7 - Registered unemployed in relation to civil labour force. 8 - Change on

previous year. 9 - Regional auhorities and social security according to national accounts; in relation to GDP. 10 - Popu-

lation development according to medium-term projection of the GCEE calculations. 11 - Price-adjusted. Change on previ-
ous year.

Sources: Deutsche Bundesbank, Federal Employment Agency, Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-075-01

+

N BACKGROUND INFO 3
Command-basis GDP

Command-basis GDP is a measure of a country’s economic output that takes into
account not only the quantities produced but also changes in the terms of trade (i.e.
the ratio of export prices to import prices). Whilst real GDP measures only the
volume of domestic production, command-basis GDP shows how the purchasing
power of the goods produced changes when foreign trade prices shift. If, for ex-
ample, import prices rise relative to export prices, a country can purchase fewer
goods from abroad with the same volume of production. Consequently, command-
basis GDP then falls more sharply than real GDP. Command-basis GDP therefore
serves to better reflect the actual effect of foreign trade developments on purcha-
sing power, and is relevant for open economies such as Germany in times of high
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foreign trade price volatility. The calculation of command-basis GDP is based on
adjusting nominal GDP for price changes using the domestic use deflator, as this
captures the price trends of goods consumed using income generated domestically.

N CHART 22

62.

2. Inflation rises due to energy prices

Inflation in Germany has surged as a result of the energy price shock
following the Iran war. Having fluctuated around the 2 per cent mark at the
start of the year, inflation has recently risen sharply. In March, consumer prices
were 2.7 per cent higher than a year earlier. » cHART 22 RIGHT This development was
driven by energy prices, which rose by 7.2 %. In February, they had still been 2 %
below their level of the previous year. Heating oil and fuel in particular became
significantly more expensive compared with February (40 % and 15 % respec-
tively), whereas prices for other energy sources such as natural gas and electricity
have not yet reacted to the energy price shock. According to the flash estimate,
inflation continued to rise in April: year-on-year, energy prices were 10.1 % higher
than the previous year, whilst consumer prices overall rose by 2.9 %. Meanwhile,
the year-on-year increase in the consumer price index excluding food and energy
(‘core inflation rate’) edged back slightly. This was due to prices for services, which
rose by only 2.8 %, the lowest rate in four years.

Inflation in Germany

Inflation measured by the deflator of Consumer price inflation*
domestic demand*

Change on previous year in %,
growth contributions in percentage points

Change on previous year in %,
growth contributions in percentage points

10 - 10y
Forecast period®
8 A 8 -
6 - 6 |
4 m
4_ m
2 4 T N
2 0 A1
'4 T T T T T T T '2 T T T I T T T I T T T I T T I T T T I
2023 2024 2025 2023 2024 2025 2026 2027
H Labour Compensation of H Core inflation® = Food Energy

productivity?  employees?

Gross operating surplus Taxes on
and gross self-employed production
income

— Inflation rate (%)”

— Long-term average (%)
and imports

— Deflator of domestic demand (%)

-=- GDP deflator (%)

1 - As of February 2026 2 - Increases in labour productivity have a negative impact on the deflator of domestic demand.
3 - According to the domestic concept. 4 - Based on seasonally and calendar-adjusted data. 5 - Forecast by the GCEE.
6 - Overall index excluding food and energy. 7 - Consumer price index, seasonally and calendar-adjusted. 8 - Average
over the period from 1999 to 2025.

Sources: Deutsche Bundesbank, Eurostat, Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-035-01
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63.

64.

65.

Consumer price inflation will rise significantly over the forecast period.
According to current futures prices, world market prices for crude oil and natural
gas will peak in the summer and then gradually decline. However, even at the end
of the forecast period, they will still be above the level that had been expected be-
fore the outbreak of the Iran war. v iTem 21 Whilst prices for certain energy sources,
such as fuels have already risen significantly, natural gas and electricity are likely
to become more expensive only after a certain delay, when existing contracts ex-
pire or are adjusted (GCEE Economic Outlook 2022 box 3). Increasingly, more
expensive energy and intermediate goods will also lead to sharper price rises for
other consumer goods and noticeably increase the core rate. Added to this are ris-
ing food prices. The de facto blockade of the Strait of Hormuz has also disrupted
global trade in fertilisers, leading to a sharp rise in prices, N iTem 23 which is likely
to persist over the forecast period. This is currently indicated, for example, by
sharply risen forward prices for urea fertiliser. By contrast, the appreciation of the
euro over the past year has a dampening effect on prices, v TEmM 29 meaning that
prices for imported industrial goods excluding energy are likely to rise less sharply
than last year. Calculations by the Deutsche Bundesbank suggest that a one-per-
centage-point increase in the effective exchange rate reduces consumer price in-
flation by 0.1 % (Deutsche Bundesbank, 2025b). The GCEE expects consumer
prices to rise by 3.0 % this year. In 2027, inflation is likely to ease slightly to 2.8 %.
The core rate is expected to be 2.3 % this year and to rise to 2.9 % next year.

