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Eurozone economy in the line of fire

While great uncertainty persists, it looks certain that the eurozone
economy, as a major energy importer, is the most vulnerable to war-
induced economic shocks, though we don't see current events derailing
the recovery. Slightly lower growth and somewhat higher inflation will
likely keep the ECB on hold for now

With inflation risks skewed upward, the ECB is expected to keep interest rates unchanged

War, China and tariffs

The eurozone economy is one of the most vulnerable to the Middle East war among the major
economies. Although we anticipate that rising energy prices will be a temporary phenomenon,
their negative impact is undeniable. At the same time, it's important to remember that other
structural challenges, such as strong competition from China and ongoing US trade tariffs,
persist. And while the European Parliament has suspended ratification of the US trade deal
following the Supreme Court’s move to strike down parts of Trump’s tariff package, we see
little reason to expect a meaningful easing of tariffs anytime soon.

Slowing, but not halting the recovery

For Europe, higher energy prices essentially act as a foreign tax on households and businesses.
Thanks to a high savings ratio, European consumers should generally be able to absorb these
increased costs. However, the risk remains that diminished confidence could prompt
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households to save even more, rather than less.

The manufacturing sector faces renewed difficulties, having already endured higher energy
costs compared to the US and China. Despite these challenges, manufacturing entered the
year with some momentum, supported by relatively low inventory levels. Additionally,
Germany's fiscal stimulus is expected to gradually bolster the economy. As a result, we believe
the current crisis will temporarily slow the recovery but not halt it altogether. We are
forecasting weaker growth in the first half of the year, followed by a rebound in the second
half, culminating in 1.1% GDP growth for 2026, after 1.5% in 2025.

Disinflation seems to be coming to an end
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Higher inflation

Of course, elevated energy prices will also push headline inflation higher. Moreover, February’s
HICP reading was somewhat disappointing: headline inflation rose to 1.9%, still below the 2%
target, but core inflation increased to 2.4%. With energy and food prices likely to add further
upward pressure in the coming months, we expect second-quarter inflation to average 2.5%,
raising our annual inflation forecast to 2.1%. This is still relatively low, but it is based on the

assumption that there will be only a temporary surge in energy prices. Needless to say, the
risk is skewed to the upside.

ECB still on hold

Since the high inflation episode in 2022, the ECB has exercised caution in labelling inflation
increases as temporary. At this point, however, we do not believe a short-lived spike in energy
prices will trigger significant second-round effects. Meanwhile, calls for further rate cuts, which
were widespread during the dollar’'s weakening earlier this year, have likely been muted by

recent events. In our view, the ECB will conclude that maintaining stable interest rates is the
prudent course for the foreseeable future.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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