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1 Introduction

1 INTRODUCTION
- ]

Another attempt to bring peace to Ukraine? The proposalis to end the war along the current front lines. However, this
would involve notonly the loss of a substantial partof Ukraine’s coastline, ports, majorfactories, mines and vastareas of
fertile black soil, but it would also be another scaron the hearts of this heavily afflicted nation.

Global economic growth is expected to slow slightly again next year amid falling inflation. In its autumn forecast,
the IMF expects global growth to slow from 3.3% lastyear to 3.2% this year and 3.1% in 2026. Advanced economies will
grow at around 1.5%, while emerging and developing economies at just over 4%. According to the IMF, inflation should
continue to decline, albeit with visible differences across countries. In the USA, it will be above the 2% target, with risks
tilted to the upside, whilein the euro areaitshouldfall below the inflationtarget. Growth in prices is expected to be mo derate
in mostparts ofthe world. The IMF also expects global core inflation to remain higherforlonger.

The monetary policy of some central banks is mo-

ving away from a dovish stance, with hawkish  The 15 most innovative economies in the world
sentiments already audible in some quarters. The

2020 2021 2022 2023 2024 2025

ECB's cycle of rate cuts appears to be over. Conver- 5t e ” » @ o o Switisdisid
sely, most analysts and forecasts expect further Fed R o
rate cuts in the last months of 2025, continuing info < B // \ & o o Uit Giites
2026 to towards 3.25%. There is also room for rate . " & . PER
cuts by the BoE. o \.\ e
The chart in the current issue shows the evolution ¥o Britain

of countries’ innovation rankings over the past five Finland
years. South Korea and China are among the biggest PY

{ ] Netherlands
climbers, while the UK and Germany have lost \. Denmark

°

ground. Switzerland remains atthe top, with Sweden 10th \. > @ China

in second place, ranking highestamong EU countries. ° ° @ Germany
._/_ _\._/_ Japan

The currentissue also contains an analysis: “Eco- /~
H

nomic _impacts of defence spending in Europe: France
Between growth and fiscal burden.” This article sum- ® ong Kong Canada Israel
marises how current trends in the area of defence 15th Ireland  lsrael Hong Kong
budgets will affect the functioning of the European
economy, drawing on estimates from existing empiri- ~ Seurce: WIPO
cal studies.
Global Economic Outlook barometr for selected countries

EA DE uUs UK JP CN RU
GDP 2025 1.3 0.2 1.9 1.3 1.1 4.8 1.2
(%) 2026 1.0 1.2 1.9 1.0 0.6 4.3 1.1
Inflation 2025 2.1 2.1 2.8 34 3.1 0.0 7.1
(%) 2026 1.8 1.9 2.8 2.6 1.8 0.6 5.0
Unemployment 2025 6.3 6.3 4.3 4.7 25 3.9 2.3
(%) 2026 6.3 6.2 4.5 4.7 2.5 3.8 35
Exchange rate 2025 1.19 1.19 1.37 140.7 7.09 87.7
(against USD) 2026 1.19 1.19 1.37 135.7 7.00 96.7

Source: Consensus Forecasts, Oxford Economics

Note: The arrows indicate the direction of the revisionscompared withthe last GEO.
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2 Macroeconomic barometer

2 MACROECONOMIC BAROMETER
- ]
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2 Macroeconomic barometer

2.1 CENTRAL BANK MONITORING

Monetary policy rates, % Monetary policy rates, %
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2020 2021 2022 2023 2024 2025 2020 2021 2022 2024 2025
—EA —/—US UK JP —CN PL HU =—RU (rhs)
Latest monetary policy developments at selected central banks
euro area (ECB) USA (Fed) United Kingdom (BoE) Japan (BoJ)
inflation target 2 % (HICP) 2 % (PCE) 2 % (CPI) 2 % (CPl)
latest inflation 2 % (6/2025) 2,3 % (5/2025) 3,6 % (6/2025) 3,3 % (6/2025)
current basic rate 2,00 % 4,25-4,50 % 4,25 % 0,5 %
Publication of MP
decision 5. June (-0,25) 18. June (0,0) 19. June (0,0) 17. June (0,0)