Import prices, which have risen significantly since March 2026, have varying ef-
fects on different measures of price trends in Germany. ~ cHART 22 Whilst the con-
sumer price index and the deflator for final domestic use capture price trends for
goods used domestically, the GDP deflator measures price trends for goods pro-
duced domestically. A rise in the price of imported goods, such as energy, in-
creases both the consumer price index and the deflator for final domestic use.
Such a price rise, however, does not have an upward effect on the GDP deflator.

3. Demographic change is shaping the labour
market

Developments in the labour market continue to be shaped by the economic
downturn and, increasingly, by demographic change. In the first quarter
of 2026, the number of people in employment fell by 0.1 % on a seasonally ad-
justed basis compared with the previous quarter. Seasonally adjusted employ-
ment subject to social insurance contributions fell slightly in February 2026 com-
pared with the previous month. For some time now, the growth in employment
subject to social insurance contributions has been driven exclusively by people
without German citizenship, whilst the number of employees with German citi-
zenship has been falling steadily. v cHART 23 ToP LEFT Public administration, the man-
ufacturing sector and social services are particularly hard hit by demographic
change. ~ cHART 23 ToP RIGHT In the manufacturing sector, the economic downturn is
resulting in substantial job losses, primarily because positions vacated through
natural turnover and retirements are not being refilled rather than through
layoffs. The seasonally adjusted unemployment rate has risen slightly recently and
stood at 6.4 % in April 2026.
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N CHART 23
Labour market developments

Employment trends by nationality®

Change on previous year (in thousands)
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Age distribution by selected economic sectors in
20252

Information and communication
Real est., profess., scient. services3
Healthcare

Construction

Education and training

Other economic sectors*
Residential care, social work
Manufacturing

Public administration and defence

0 25 50 75 100
Share in %

W under 25 years

25 to under
55 years
55 years and over

Vacancies by company size’

Change on previous year (in thousands)

800 -~
600 A
400 -
200 A
O -
-200 A
-400 A
600 T T T T
2017 18 19 20 21 22 23 24 2025
— Total
B Fewer than 50 to 249 250 or more
50 employees employees employees

1 - Employees subject to social security contributions; seasonally adjusted figures. 2 - Employees subject to social secu-
rity contributions as at 30 September 2025; economic sectors according to the Classification of Economic Activities, 2008
edition (WZ 2008). 3 - Real estate, professional, scientific and technical services. 4 - Agriculture, forestry and fishing;
mining and quarrying; energy supply; water supply; sewerage, waste management and remediation activities; wholesale
and retail trade; maintenance and repair of motor vehicles; transport and storage; accommodation and food service activ-
ities; Financial and insurance services; Other (economic) services; Arts, entertainment and recreation. 5 - Departure
chance describes the chance of ending unemployment: it relates the number of people leaving unemployment due to
taking up employment on the primary labour market (including in-company or external training) to the number of unem-
ployed people in the previous month. 6 - Access risk describes the risk of becoming unemployed in the next month; it
relates the number of people who were previously employed and subject to social insurance contributions in the primary
labour market (including apprentices) to the number of people in employment in the previous month. 7 - By number of
employees subject to social insurance contributions in the enterprise.

Sources: Federal Employment Agency, IAB, own calculations
© Sachverstandigenrat | 26-026-01
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66. Looking at inflows and outflows from unemployment, it is clear that the risk of
becoming unemployed is relatively low. v cHART 23 BotTOM LEFT However,
firms’ reluctance to hire means that the chances of leaving unemployment are also
low. A look at company size categories shows that a decline in job vacancies is
particularly evident among smaller firms. N CHART 23 BOTTOM RIGHT

67. Employment indicators such as the ifo Employment Barometer or the IAB Labour
Market Barometer suggest that a rapid recovery in labour demand is not
currently foreseeable. Furthermore, the total labour force is set to decline for
demographic reasons. This is primarily due to low net immigration during the
forecast period. ~ iTEM 77 The number of people in employment is therefore likely
to decline slightly in both 2026 and 2027. ~ 7ABLE 4 The unemployment rate is ex-
pected to rise slightly to 6.4 % this year and fall to 6.2 % in 2027. N TABLE 4

68. Following a 1.9 % increase in 2025, real wages will have almost returned to their
2019 levels by the end of 2025, prior to the onset of the COVID-19 pandemic (Fed-
eral Statistical Office, 2026b). However, wage growth is set to slow over
the forecast period. Collective agreement wages are expected to rise by 2.8 %
this year and by 2.9 % in 2027. ~ 7ABLE 4 Real earnings are expected to rise by 3.5 %

