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Key takeaways

- USA: the “Trump euphoria” in business surveys is subsiding due to the uncertainty about tariffs
- Germany: the prospect of a government capable of acting is supporting the tentative economic upswing

- China: while the 10% tariff will only affect China’s economy to a limited extent, further tariffs are expected

Comparison of forecasts

2025 GDP growth 2026 GDP growth 2025 inflation 2026 inflation

Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus

USA 2.3% 2.2% 2.3% 2.0% 2.6% N 2.7% N 2.4% 2.6%

Eurozone 0.8% 0.9% Vo 1.0% 1.2% 2.0% N 2.1% N 1.8% 1.9%
Germany 0.3% N2 0.3% Vo 0.8% 1.0% 2.0% 2.2% N 1.8% 1.9%

France 0.8% 0.7% 1.1% 1.0% % 1.2% N 1.4% 1.6% N 1.7% N
Italy 0.5% N2 0.7% 0.9% 0.9% 1.8% N 1.8% N 1.8% 1.7%
Spain 2.2% N 2.4% N | 1.7% N 1.9% N 2.3% N 2.2% N 1.9% 2.0%

UK 1.2% 1.1% Vo 1.4% 1.3% g 2.7% N 2.8% N 2.1% 2.4% N
Switzerland 1.2% 1.2% Vo 2.0% 1.6% 0.2% 0.5% N 0.7% N 0.8%
N 1.6% 1.8%

Japan 1.2% N 1.2% 0.5% 0.9% 2.9% N 2.6%
China 4.1% 4.5% N | 3.8% 4.1% 0.7% N 0.6% N 1.5% 1.1%

Arrows indicate change from previous month. Source: Consensus Economics Inc. London, 10 February 2025

Chart of the month

Defence spending of European NATO members Defence spending in Europe has risen significantly

500 since the Russian invasion of Ukraine in 2022 and is
5400 likely to have reached the NATO target of 2% of Euro-
§ 222; pean gross domestic product for the first time in 2024.
] Defence is set to remain very high on the political

100 agenda in the EU, and government spending in this
5 0] g}?w area to rise further in the years to come. However, the
% 18] funding continues to raise questions due to the fiscal
:‘\; 161 rules set out by the EU. The suspension of the fiscal
141 rules for defence spending and the issue of European

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 w N . .
war bonds” are two conceivable options.

—Defence spending at nominal prices
- -Spending path to comply with 2% target

Sources: Macrobond, Swiss Life Asset Managers. 2024: NATO estimate of defence spending and GDP forecast of IMF
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USA
Reality check

GDP growth

Swiss Life Asset Managers Consensus
2025:2.3% 2025:2.2%
2026: 2.3% 2026: 2.0%

While the flood of news from the White House is not
abating, it has so far largely confirmed our forecast as-
sumptions: (1) Apart from the 10% tariff on Chinese
goods, everything else has stopped short at threats and
we expect targeted rather than high and broad-based
tariffs in particular towards developed markets. This
assumption will be put to the test in the coming weeks
when various deadlines expire. The risk is that we un-
derestimate the government’s appetite to generate in-
come through tariffs. (2) While the harsh rhetoric has
indeed put off immigrants, the threatened “mass de-
portations” have so far failed to materialise. Although
Congress wishes to earmark resources for this purpose,
it will be a long time before the staff and infrastructure
are available. (3) Deregulation is now set to be ex-
panded to the financial sector. (4) However, with re-
gard to fiscal policy, it could be that we have underes-
timated the desire to reduce the deficit. Initial budget
drafts from Congress include cuts to welfare pro-
grammes such as Medicaid in order to fund the exten-
sion of tax cuts from Trump’s first term in office. The
outcome of the debate remains open, and we are there-
fore hanging on with any corrections to our forecasts.
However, it is clear that the uncertainty has increased,
and a degree of disillusion is perceptible in many busi-
ness surveys following the initial Trump euphoria.