(rate changes)

expectedMP . . .

decisions 24. July 18.-19. bfezna 20. bfezna 18.-19. bfezna
China (PBoC) Russia (CBR) Poland (NBP) Hungary (MNB)

inflation target - 4 % (CPI) 2,5 % (CPI) 3 % (CPl)

latest inflation 0,1 % (6/2025) 9,4 % (6/2025) 4,1 % (6/2025) 4,6 % (6/2025)

current basic rate 3,0 % 20,0 % 5,00 % 6,5 %

Publication of MP

decision 19. May (-0,1) 6. June (-1,0) 2. July (-0,25) 24. June (0,0)

(rate changes)

expectedMP )

decisions 25. July 26. August 22. July
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https://www.ecb.europa.eu/home/html/index.en.html
https://www.federalreserve.gov/
https://www.bankofengland.co.uk/
https://www.boj.or.jp/en/
http://www.pbc.gov.cn/en/3688006/index.html
https://www.cbr.ru/eng/
https://nbp.pl/en/
https://www.mnb.hu/web/en

3 Economic outlook in selected territories

3 ECONOMIC OUTLOOKIN SELECTED
TERRITORIES
- ]

3.1 EURO AREA

The euro arearecorded positive figures in both industry and services in the summer months. In manufacturing, the
PMI moved out of the contraction band for the first time in three years. Falling energy prices and low interest rates are
having a positive effect on production. Growth is being driven mainly by France and Spain, while Germany has been
stagnant. France is also facing internal political challenges, with its third prime minister this year steppingdown in Septem-
ber amid efforts to consolidate public finances. Data from Spain have exceeded expectations, with the services sector
performing particularlywell and touristnumbers reaching record highs. Germany’s outlooks indicate a slight moderation of
the initial expectations regarding a visible fiscal impulse and its positive spillover effects on other European economies. A
strongereurois also further reducing the international competitiveness of euro area countries ininternational trade.

Consumer price inflation in the euro area exceeded expectations in September, acceleratingto 2.2% year on year,
while core inflation reached2.4%. The trend of elevated services inflation (3.2% year on year) continues, and together
with stronger growth in food prices, these two components representan inflationaryrisk. The ECB expects wage growth
to slow, which could lead to a slowdown in services inflation and, consequently, bring inflation closer to the target.

At its October meeting, the ECB left rates unchanged, in line with market expectations. No further cuts are expected
for now. According to the ECB’s September forecast, inflation is expected to fall below the target next year, reaching 1.7 %.
PresidentLagarde stated thatthe ECB is in a comfortable position, with inflation close to its targetand expected to remain
there inthe medium term. The GDP growth outlook was revised upwards for this year, but slightlydown for next year.

GDP growth, % Inflation, %
9 10
6 8
3 6
0 4
-3 2
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
—HIST —CF, 10/2025 IMF, 10/2025 — HIST — CF, 10/2025 IMF, 10/2025
OECD, 9/2025 ——ECB, 9/2025 OECD, 9/2025 — ECB, 9/2025
CF IMF OECD ECB CF IMF OECD ECB
2025 13 1.2 1.2 1.2 2025 21 21 21 21
2026 1.0 11 1.0 1.0 2026 1.8 1.9 1.9 17
ESI leading indicators Interest Rates, %
40 5.00
20 3.75
0 2.50 EN ° °
‘ \-—'-—-‘W 1.25
20 \V74
/ 0.00 -
-40 125 . : . . . '
60 2020 2021 2022 2023 2024 2025 2026
2020 in dus%(})[Zl zozgervices 2023 Zc%%lumer 2025 ——3MEURIBOR ——1Y EURIBOR 10Y Bund
retail construction
industry services consum. retail constr. 9/25 10/25 1/26 10/26
7125 -10.4 4.1 -14.7 -6.6 -3.2 3M EURIBOR 2.03 2.02 2.00 2.00
8/25 -10.2 38 -15.5 -6.4 -3.6 1Y EURIBOR 2.17 221
9/25 -10.3 3.6 -14.9 -7.7 -35 10Y Bund 2.67 2.64 2.70 2.80