N TABLE 4
Labour market in Germany

| 2024 | 2025 | 2026' | 2027" | 2026 | 2027

Annual value Change on previous
year

1,000 persons %

Labour force® 47,320 47,482 47,425 47,306 -0.1 -0.3
Unemployed persons3 1,490 1,652 1,674 1,585 1.4 -5.3
Employed persons4 45,087 45,982 45905 45,875 -0.2 -041

Employees subject to social security contributions 34,934 34,963 34,982 35,002 0.1 0.1
Exclusively marginally employed5 4,180 4,121 4,048 4,015 -1.8 -0.8

Registered unemployed persons 2,787 2,948 2,997 2,936 1.6 -2.0

Underemployment excluding short-time work® 3,577 3,627 3,662 3,583 0.9 -2.1

Short-time work (Employment equivalence)7 87 90 71 54 -215 -24.2

Yearly averages in % Percentage points

Unemployment rate (FEA)8 6.0 6.3 6.4 6.2 0.1 -0.1

Unemployment rate (ILO)9 3.4 3.8 3.8 3.6 0.0 -0.2

Change on previous year in %
Collectively agreed wages (hourly concept) 4.8 2.7 2.8 2.9
Effective wages™® 5.3 45 35 3.4

1 - Forecast by the GCEE. 2 - Unemployed and employed persons in their working age with residence in Germany (na-
tional concept); as defined by the national accounts systems. 3 - According to the measuring concept of the Interna-
tional Labour Organization (ILO). 4 - Employed persons in Germany independent of their residence (domestic concept).

5 - Employed workers with a monthly wage in accordance with § 8 Absatz 1 Nr. 1 SGB IV. 6 - According to the concept of
underemployment by the FEA. 7 - Since 2025 forecast by the GCEE. 8 - Registered unemployed persons in relation to
civilian labour force. 9 - Unemployed persons in relation to the civilian labour force, in each case persons in private
households aged from 15 to 74 years. 10 - Gross wages and salaries (domestic concept) per employees' hour worked.

Sources: Federal Employment Agency (FEA), Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-073-01
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in 2026 and by 3.4 % in 2027. This means that the high wage drift seen in 2025
will decline over the forecast period. Due to rising inflation, real wage growth is
likely to remain modest over the forecast period.

4. Expansionary fiscal policy stance

The expansionary course, which began with the expenditure of funds from the
SVIK and the exemption rule for defence spending in the second half-year of 2025,
is likely to intensify in 2026 and continue to be significantly shaped by these
measures. Tax reliefs, primarily from the 2025 Tax Amendment Act and the Im-
mediate Tax Investment Programme, and subsidies from the Climate and Trans-
formation Fund (KTF) reinforce this momentum. Contractionary fiscal impulses,
primarily due to rising supplementary contribution rates to statutory health in-
surance (GKV) and rising contribution rates for social long-term care insurance
(SPV), are relatively weaker in comparison. The expansionary course is likely to
continue in 2027. This is reflected in a declining structural general government
balance over the forecast period. v Box 6

Background: Real economic effects of the fiscal package in 2026 and 2027

In its 2025 Annual Report, the GCEE presented a detailed assessment of the macroeconomic
effects of possible expenditure paths for the SVIK and for the exemption rule for defence spend-
ing (GCEE Annual Report 2025 items 109 ff.). The simulations show that the effects on the
overall economy depend largely on two factors: the degree of additionality relative to expendi-
tures already planned, and the use of the funds for investment purposes. To achieve the great-
est possible growth impact, the funds must be used for additional investment.

Against the backdrop of recent developments in cash outflows, the projections for 2026 and
2027 can be updated. Compared with the assumptions in the GCEE Annual Report 2025, this
results in two significant changes. Firstly, the outflow of funds under the exemption rule is likely
to be higher than previously assumed, particularly for investment in machinery and equipment.
Secondly, there was no outflow from the SVIK of funds allocated to the federal states up to and
including the first quarter of 2026.

Consequently, the short-term growth effects of the fiscal package have shifted compared
with the previous assessment. The higher outflow of funds under the exemption rule boosts the
stimulus for the overall economy in the short term, whilst the absence of outflows to the federal
states to date dampens it. Overall, the contribution to growth of the fiscal package in 2026 is
expected to remain unchanged from the forecast in the GCEE Annual Report 2025 and amount
to 0.3 % of GDP. For 2027, a contribution to growth of 0.3 % of GDP is anticipated.

70.