Inflation

Swiss Life Asset Managers Consensus
2025:2.6% 2025:2.7%
2026: 2.4% 2026: 2.6%

As in the preceding years, January brought with it an
upward surprise for headline and core inflation. At pre-
sent it is still difficult to assess how much of this is at-
tributable to seasonal factors and capricious weather
conditions and how much is actually due to increased
inflationary pressure. However, inflation expectations
consequently rose in financial markets as well as
among businesses and consumers and, together with
the uncertainty concerning new tariffs, are causing the
US Federal Reserve to adopt a wait-and-see approach.
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Eurozone
What if...

GDP growth

Swiss Life Asset Managers Consensus
2025: 0.8% 2025: 0.9%
2026: 1.0% 2026: 1.2%

President Trump has created a stir with his endeavours
to secure a peace agreement between Russia and
Ukraine. The obstacles to an agreement with robust se-
curity guarantees are large, and the negotiations are
likely to take months. For this reason, we have not yet
made any forecast adjustments. Such an agreement
would above all have the following economic implica-
tions for Europe: firstly, sanctions on Russia could be
eased, which would result in lower gas prices. This
would have a favourable impact on inflation in the eu-
rozone and for industry, which is suffering from the
high energy prices. The second channel is the labour
market. There are currently around 2.6 million Ukrain-
ian refugees living in the eurozone who have helped to
boost the European labour market in the last few years.
According to surveys, 50% of these refugees intend to
return to Ukraine when the war ends, which is likely to
further exacerbate the shortage of skilled labour and
the demographic problems in the eurozone. Regardless
of the further course of the negotiations, defence
spending will rise in all European countries in the years
to come (see chart of the month), which is set to have
a positive impact on economic growth and has already
been included in our baseline scenario.

Inflation

Swiss Life Asset Managers Consensus
2025:2.0% 2025:2.1%
2026: 1.8% 2026: 1.9%

Headline inflation in the eurozone rose further in Jan-
uary to 2.5%. The increase was primarily driven by a
sharp acceleration in energy prices. Core inflation re-
mained unchanged in December at 2.7%. Energy prices
have fallen again since the start of February, which
should help to cushion January’s rise. We expect infla-
tion in the eurozone to recede again slightly in 2025
and fall to below 2%.
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Germany
Expectations improving

GDP growth

Swiss Life Asset Managers Consensus
2025: 0.3% 2025: 0.3%
2026: 0.8% 2026: 1.0%

The German economy remains undecided. The ifo
Business Climate Index showed a mixed picture in Feb-
ruary. While enterprises assessed the current business
situation more critically, their expectations improved
slightly. The purchasing managers’ index (PMI) for the
manufacturing sector displayed a similar trend that
again pointed to a positive development. The political
environment is also helping to ease tensions. The par-
liamentary elections in February produced a result that
will make it easier to form a stable government in a
short time. Fiscal easing to boost investments in infra-
structure and defence is conceivable but will require
compromises with the Greens and the Left Party in or-
der to achieve the necessary two-thirds majority. How-
ever, the economic environment remains challenging
in the short term. Private consumption is only recover-
ing slowly as many households remain cautious. The
export sector is also facing major challenges due to in-
ternational uncertainties and structural problems.
Nevertheless, the combination of increased optimism,
a more expansive monetary policy and a government
capable of acting should help the upturn to gradually

consolidate and Germany to return to growth.

Inflation

Swiss Life Asset Managers Consensus
2025: 2.0% 2025:2.2%
2026: 1.8% 2026: 1.9%

Inflation in Germany continues to pursue a disinfla-
tionary trend and unlike in many other western coun-
tries has not recently surprised on the upside. Our as-
sessment remains unchanged: a normalisation towards
2% is likely. The stubborn services inflation driven by
wage increases and labour market shortages remains
decisive for the medium and long-term inflation trend.
At 4%, it remains well above the target for price stabil-

ity.
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France
Service providers: low sentiment