Global Economic Outlook — October 2025 6



3 Economic outlook in selected territories

3.2 GERMANY

The German economy recorded a quarter-on-quarter decline in real GDP of 0.3% in 2025 Q2. The main reason was
the lingering impact of US tariffs, which negatively affected exports — particularly in the automotive and pharmaceutical
sectors —and contributed to weak industrial output. July data showed a slight month-on-month improvementof1.5%, one
of the first positive figures in the last two years. However, uncertainty remains high. According to August data, indus trial
production fell sharplyby 5.2% month on month. CF, OECD and IMF analysts expect this uncertainty to persist, with GDP
growth in 2025 as a whole reaching only 0.2-0.3%. This uncertainty is also reflected in business sentiment. The ZEW
Economic Sentiment Indicator fell from 52.7 points in July to 34.7 points in August, while the ifo Business Climate Index
rose slightlyto 88.9 points in August but fell sharplyagainto 87.7 points in September, its lowestlevel since May and the
largest monthly decline in more than a year. This reflects growing pessimism among firms regarding both the current
situation and future developments. By contrast, a positive signal came from the composite Purchasing Managers’ Index
(PMI), which rose to 52.0 in September — its highestlevel since May 2024. Growth was driven mainly by the services
sector, indicating a modest recovery in domestic demand. Achange in fiscal policy is expected as of 2026, when more
relaxed debt brake rules will come into effect. According to estimates by CF, Bloomberg and the OECD, the fiscal stimulus
is expected to contribute to GDP growth of 1.1-1.3% in 2026. By contrast, the latest October IMF outlook predicts lower
growth of 0.9%.

In September, consumer prices in Germany — as measured by the harmonised index of consumer prices (HICP) —
rose by 2.4% year on year, the highest figure this year and above analysts’ expectations. The main driver ofinflation
was the services sector, where prices rose by 3.4% year on year. According to S&P, this was due m ainlyto higherinput
costs, especiallywages. In 2025 Q2, collectively agreed wages rose by 5.8% year on year, confirming continued cost
pressures in services. Food prices have remained slightly below 3% year on year in recent months. By contrast, energy
prices continue to normalise, falling by 0.7% year on year in September, thus ceasingto act as a brake on inflation pres-
sures. Core inflation rose to 2.6% year on year in September, indicating growing demand pressures. According to CF
analysts, consumer prices in Germanywill grow by 2.1% in 2025 and 1.9% in 2026.

GDP growth, % Inflation, %
6 10
3 8
0 — 6
-3 4
-6 2 —
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ——CF, 10/2025 IMF, 10/2025 ——HIST —— CF, 10/2025 IMF, 10/2025
OECD, 9/2025 DBB, 6/2025 OECD, 9/2025 DBB, 6/2025
CF IMF OECD DBB CF IMF OECD DBB
2025 0.2 0.2 0.3 0.0 2025 21 2.1 2.2 2.2
2026 1.2 0.9 11 0.7 2026 1.9 18 21 15
ESI leading indicators Economic and inflation surprises in the euro area, %
140 300
120 s 150
100 V/ 4 e 0
80 -150
60 -300
40 - T T T T T -450 T T T T T
2020 2021 2022 2023 2024 2025 2020 2021 2022 2023 2024 2025
———EA = DE FR ES IT = SK — Citi Inflation Surprise Index —— Citi Economic Surprise Index