Government revenue is expected to increase by 3.5 % in nominal terms in 2026,
which is 0.6 percentage points higher than the growth in GDP. ~1aBLE 9 In 2027,
government revenue is expected to increase by around 3.6 % in nominal terms,
which is 0.2 percentage points higher than the growth in GDP. These increases
are driven by strong growth in the wage tax and rises in contributions to the GKV
and SPV schemes. At the same time, tax relief measures — including those under
the Tax Development Act, the Immediate Tax Investment Programme and the
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N CHART 24
Development of public finances
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Budget balance! remains clearly negative

Debt-to-GDP ratio? rises slightly
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Budget balance (right hand scale)

1 - National accounts (nominal values). 2 - Forecast by the GCEE. 3 - General government gross debt as defined in the
Maastricht Treaty.

Sources: Deutsche Bundesbank, Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-105-01

71.

72.

73.

reduction in VAT for the hospitality sector — are supporting the expansionary fis-
cal stance over the forecast period.

Overall, government expenditure will increase by 5.5 % and 4.8 % in nominal
terms in 2026 and 2027 respectively. Government consumption is rising primar-
ily due to higher intermediate consumption accompanying investment in machin-
ery and equipment for defence, and due to the sharp rise in social benefits in kind
in the health and care sectors. In addition, government expenditure is rising due
to higher investment, particularly in the defence sector, additional investment
grants from the SVIK, and higher subsidies from the KTF, which has been topped
up with SVIK funds, for example to stabilise grid fees from 2026 onwards.

The general government budget balance is expected to decline over the
forecast period due to expansionary fiscal policy. v CHART 24 LEFT After
—3.7 % in 2026, it will amount to —4.3 % of GDP in 2027. Consequently, the struc-
tural budget balance is expected to deteriorate by 1.0 percentage points to —3.3 %
in 2026 and by 0.8 percentage points to —4.1 % in 2027. The debt-to-GDP ratio is
expected to rise to 65.4 % of GDP in 2026 and to 67.5 % of GDP in 2027. N CHART
24 RIGHT

5. Risks: Persistently high energy prices and
protectionist US trade policy

The uncertainty surrounding the duration and impact of the war in
Iran on the German economy poses a significant risk to this forecast. There is a
risk that world market prices for crude oil and natural gas will remain higher over
the forecast period than assumed based on futures prices at the cut-off date. v Box 4
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To account for this high level of forecast uncertainty, a supplementary scenario
for German GDP and inflation is considered, which reflects an alternative devel-
opment in the price of crude oil. v Box 7 In this scenario, it is assumed that the
crude oil price will rise to US$120 per barrel in May 2026 and remain at this level
until October 2026. It is also assumed that the crude oil price will fall again from
November 2026 and dip below the US$100 per barrel mark in the second quarter
of 2027. The GCEE estimates that, under these less favourable conditions, GDP
could grow by just 0.2 % in 2026 and 0.5 % in 2027. Consumer price inflation
could then stand at 3.5 % in 2026 and 3.2 % in 2027.

N BOX 7

SVR scenario analysis: The German economy over the forecast period

This forecast assumes that the price of crude oil will develop over the forecast period in line
with the futures prices applicable as at the data cut-off date of 1 May 2026. N Box 4 This scenario
is referred to below as the baseline scenario. N CHART 25 LEFT However, the availability of crude
oil and liquefied natural gas could be significantly constrained over a prolonged period, and the
price of crude oil could remain above current expectations on the futures markets for longer.
N ITEM 32 The forecast is therefore subject to considerable risks. For this reason, a risk scenario
is also considered, in which a higher crude oil price is assumed. It is assumed that the crude oil
price will rise to 120 US dollars per barrel in May 2026 and remain at this level until October
2026. It is also assumed that the crude oil price will fall again from November 2026 and fall
below the 100 US dollar per barrel mark in the second quarter of 2027. N CHART 25 LEFT

N CHART 25
Scenario projections for the German economy over the forecast period

Crude oil price (Brent) GDP growth and inflation

US dollar/barrel Change on previous year in %
130 - 4.0 -
120 A 3.5 A
110 A ‘\ 3.0 -
100 H i \\ 2.5 1
90 A Mo 2.0 -
80 A S 15 -
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2025 2026 2027 2026 | 2027 2026 | 2027 ‘
— Baseline scenario? Risk scenario GDP Inflation

MW Baseline scenario Risk scenario

1 - Data observed up to April 2026; from May 2026 onwards, average futures prices of the last 10 trading days,
retrieved on 1 May 2026.

Sources: LSEG Workspace, NYMEX, own calculations
© Sachverstandigenrat | 26-129-02

In such a risk scenario, a significantly greater dampening of private consumption is to be
expected than assumed in the baseline scenario. Calculations by the GCEE show that consumer
confidence and retail turnover in Germany would decline immediately and noticeably as a result
of an oil price shock. N CHART 13 TOP RIGHT AND BOTTOM LEFT Should negative oil supply shocks occur
again in the second and third quarters of 2026 in the wake of the war with Iran, this is likely to
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have a rapid and lasting negative impact on private consumption. In addition, higher energy
prices would significantly increase consumer price inflation from the third quarter of 2026 on-
wards compared with the baseline scenario. Overall, GDP could grow by 0.2 % in 2026 and
0.5 % in 2027 under this scenario. Consumer price inflation could stand at 3.5 % in 2026 and
3.2 % in 2027.

