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Agenda

• Defence spending and fiscal stimulus.

• Public finances: systemic and national risks.

• Europe’s place in the world; tariffs and trade.



Germany General Budget Balance (% of GDP)

Sources: LSEG, Capital Economics
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Euro-zone General Budget Balance (% of GDP)

Sources: LSEG, Capital Economics
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“My country should spend more on defence” (Net %, 2024)

Sources: NATO, Capital Economics
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Germany Defence Spending (€bn)

Sources: LSEG, Capital Economics

6

 

 

  

  

  

  

 

 

  

  

  

  

                        

            



Share of Defence Budget Devoted to R&D (2023, %)

Sources: OECD, SIPRI, Capital Economics
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German Public Investment Needs over Next Ten Years (€bn)

Sources: IW, Capital Economics
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Germany GDP (Q4 2019 = 100)

Sources: LSEG, Capital Economics
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Gross Government Debt (% of GDP)

Sources: LSEG, Capital Economics
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Gross Government Debt (% of GDP)

Sources: LSEG, Capital Economics
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Hit to GDP if Tariffs in Line with CE Assumptions (%)

Sources: LSEG, Capital Economics
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Hit to GDP if Tariffs Return to Liberation Day Levels (%)

Sources: LSEG, Capital Economics
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Europe and the Fracturing Global Economy

• Increased tensions between US and Europe. 

• Europe will not lead a “third bloc”.

• Economic and security links to US are very deep.

• Europe will de-risk from China and use trade defence measures…

• …but will also aim to maintain trade and investment ties.
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Germany Exposure to US and China Blocs (Latest, %)

Sources: LSEG, Capital Economics;  * Average assets and liabilities
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Euro-zone Goods Exports to US and China (% of Total)

Sources: LSEG, Capital Economics;  * Average assets and liabilities
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Euro-zone and US GDP (% y/y)

Sources: LSEG, Capital Economics
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ECB Deposit Rate (%)

Sources: LSEG, Capital Economics
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Key points

• Europe will remain a relatively low-growth region – but degree of 
underperformance will be smaller in future.

• Fiscal boost is mostly a Germany story. 

• Systemic risks have diminished, national risks still high. 

• No “hard decoupling” from the United States.



Capital Economics Ltd

5th Floor, 100 Victoria Street

Cardinal Place

London

SW1E 5JL

Telephone: +44 (0)20 7823 5000

Capital Economics Ltd. is registered in England, 

Registration No. 2484735. VAT No. GB 198 2919 50.

Capital Economics (USA) Inc

C/O Capital Economics (N.A.) Ltd

77 Bloor Street West, Suite 600

Toronto, ON

M5S 1M2

Telephone: +1 416 413 0428

Capital Economics (USA) Inc. is registered in the State of Delaware, 

1209 Orange Street, Wilmington, New Castle, Delaware 19801, 

Registration No. 150368300

Capital Economics (N.A.) Ltd

Suite 600, 77 Bloor Street West

Toronto, ON

M5S 1M2

Telephone: +1 416 413 0428

The North American office is a branch of Capital Economics (N.A.) 

Ltd, a wholly-owned subsidiary of Capital Economics Ltd. Registered 

in England, Registration No. 6190831. Registered in Canada, 

Registration No. BN 851886358.

Capital Economics (Asia) Pte. Ltd

05-01/02, CapitaGreen

138 Market Street

Singapore, 048946

Telephone: +65 6595 5190

The Asian office, Capital Economics (Asia) Pte. Ltd, is a wholly-

owned subsidiary of Capital Economics Ltd. Registered in 

Singapore, Registration No. 200909395K.

EUROPE –  LONDON NORTH AMERICA –  NEW YORK

ASIA –  SINGAPORENORTH AMERICA –  TORONTO

sales@capitaleconomics.com commissioned.projects@capitaleconomics.com

business@capitaleconomics.com support@capitaleconomics.com

Subscription enquiries: sales@capitaleconomics.com   •   Consultancy: commissioned.projects@capitaleconomics.com

Recruitment enquiries: business@capitaleconomics.com   •   General enquiries: support@capitaleconomics.com

Disclaimer: While every effort has been made to ensure that the data quoted and used for the research behind this document is reliable, there is no guarantee that it is correct, and Capital Economics Limited and its subsidiaries 

can accept no liability whatsoever in respect of any errors or omissions. This document is a piece of economic research and is not intended to constitute investment advice, nor to solicit dealing in securities or investments.

20

mailto:sales@capitaleconomics.com
mailto:commissioned.projects@capitaleconomics.com
mailto:business@capitaleconomics.com
mailto:support@capitaleconomics.com

	Slide 1: The Future of Europe
	Slide 2: Agenda
	Slide 3: Germany General Budget Balance (% of GDP)
	Slide 4: Euro-zone General Budget Balance (% of GDP)
	Slide 5: “My country should spend more on defence” (Net %, 2024) 
	Slide 6: Germany Defence Spending (€bn)
	Slide 7: Share of Defence Budget Devoted to R&D (2023, %)
	Slide 8: German Public Investment Needs over Next Ten Years (€bn)
	Slide 9: Germany GDP (Q4 2019 = 100)
	Slide 10: Gross Government Debt (% of GDP)
	Slide 11: Gross Government Debt (% of GDP)
	Slide 12: Hit to GDP if Tariffs in Line with CE Assumptions (%)
	Slide 13: Hit to GDP if Tariffs Return to Liberation Day Levels (%)
	Slide 14: Europe and the Fracturing Global Economy
	Slide 15: Germany Exposure to US and China Blocs (Latest, %)
	Slide 16: Euro-zone Goods Exports to US and China (% of Total)
	Slide 17: Euro-zone and US GDP (% y/y)
	Slide 18: ECB Deposit Rate (%)
	Slide 19: Key points
	Slide 20