Inflation expectations based on 5year inflation swap and SPF

EA DE FR ES IT SK 5y5y SPF
7125 95.8 91.7 922 104.3 99.3 95.1 8/25 212 2.01
8/25 95.3 90.7 927 1017 98.3 98.4 9/25 2.10 2.01
9/25 95.5 90.3 93.0 104.7 99.0 95.6 10/25 2.09 n.a.
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3 Economic outlook in selected territories

3.3 UNITED STATES

US President Donald Trump’s tariff policy is having a significant impact on financial markets. In early October, he
announced a new set of tariffs on China, which caused volatility in financial markets. However, just a few days later, he
backtracked, stating that these tariffs would not remain in place forlong. At the same time, the US presidentis once again
heavily involved not onlyin the conflictin the Middle East, but also in Ukraine and Venezuela.

CF analysts expect the US economy to grow at almost 2% this year, with the growth outlook having been revised
upwards once again. The OECD alsorevised its Septemberforecastupwards,to 1.8%. The mostoptimisticis the IMF’s
October forecast, which expects exactly 2% growth. According to the estimates, domestic consumption is expected to be
the main driver of growth. However, public finances are under pressure, as budget disputes led to a partial shutdown of
the US administration in earlyOctober. This also led to a suspension ofthe publication of official statistics.

Consumer price inflation in the USA remains elevated, and a return to the 2% inflation target is not expected in
the nexttwo years. Year-on-yearinflation rose to 2.9% in August, with core inflation reaching 3.1%. New forecasts expect
inflation of around 2.8% this year. For 2026, the OECD projects inflation of up to 3%, while the IMF expects only 2.4%.

In September, the Federal Reserve cut its policy rate by 0.25 pp, and markets expect two further cuts by year-end.
In its Septemberforecast, the Fed revised its GDP growth outlook upwards for this year and the next two years, while also
raising its inflation outlook for next year to 2.6%. Fed officials have sought to temper exaggerated expectations of rapid
rate cuts in their statements. Some regional commercial banks are also currently under pressure amid concerns about
their soundness following the failure of two smallerinstitutions. This indirectlyaffected JP Morgan, which reported a loss
of around USD 170 million.

GDP growth, % Inflation, %
9 10
6 8
3 = 6
0 4
3 2 .
6 r T T T T T T d 0 r T T T T T T 1
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ——CF, 10/2025 IMF, 10/2025 —— HIST —— CF, 10/2025 IMF, 10/2025
OECD, 9/2025 Fed, 9/2025 OECD, 9/2025 Fed, 9/2025
CF IMF OECD Fed CF IMF OECD Fed
2025 1.9 2.0 1.8 1.6 2025 238 27 2.7 3.0
2026 1.9 21 15 1.8 2026 238 24 3.0 26
Leading indicators Interest Rates, %
200 140 75
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Conf. Board current sit. ConfB expectations (rhs) ——3M SOFR 10Y Treasury
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ConfB curr. ConfB exp. UoM curr. UoM exp. 9/25 10/25 1/26 1026
8/25 132.4 747 61.7 55.9 SOFR 3M 4.04 3.93 3.50 3.10
9/25 125.4 73.4 60.4 51.7 SOER 12M 3.65 357
10125 61.0 512 Treasury 10R 410 4.08 410 410
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3 Economic outlook in selected territories

3.4 CHINA

Economic growth in China fell short of the government’s target in Q3, reaching 4.8% according to official data.
Following strong figures in the first half of the year, industrial production growth slowed somewhat in August (at5.5%, it
was atits lowestlevel sincethe startofthe year, with month-on-month growth also below average in August). The strongest
growth was observed in the mining sectors and in several branches ofengineering, including the automotive industry. An
acceleration in growth is also unlikelyon the consumption side. After very promising spring figures, the pace of retail sales
has been declining since June and in Augustit was below average, similarto lastyear’s figures.