74.

75.

76.

77.

There is a risk that the trade conditions for German exports of goods to the US
could deteriorate further over the forecast period or that trade policy uncertainty
could increase. For instance, higher US import tariffs could be used more exten-
sively to pursue foreign and geopolitical objectives. Indications of this were pro-
vided, for example, by the threats of punitive tariffs against Germany and other
EU member states made in January 2026 in connection with the Greenland con-
flict. Significantly higher tariffs could dampen German exports to the US. Further-
more, renewed sudden announcements of tariffs with unclear implementation
and legal enforceability could further increase trade policy uncertainty and weigh
on private gross fixed capital formation in machinery and equipment.

As funds from the SVIK are disbursed, demand for construction services could
place a greater strain on existing production capacities in civil engineering than
assumed in the forecast, thereby creating additional price pressure. There is also
a risk that the rise in energy prices will feed through to construction prices more
quickly and to a greater extent than anticipated. This could particularly affect en-
ergy-intensive intermediate inputs such as steel, as well as petroleum products
such as bitumen. In both cases, real public civil engineering investment
could turn out to be lower than forecast.

6. Potential output: capital formation as a support,
demographics as a burden

The GCEE estimates a potential output growth of 0.5 % and 0.3 % in
2026 and 2027, respectively. In the following years until 2031, growth will
slow significantly and is likely to be only around 0.2 % to 0.3 % per year. N CHART
26 LEFT The annual contributions to growth from capital input are expected to rise
slightly from 0.3 to 0.4 percentage points during the projection period. Total fac-
tor productivity (TFP) is expected to contribute around 0.2 percentage points per
year during the projection period. Over the entire projection period, the labour
input is expected to dampen potential output growth. s cHART 26 RIGHT No contribu-
tion from the volume of labour is expected for 2026, and a negative contribution
of 0.3 percentage points is expected for 2027. Over the remainder of the projec-
tion period up to 2031, the decline amounts to around 0.3 percentage points per
year.

For its current report, the GCEE is using the 16th coordinated popula-
tion projection for the first time v BACKGROUND INFO 5 to produce the medium-
term growth projection. In last year’s GCEE Annual Report 2025, the GCEE as-
sumed a net migration of 210,000 people for 2025, which would decline linearly
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Growth contributions of components to potential output and labour volumel
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1 - Calculations by the GCEE. 2 - The output elasticity of labour is 0.66. 3 - Explicitly modelled from 2026; included in
labour force until 2025.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-107-01

to 150,000 people per year by 2032 and then remain constant at that level. In the
current report, however, a constant net migration of 200,000 people per year is
assumed from 2026 onwards. Thus, this assumption corresponds to a scenario
between variants W1 and W2 of the 16th coordinated population projection. For
birth rates and life expectancy, the medium (‘moderate’) variants G2 and L2 of
this projection are used.
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APPENDIX

N TABLE 5
Gross domestic product and consumer prices in the euro area

Gross domestic product g
. . 2 Consumer prices (HICP)
Country/ (calendar-adjusted)

country group in % Change on previous year in %

Euro area® 100 1.5 0.7 1.0 21 3.0 2.6

including:
Germany 28.0 0.3 0.4 0.6 23 3.1 2.8
France 18.7 0.9 0.5 0.8 0.9 2.6 23
Italy 14.2 0.7 0.5 0.5 1.6 2.9 2.8
Spain 10.6 2.8 2.2 1.9 2.7 3.1 25
Netherlands 7.4 1.8 0.9 1.2 3.0 2.7 2.6
Belgium 4.0 1.0 0.5 1.1 3.0 3.5 2.8
Ireland 4.0 12.4 - 25 1.9 2.1 3.1 2.0
Austria 3.2 0.7 0.5 1.1 3.6 2.7 2.2
Portugal 1.9 1.9 1.2 1.6 2.2 3.0 2.2
Finland 1.8 0.2 13 1.3 1.8 2.3 2.0
Greece 1.6 2.2 1.9 1.7 2.9 3.8 2.2

memorandum:

Euro area without Germany 72.0 2.0 0.8 1.2 21 2.9 25

1 - GDP in the year 2024 as a percentage of the GDP of the euro area. 2 - Price-adjusted. Values are based on seasonal
and calendar-adjusted quarterly figures. 3 - Harmonised Index of Consumer Prices. 4 - Forecast by the German Council
of Economic Experts. 5 - Weighted average of the 21 euro area member states.