GDP growth

Swiss Life Asset Managers Consensus
2025: 0.8% 2025: 0.7%
2026: 1.1% 2026: 1.0%

According to preliminary data, the purchasing manag-
ers’ index for the services sector fell in February to its
lowest level since September 2023. The low sentiment
is due to sharply falling order intake. The political sta-
bility regained for the time being is clearly not having
any directly positive effect on business confidence in
the services sector. The situation on the labour market
has also deteriorated further. According to the online
employment agency Indeed, the number of vacancies
has fallen to its lowest level since October 2021. Ac-
cording to a Bloomberg survey, the considerable uncer-
tainty has also caused the risk of a recession over the
coming twelve months in France to climb to its highest
level in two years. We are still not expecting a technical
recession with negative gross domestic product growth
rates. However, we are upholding our assumption that
France’s economy will grow less strongly this year and
next than would be possible with full capacity utilisa-
tion. An increase in the unemployment rate is therefore
to be expected over the coming quarters. We expect
momentum from falling financing costs following fur-
ther interest rate cuts by the ECB.

Inflation

Swiss Life Asset Managers Consensus
2025:1.2% 2025: 1.4%
2026: 1.6% 2026: 1.7%

Annual inflation in January was higher than we ex-
pected. This has led to a slight upward revision of our
inflation forecast for 2025. Nevertheless, our baseline
scenario for price momentum at the consumer level re-
mains below the consensus expectations. The fall in
electricity tariffs caused the inflation rate to fall signif-
icantly in February. We also expect price pressure in the
services sector to recede as the year continues in view
of the below-potential growth of the domestic econ-
omy.
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Italy
Half a year of stagnation

According to preliminary data from the statistical of-
fice, Italy’s economy stagnated in the third and fourth
quarters of 2024. While strong private consumption
offset the weakness of the external sector in the third
quarter, according to the media release of the statisti-
cal office the indicators in the fourth quarter were ex-
actly the opposite. Weak imports and strong exports in
particular to other EU countries especially in Decem-
ber contributed to this. Interestingly, however, exports
to the USA continued to point downwards at the end
of the year, and there was little sign of exports being
brought forward due to impending US tariffs. The
signs for the new year are mixed. Growth of real wages
remains positive and should continue to support pri-
vate consumption, but according to the purchasing
managers’ indices, no acceleration of momentum is to
be expected in the services sector. Meanwhile, senti-
ment in the industrial sector remains poor. All in all,
we continue to feel comfortable with our growth fore-
cast of 0.5% for 2025, which is below the consensus ex-
pectations.

Spain
Investment upturn

Compared to the previous quarter the Spanish econ-
omy again grew by 0.8% in the fourth quarter of 2024,
putting overall growth for 2024 at 3.2%. The impres-
sive growth performance held up despite the severe
floods in October. The reconstruction efforts appear to
have at least partially offset the negative effects. The
significant fourth-quarter recovery in investments,
which have been sluggish in recent years, could be an
indication of this. The growth of investments in ma-
chinery and equipment was particularly strong. The
ongoing recovery of private consumer spending is also
encouraging and is set to remain a growth driver in
2025. By contrast, government consumption, which
has been an important growth engine in recent years,
slowed down sharply in the fourth quarter. However,
the growth contribution remained positive, thanks
also to state support for the regions affected by the
floods. We expect a slight slowdown in 2025 compared
with 2024, but growth will remain solid.
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Switzerland
Unchanged inflation forecast

GDP growth

Swiss Life Asset Managers Consensus
2025:1.2% 2025:1.2%
2026: 2.0% 2026: 1.6%

Initial data for the final quarter of 2024 adjusted for
the licensing income of associations in connection
with major international sports events indicate that
Switzerland has escaped the declining economic mo-
mentum of its larger neighbours. The continued im-
provement of consumer sentiment and the upturn on
the real estate market point to one explanation for the
comparatively robust state of the Swiss economy: the
brisk approach of the Swiss National Bank (SNB) and
its swift transfer of monetary policy to an expansive
state are already lending momentum to the domestic
economy. However, a second explanation is the ongo-
ing high net migration of the foreign resident popula-
tion, which once more increased by over 90 000 in
2024. It therefore remains reasonable to say that the
growth of Switzerland’s gross domestic product is
above all a broad-based one. The export-oriented MEM
industries are still suffering from weak demand. This
is also evident in the labour market data of the cantons
of the Jura Arc. The average unemployment rate in
Switzerland is set to rise in the course of the year from
2.5% in 2024 to 2.8%.