Consumer price growth came to a halt during the summer and turned negative in September (-0.3% year on year).
Month-on-month CPI growth was positive in September, but it remained very weak at 0.1%. Deflation was driven mainly
by food and transportprices. By contrast, core inflation has beenrising atan increasing pace since February, reaching 1%
year on year in September. Producer prices have been falling for almost three consecutive years. In September, they
dropped by 2.3% year on year, with prices inthe miningindustryrecording a double-digitdecline.

Business confidence was slightly positive in the summer and early autumn, with the composite PMI at 50.6 points
in September according to data from the Chinese National Bureau of Statistics. As in Q2, pessimism persists in
manufacturing, with the manufacturing PMI at 49.8 points in September, while in non-manufacturing sectors, the PMI
indicates stagnation (50 points). However, further government stimulus measures are expected in the area o fconsumption,
which supports the PMI in services. Unemploymentincreasedslightlyand, according to official data, stood at5.3% in urban
areas.

China’s foreign trade grew in Q3 despite persisting uncertainty regarding tariff measures. Exports accelerated by
8.3% year on year in September, the highestsince April. Exports grew mainlyto Asian countries and the EU, while falling
sharplyto the USA, as did imports. Imports started to grow again in summer and accelerated to 7.4% year on year in
September, offsetting the declines in the firstmonths ofthe year.

GDP growth, % Inflation, %
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3 Economic outlook in selected territories

3.5 UNITED KINGDOM

Economic growth remains subdued and consumer inflation is well above the 2% target. Following a relatively strong
start to the year, GDP growth slowed to 0.3% in Q2, mainlydue to a decline in output, while the services sector continued
to grow. According to the new IMF and CF forecasts, GDP growth is expected to average around 1.3% this year. The
composite PMI fell sharplyin September from its annual peak, indicating stagnation in private sector activity (50.1 points).
Augustinflation remained stable at 3.8%, mainlydue to strong food price growth. At its Septembermeeting, the BoE left
its key rate unchanged at4% due to persistentinflation pressures. Governor Andrew Bailey also suggested thatgovern-
mentpolicy (highertaxes and regulated prices)was partlyresponsible forinflation. Inflation is expected to be around 3.5%
this year, with the BoE projecting it could reach even almost4%. However, consumer prices will remain well above the
inflation target in 2026 as well.

GDP growth, % Inflation, %
10 10
5 8
0 o 6
5 4
-10 2 e
-15 r T T T T T T d 0 T T T T T T d
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ———CF, 10/2025 IMF, 10/2025 —— HIST ——— CF, 10/2025 IMF, 10/2025
OECD, 9/2025 BOE, 8/2025 OECD, 9/2025 BOE, 8/2025
CF IMF OECD BoE CF IMF OECD BoE
2025 13 13 14 13 2025 34 3.4 35 3.8
2026 1.0 1.3 1.0 1.3 2026 2.6 25 2.7 25

3.6 JAPAN

In 2025 Q4, the Japanese economy will likely record weak year-on-year real GDP growth of around 0.4%, while
quarter-on-quarter growth is projected at 0.7% The main driver of growth will be higher hous ehold consumption, with
the planned abolition of the fuel surcharge on petrol and diesel contributing significantly. Year-on-year consumer price
inflation is expected to be around 2.4% in the coming quarter. Highfood prices, especiallyfor rice, will continue to contribute
substantially to higher inflation. Wage growth, driven by persistent labour shortages, will also be an inflationary factor.
Financial markets expect the BoJ to raise its key interestrate by 25 basis points atits October meeting (currently 0.5%).
Net exports fell by 3.2% quarter on quarter, mainlydue to US tariffs. However, exports are expected to recoverin the future
thanks to the discovery of new markets for Japanese goods. The defeat of the Liberal Democratic Party in the House of
Councillors elections led to the resignation of Prime Minister Ishiba, and the assumed new prime ministeris expected to
pursue a more expansionaryfiscal policy.