Sources: Eurostat, own calculations
© Sachverstandigenrat | 26-069-01

N TABLE 6
Components of the forecast for GDP growth1 (in %)

T ——— e e Lo L

Statistical overhang at the end of the previous year -01 -02

Growth rate over the course of the year 2.4 08 -08 -0.2 0.4 0.3 0.9
Annual rate of change of GDP, calendar adjusted 3.9 19 -07 -05 0.3 0.3 0.6
Calendar effect (in % of GDP) 00 -01 -0.2 00 -01 0.3 0.1
Annual rate of change of GDP® 3.9 1.8 -09 -05 0.2 0.5 0.8

1 - Price adjusted. 2 - Forecast by the GCEE. 3 - Percentage difference between the level of GDP in the last quarter of
year t and the average level of quarterly GDP in the total year t, seasonally and calendar adjusted. 4 - Percentage change
of the fourth quarter on the fourth quarter of the previous year, seasonally and calendar adjusted. 5 - Deviations in sums
due to rounding.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-077-01
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N TABLE 7

Contributions to growth of gross domestic product by expenditure components1
Percentage points

I 8 2 N T R T

Domestic demand® - 08
Final consumption expenditure 1.7 3.4 - 04 0.8 1.1 0.6 0.7
Private consumption4 1.0 3.3 - 03 0.3 0.8 0.2 0.2
Government consumption 0.7 0.1 0.0 0.6 0.3 0.4 0.4
Gross fixed capital formation 0.2 0.0 - 04 - 0.7 0.0 0.3 0.6
Investment in machinery & equipment® 0.3 0.3 0.0 - 04 - 01 0.0 0.2
Construction investment - 04 - 0.5 - 0.7 - 04 - 01 0.1 0.2
Other products 0.3 0.1 0.3 0.0 0.2 0.1 0.1
Changes in inventories® 1.2 - 04 0.0 0.1 0.7 0.0 0.0
Net exports 0.8 - 12 0.0 - 0.7 - 15 - 03 - 04
Exports of goods and services 4.0 1.7 - 0.7 - 0.9 - 0.2 0.0 0.3
Imports of goods and services - 3.2 - 28 0.6 0.2 - 14 - 0.3 - 0.8
Gross domestic product3 (%) 3.9 1.8 - 09 - 05 0.2 0.5 0.8

1 - Contributions to growth of price-adjusted GDP. Deviations in sums due to rounding. 2 - Forecast by the GCEE. 3 - As
the expenditure-side composition of the revisions to GDP in 2025 is still pending, it is assumed that they represent an
adjustment to the changes in inventories. 4 - Including non-profit institutions serving households. 5 - Including military
weapon systems.

Sources: Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-076-01
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N TABLE 8

Key figures of the national accounts
Absolute values

Unit 2026 | 2027* ey 2
1. half-year| 2. half-year| 1. half-year| 2. half-year

Use of domestic product
at current prices

Final consumption expenditure billion euro 3,384.2 35129 3,645.3 1,714.2 1,798.6 1,772.9 1,872.4
Private consumption? billion euro 2,377.9 2,456.6 2,537.1 1,199.6 1,257.0 1,234.8 1,302.3
Government consumption billion euro 1,006.4 1,056.2 1,108.2 514.6 541.6 538.1 570.2

Gross fixed capital formation billion euro 908.0 946.9 1,003.4 452.7 494.2 480.7 522.7
Investment in machinery & equipment3 billion euro 267.2 273.6 288.3 128.4 145.2 135.4 152.9
Construction investment billion euro 461.8 483.0 512.7 233.1 249.9 248.6 264.1
Other products billion euro 179.0 190.2 202.5 91.1 99.1 96.8 105.7

Domestic demand* billion euro 4,364.5 4,5454 4,731.6 2,219.8 2,325.6 2,305.6 2,425.9

Exports of goods and services billion euro 1,807.4 1,862.0 1,9115 916.1 945.8 944.6 966.9

Imports of goods and services billion euro 1,702.1 1,8089 1,886.1 875.9 933.1 917.8 968.3

Gross domestic product“ billion euro 4,469.8 45984 4,757.0 2,260.0 2,338.4 2,332.4 2,424.6

Chained volumes

Final consumption expenditure billion euro 2,754.0 2,774.8 2,799.1 1,369.8 1,405.0 1,376.0 1,423.1
Private consumption? billion euro 1,926.8 1,932.9 1,941.7 952.3 980.6 952.4 989.4
Government consumption billion euro 827.5 842.3 857.9 417.7 424.6 423.9 434.0