Inflation

Swiss Life Asset Managers Consensus
2025:0.2% 2025: 0.5%
2026:0.7% 2026: 0.8%

The figures for the Swiss Consumer Price Index for Jan-
uary contained a surprise that led to a moderate reas-
sessment on the market of the SNB’s future monetary
policy: the core rate of inflation rose from 0.6% to 0.9%.
We believe that this rise is chiefly due to altered weight-
ings in the market basket. Our forecast for 2025 re-
mains below consensus expectations. It should be re-
membered that in the baseline scenario we are
expecting lower import and energy prices. Lower exist-
ing rents have also been included in the inflation meas-
urement since August.

Editorial deadline: 25/02/2025 - Page4/6



UK
Government spending mainstay

GDP growth

Swiss Life Asset Managers Consensus
2025:1.2% 2025:1.1%
2026: 1.4% 2026: 1.3%

British gross domestic product grew by 0.1% in the
fourth quarter compared to the previous quarter and
by 0.4% in December compared to the previous month
and has therefore regained some momentum. How-
ever, a glance at the growth drivers is less encouraging.
The growth in the fourth quarter is largely attributable
to the public sector. By contrast, private consumption
remained poor and stagnated in the fourth quarter,
while business investment and trade curbed growth.
However, to a certain extent this growth composition
matches the expectations following the autumn
budget, which contained higher government spending
thatis now having an impact earlier than expected. The
private sector is set to remain the weak point in the
British economy over the coming months as the effects
of the announced tax rises due to enter into force in
April are expected to become noticeable. This is also
indicated by the purchasing managers’ indices for Feb-
ruary. Although the index for the services sector has
surprised slightly on the upside and remains above the
growth threshold at 51.1, the considerable deteriora-
tion in the employment component points to a slow-
down. Nevertheless, we expect some acceleration of
GDP growth this year compared with 2024, driven by
the increase in government spending.

Inflation

Swiss Life Asset Managers Consensus
2025:2.7% 2025:2.8%
2026:2.1% 2026: 2.4%

At 3.0%, inflation rose significantly more than expected
in January. This increase was driven by higher energy
and food prices. Core inflation also rose sharply due to
higher ticket prices for public transport and the intro-
duction of value-added tax for private schools. We are
therefore correcting our inflation forecast for 2025 up-
wards to 2.7%.
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China
Trade war 2.0

GDP growth

Swiss Life Asset Managers Consensus
2025:4.1% 2025: 4.5%
2026: 3.8% 2026: 4.1%

While Mexico and Canada have been temporarily
spared the initial US threat of a 25% tariff, this is not
the case for China. A 10% tariff on Chinese goods en-
tered into force on 4 February and is expanding the
trade war that Donald Trump started during his first
term in office. Unlike the initial trade war when tariffs
were levied on specific product groups, the 10% tarift
now applies universally to all Chinese products ex-
ported to the USA. Although this will impair China’s
export performance to the USA, we expect the impact
on GDP to remain limited. The importance of the USA
as an export market for China has declined signifi-
cantly. Furthermore, China can cushion the impact
with increased fiscal support, a shift to other trading
partners and a currency devaluation that could soon
neutralise the effects of the tariffs. However, we do not
expect the 10% tariff to be the end of the story. Trump
has instructed various authorities to submit reports on
multiple issues he wishes to tackle with customs tariffs
by 1 April. With regards to China, such issues range
from compliance with the trade agreement to unfair
trading practices. Higher tariffs on specific Chinese
goods are therefore likely, above all where this serves
the purpose of increasing tariff revenues and reindus-
trialising the US economy.

Inflation

Swiss Life Asset Managers Consensus
2025:0.7% 2025: 0.6%
2026: 1.5% 2026: 1.1%

Despite a rise in inflation in January to 0.5% (up from
0.1% in December), it remained below our expecta-
tions. This increase was foreseeable due to greater
spending during the Chinese New Year public holiday.
However, the unexpectedly low inflation has prompted
us to lower our inflation forecast for 2025 slightly from
0.9% to 0.7%.
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