GDP growth, % Inflation, %
4 4
2 3
0 2 \
-2 1
4 0
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ———CF, 10/2025 IMF, 10/2025 —— HIST ——— CF, 10/2025 IMF, 10/2025
OECD, 9/2025 BoJ, 7/2025 OECD, 9/2025 BoJ, 7/2025
CF IMF OECD BoJ CF IMF OECD BoJ
2025 11 11 1.1 0.6 2025 3.1 33 3.1 27
2026 0.6 0.6 0.5 0.7 2026 1.8 2.1 2.1 1.8
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3 Economic outlook in selected territories

3.7 RUSSIA

The October outlooks for Russia’s economic growth have been revised downwards. The World Bank lowered is
GDP growth estimate for 2025 by 0.5 pp to 0.9%. Economic growth this year is driven mainly by government spending
(2.3%), while private consumption slowed significantly (1.2%) after strong growth in 2023—-2024. Despite stable real wage
growth (6.6% in July), consumerdemand remains subdued due mainlyto persistentlyhigh interestrates. Following arate
cut in September, the key rate stands at 17%. At the sametime, high financing costs are weakening investment activity,
with fixed investmentexpected to decline by 0.4% this year. The IMF has alsorevised its forecastdownwards. Similarly,
the Russian central bank’s macroeconomic survey of analysts signals a slowdown in growth, although its conclusions
remain slightlymore optimistic than the World Bank’s estimate.

GDP growth, % Inflation, %
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OECD, 9/2025 OE, 10/2025 OECD, 9/2025 OE, 10/2025
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3.8 POLAND

In Q2, Poland’s GDP grew by 3.4% year on year and by 0.8% quarter on quarter (seasonally adjusted). These figures
representa slightacceleration compared to Q1 and are broadlyin line with mostanalysts’ expectations. Household con-
sumption was the main driver of growth, while growth in industrial production stagnated towards the end of the summer
and business confidence declined. Consumer price inflation fell significantly over the summer to 2.9% year on year in
September. Month-on-month CPI increases were close to zero over the past three months. The main reason for the
currently low year-on-year figures is the decline in fuel prices at the start of the summer. Producer prices have been falling
year on year since May 2024, but deflationis currently significantlyslower (around 1% year on year) than in 2024. At its
October meeting, the NBP unexpectedlycut its key interestrate for the third time in arow, by 0.25% to 4.5%. Foreign trade
stabilised in Q3 at a deficitof around EUR 1 billion, offsetby a comparable surplus on the balance of transfers.

GDP growth, % Inflation, %
8 16
6 12
4 - 8
2 4 —
0 0
2 T T T T T T | 4 T T T T T T |
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ———CF, 9/2025 IMF, 10/2025 ——HIST ——— CF, 9/2025 IMF, 10/2025
OECD, 6/2025 OE, 10/2025 OECD, 6/2025 OE, 10/2025
CF IMF OECD OE CF IMF OECD OE
2025 3.3 3.2 3.2 3.4 2025 3.9 3.8 4.1 3.6
2026 33 31 2.7 3.2 2026 3.0 2.8 2.6 2.8
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3 Economic outlook in selected territories

3.9 HUNGARY

The central bank’s key interest rate has remained at 6.5% since September 2024, and the management has so far
ruled out any early rate cuts, favouring a cautious approach, which is also recommended by the IMF. The reasons for
maintaining rates are mainly (to a certain extent easing) uncertainty in the international environment (including ongoing
discussions on the trade policies of major countries and the conflict in Ukraine) and developments within the EU. Inflation
reached 4.3% year on year in September. The IMF’s Octoberoutlook estimatesitat4.5% for 2025 as a whole, with similar
estimates from OE (4.7%) and CF analysts (4.6%). The OECD estimates a higherlevel (4.9%). Inflation is driven mainly
by food, alcohol, tobacco and services prices, while Hungariangovernment measures, such as margin caps on basic food
items and price monitoring, are moderating inflation.