Gross fixed capital formation billion euro 700.8 710.0 730.1 340.8 369.2 351.3 378.8
Investment in machinery & equipment® billion euro 224.1 2245 231.5 105.5 119.0 108.9 122.7
Construction investment billion euro 322.6 326.3 333.9 158.7 167.6 163.1 170.8
Other products billion euro 158.3 163.9 169.8 78.5 85.4 81.2 88.6

Domestic demand* billion euro 3,519.9 3,551.5 3,594.6 1,749.0 1,802.5 1,765.3 1,829.3

Exports of goods and services billion euro 1,485.3 1,484.6 1,497.4 736.4 748.2 742.3 755.1

Imports of goods and services billion euro 1,393.6 1,4049 1,433.1 689.0 715.9 699.7 733.3

Gross domestic product“ billion euro 3,608.8 3,628.7 3,656.3 1,795.1 1,833.7 1,806.6 1,849.8

Price Development (deflators)

Final consumption expenditure 2020=100 122.9 126.6 130.2 125.2 128.0 128.8 131.6
Private consumption® 2020=100 123.4 127.1 130.7 126.0 128.2 129.7 131.6
Government consumption 2020=100 121.6 125.4 129.2 123.2 127.6 126.9 131.4

Gross fixed capital formation 2020=100 129.6 133.4 137.4 132.8 133.9 136.8 138.0
Investment in machinery & equipment® 2020=100 119.2 121.9 124.5 121.8 122.0 124.4 124.7
Construction investment 2020=100 143.1 148.0 153.5 146.9 149.1 152.4 154.6
Other products 2020=100 113.1 116.1 119.2 116.1 116.1 119.1 119.4

Domestic demand* 2020=100 124.0 128.0 131.6 126.9 129.0 130.6 132.6

Terms of Trade 2020=100 99.6 97.4 97.0 97.9 97.0 97.0 97.0

Exports of goods and services 2020=100 121.7 125.4 127.7 124.4 126.4 127.3 128.1

Imports of goods and services 2020=100 122.1 128.8 131.6 127.1 130.3 131.2 132.0

Gross domestic product® 2020=100 123.9 126.7 130.1 125.9 127.5 129.1 131.1

Production of domestic product
Employed persons (domestic) 1,000 45,982 45,905 45,875 45,794 46,017 45,766 45,984
Labour volume million hours 61,259 61,092 60,996 30,059 31,032 29,907 31,089
Labour productivity (per hour) 2020=100 100.9 101.7 102.6 102.4 101.2 103.5 101.9
Distribution of net national income
Net national income billion euro 3,307.2 3,4024 3,539.6 1,647.2 1,755.2 1,709.6 1,829.9
Compensation of employees billion euro 2,477.1 2,566.2 2,660.4 1,232.0 1,334.1 1,275.6 1,384.8
Gross wages and salaries billion euro 2,037.2 2,1086 2,184.3 1,010.0 1,098.6 1,045.1 1,139.2
among them: net wages and salaries®  billion euro 1,407.4 1,4440 1,483.3 685.9 758.0 703.6 779.7
Property and entrepreneurial income billion euro 830.1 836.2 879.2 415.1 421.1 434.0 445.1
Disposable income of private households? billion euro 2,5689.1 2,670.3 2,759.3 1,317.5 1,352.7 1,360.3 1,398.9
Savings rate of private households>® % 10.3 10.1 10.1 11.0 9.2 11.2 9.0
For information purposes:
Nominal unit labour costs’ 2020=100 1225 125.8 129.0 122.3 129.2 125.4 132.6
Real unit labour costs® 2020=100 98.9 99.3 99.2 97.1 101.3 97.1 101.1
Consumer prices 2020=100 121.9 125.5 129.0 124.6 126.5 128.3 129.9

1 - Forecast by the GCEE. 2 - Including non-profit institutions serving households. 3 - Including military weapon systems. 4 - As the expenditure-
side composition of the revisions to GDP in 2025 is still pending, it is assumed that they represent an adjustment to the changes in inventories.

5 - Compensation of employees minus social contributions of employers and employees and income tax of employees. 6 - Savings relative to dis-
posable income. 7 - Compensation of employees per working hour (employee concept) in relation to real GDP per working hour (employed person
concept). 8 - Compensation of employees per working hour (employee concept) in relation to GDP per working hour (employed person concept).