GDP growth outlooks for the coming years have been revised downwards in response to the continuing decline in
industrial production and the continuing poor consumer and business sentiment, with the IMF, for example, lowering its
growth forecastfornext year to 2.1%. In its recentreport, the IMF recom mends that Hungarystrengthen its macroeconomic
resilience and supportgrowth, considering itessential to create budgetarybuffers, maintain the current MNB interestrate,
and implementstructural reforms aimed atimproving competitiveness, energysecurityand productivity.

GDP growth, % Inflation, %
9 20
6 16
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/
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2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
——HIST ——CF, 9/2025 IMF, 10/2025 ——HIST —— CF, 9/2025 IMF, 10/2025
OECD, 6/2025 OE, 10/2025 OECD, 6/2025 OE, 10/2025
CF IMF OECD OE CF IMF OECD OE
2025 0.7 0.6 0.9 0.8 2025 4.6 4.5 4.9 4.7
2026 26 21 2.4 26 2026 3.9 35 3.6 3.9
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4 Leading indicators and exchange rate outlooks

4 LEADING INDICATORS AND EXCHANGE RATE

OUTLOOKS
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Pozn.: Hodnoty kurzll jsou kposlednimu dniv mésici. Forwardovy kurz nepfedstavuje vyhled, vychazi z kryté Urokové parity — tj. kurzzemé svyssi
urokovou sazbou oslabuje. Forwardovy kurz pfedstavuje aktualni (kdatu uzaveérky) moznost zajisténi budouciho kurzu.
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5 Commodity market developments

5 COMMODITY MARKET DEVELOPMENTS
- ]

5.1 OIL

In Q3 2025, the Brent crude oil price fluctuated mainly between USD 65/bbl and USD 70/bbl. However, it began to
decline rapidly at the end of September to a five-month low of USD 62/bbl in mid-October. Strong growth in produ-
ction in both OPEC+ countries and North and South America is pushing oil prices down. Uncertaintyaboutfuture demand
due to US trade policy is also driving down prices. By contrast, persisting geopolitical risks, tighter sanctions on Russian
and Iranian oil exports, and a huge increase in oil inventories in China prevented a bigger decline in prices. Concems
about a glut of oil in the marketsurfaced againin late Septemberamid speculation that OPEC+ would significantlyraise
production quotas. In the end, the increase was only moderate, temporarilycalming markets. However, the declinein oil
prices resumed following an easing of Middle Easttensions and arenewed escalation in US—China trade relations.

In October, reputable oil agencies issued sharply differing forecasts for global production and demand. OPEC
expects globaldemandtorise by an average of 1.3 mb/din 2025 and 1.4 mb/din 2026. The IEA is pessimi stic, projecting
only 0.7 mb/d in both years, while the EIA falls roughly in between. For non-OPEC+ production, OPEC forecasts growth
of only 0.8 mb/d and 0.6 mb/d in 2025 and 2026 respectively, the |IEA projects 1.6 and 1.2 mb/d, and the EIA 2.0 and
0.7 mb/d. For OPEC+, the IEA expects productiontorise by 1.4 mb/din2025and 1.2 mb/din 2026, and the EIA 0.5 mb/d
and 0.6 mb/d, noting the alliance is unlikelyto meetits full target. OPEC does not forecastits own production.

The marketoutlook implies a Brent crude oil price of USD 64.2/bbl at the end of this year and USD 64.1/bbl at the end of
2026. By contrast, the EIA expects strong growth in global inventories to push the price down to USD 47/bbl by March
2026, with prices justbelow USD 50/bbl for the remainder ofthe year. The October CF forecastexpects a slightincrease
to USD 65.4/bbl at the one-year horizon. Most commercial institutions also expecta decline in oil prices .