Sources: Federal Employment Agency, Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-078-01
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N TABLE 8 CONTINUED

Key figures of the national accounts
Change on the previous year in %
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5.7
6.6
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2.2
3.8
3.7

1.3
0.9
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2.6
3.0
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4.3
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2.9
5.7
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2.6
-0.2
2.7

Use of domestic product
at current prices

Final consumption expenditure
Private consumption2
Government consumption

Gross fixed capital formation
Investment in machinery & equipment3
Construction investment
Other products

Domestic demand*

Exports of goods and services

Imports of goods and services

Gross domestic produt:t4

Chained volumes

Final consumption expenditure
Private consumption2
Government consumption

Gross fixed capital formation
Investment in machinery & eo|uipment3
Construction investment
Other products

Domestic demand*

Exports of goods and services

Imports of goods and services

Gross domestic product4

Price Development (deflators)

Final consumption expenditure
Private consumption2
Government consumption

Gross fixed capital formation
Investment in machinery & equipment3
Construction investment
Other products

Domestic demand*

Terms of Trade

Exports of goods and services

Imports of goods and services

Gross domestic product4

Production of domestic product
Employed persons (domestic)
Labour volume
Labour productivity (per hour)

Distribution of net national income
Net national income

Compensation of employees
Gross wages and salaries

among them: net wages and salaries®
Property and entrepreneurial income
Disposable income of private households?
Savings rate of private households®®
For information purposes:
Nominal unit labour costs’
Real unit labour costs®
Consumer prices

1 - Forecast by the GCEE. 2 - Including non-profit institutions serving households. 3 - Including military weapon systems. 4 - As the expenditure-
side composition of the revisions to GDP in 2025 is still pending, it is assumed that they represent an adjustment to the changes in inventories.

5 - Compensation of employees minus social contributions of employers and employees and income tax of employees. 6 - Savings relative to dispos-
able income. 7 - Compensation of employees per working hour (employee concept) in relation to real GDP per working hour (employed person
concept). 8 - Compensation of employees per working hour (employee concept) in relation to GDP per working hour (employed person concept).

Sources: Federal Employment Agency, Federal Statistical Office, own calculations

© Sachverstandigenrat | 26-078-01
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N CHART 27
Components of German GDP?
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1 - All components of GDP reported price-adjusted. 2 - Not seasonally and calendar-adjusted. 3 - Including military
weapon systems. 4 - Including non-profit institutions serving households. 5 - Reference year 2020, seasonally and

calendar-adjusted. 6 - Current forecast period. Forecasts by the GCEE.

Sources: Federal Statistical Office, own calculat
© Sachverstandigenrat | 26-102-01
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N TABLE 9
General government revenues and expenditures and selected fiscal indicators®

. Change on previous year
Billion euro :
in %

e e o | T

Total revenues 2,140.2 2,215.0 2,295.4
Taxes 1,031.5 1,059.6 1,093.9 2.7 3.2
Net social contributions 822.9 864.7 904.2 5.1 4.6
Sales 199.7 208.6 217.9 4.5 4.5
Other current transfers 301 31.5 32.7 4.4 3.8
Capital transfers 24.9 18.9 14.8 - 242 -21.9
Property income 30.8 315 31.7 2.3 0.4
Other subsidies on production 0.2 0.2 0.2 0.0 0.0
Total expenditures 2,259.3 2,384.6 2,499.1 5.5 4.8
Social benefits other than social transf. in kind 749.5 783.4 811.6 4.5 3.6
Social benefits in kind 414.9 439.5 461.7 6.9 5.1
Compensation of employees 384.3 397.7 412.2 3.5 3.6
Intermediate consumption 289.1 305.7 323.6 5.7 5.9
Subsidies payable 53.9 58.9 62.8 9.4 6.5
Gross capital formation 144.8 156.3 172.2 7.9 10.2
Other current transfers 95.3 107.3 110.0 12.6 25
Capital transfers 78.4 83.3 88.3 6.3 6.1
Property income 49.5 52.7 56.9 6.5 8.0
Other taxes on production 0.4 0.4 0.4 0.4 0.7
Acquisitions less disposals of non-prod. assets - 0.6 - 0.6 - 0.6 0.0 0.0
Budget balance -119.1 - 169.5 - 203.7 X X
Fiscal indices (%)*
Tax ratio® 23.6 23.4 23.2 X X
Tax and contribution ratio® 40.8 41.0 41.1 X X
Budget balance -27 - 3.7 -43 X X
Structural budget balance® -23 -3.3 -4.1 X X
Structural primary balance® -1.2 -2.2 -29 X X
Debt-to-GDP ratio” 63.5 65.4 67.5 X X

1 - National accounts (nominal values). 2 - Forecast by the GCEE. 3 - In relation to GDP. 4 - Taxes including inherit-
ance tax and taxes entitled to the EU. 5 - Taxes including inheritance tax and taxes entitled to the EU, and actual social
contributions. 6 - Based on the estimate for potential output. Calculated with a budget semielasticity of 0.504. The
budget semielasticity measures by how many percentage points the relationship between budget balance and GDP
changes in the event of a 1 % increase in GDP. 7 - General government gross debt as defined in the Maastricht Treaty.

Sources: Deutsche Bundesbank, Federal Statistical Office, own calculations
© Sachverstandigenrat | 26-074-01
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