Outlook for prices of oil (USD/barrel) and natural gas Industrial stocks of oil and oil products in OECD (bil.
(USD / 1000 m?3) barrel)
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0 r T T T T T T 0 2.5 T T T T T
2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025
Brent crude oil = WTI crude oil Natural gas (rhs) 5Y max/min 5Y avg Stocks
Brent WTI Natural gas
2025 68.58 65.21 441.06
2026 64.07 60.31 400.33
Global consumption of oil and oil products (mil. Production, total and spare capacity in OPEC
barrel / day) countries (mil. barrel / day)
110 36 10
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2020 2021 2022 2023 2024 2025 2026 2020 2021 2022 2023 2024 2025 2026
— EA = EIA OPEC Spare capacity (rhs) Total capacity Production
IEA EIA OPEC Production Total capacity Spare capacity
2025 103.67 103.99 105.15 2025 27.78 31.77 3.99
2026 104.40 105.11 106.53 2026 27.85 31.67 3.82

Source: Bloomberg, IEA, EIA, OPEC, CNB calculation

Note: Qil price at ICE, average natural gas price in Europe — World Bank data. Future oil and gas prices (grey area) are derived from futures
Industrial oil stocks in OECD countries— IEA estimate. Production and extraction capacity of OPEC — EIA estimate.

Global Economic Outlook — October 2025 14



5 Commodity market developments

5.2 OTHER COMMODITIES

Since September, natural gas prices in Europe have remained within a narrow range of EUR 31-33/MWh due to
stable LNG supplies and satisfactory inventories ahead of winter. The outlook is slightly downward. Gas storage
facilities in the EU were filled to 83% of total capacity in mid-October — well below 95% last year. This poses a potential
risk for this winter. Similarly, Russian attacks on Ukrainian gas infrastructure increase the risk that part of Europe’s gas
supplymayneed to be redirected to Ukraine in winter. The EU plans to ban RussianLNGimports from January2027. This
should be offset by higherimports from the USA. Global LNG productionis projected to rise by about 60% by 2030, with
new production capacity in the USA accounting for around half of the rise. This could lead to a decline in gas prices inthe
longerterm. Coal prices in Europe declined graduallyin Q3 2025 due to weakening demand in both Europe and Asia.

The industrial metals price index has been highly volatile over the past year, following an upward trend that is
expectedto continue. Since mid-Septemberin particular, prices ofaluminium, copper, tinand zinc have risen quite sha-
rply amid a decline in LME stocks. This was due to a drop in production in some countries and increased speculative
activity. However, industrial metal prices were prevented from rising further by high stocks (especiallyin China) and weaker
industrial activity. (The J.P.Morgan Global Manufacturing PMI remained in the expansion band in September, butfell from
50.9 to 50.8.) Iron ore prices are alsorising gradually, despite adrop in China’s steel PMI from 49.8 to 47.7 in September.

The food commodity price index declined slightly in Q3 2025 compared to the previous three months. The outlook
is only slightly downward. Wheatand rice prices fell due to ample supply, buttheir outlook is stronglyupward. The year-
long sharp decline in sugar prices has come to a halt. Coffee prices have once again reached historical highs due to
droughtin Brazl and a decline in global stocks, although the price outlook remains stronglydownward. By contrast, cocoa
prices continued to fall, owing to improved weather conditions in West Africa. Demand is startingto recover thanks to lower
prices.Beef prices also reached another record high.

Non-energy commodities price indicies Food commodities
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Lean hogs Live Cattle Cotton Rubber Aluminium Copper Nickel Iron ore
2025 124.0 234.1 70.1 58.0 2025 120.1 1411 69.9 67.0
2026 118.3 254.2 719 57.2 2026 127.7 157.4 713 65.6

Source: Bloomberg, CNB calculations.

Note: Structure of non-energy commodity price indices corresponds to composition of The Economist commodity indices. Prices of individual
commoditiesare expressed asindices2010 = 100.
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6 Focus

6 ECONOMICIMPACTS OF DEFENCE SPENDING
IN EUROPE: BETWEEN GROWTHAND FISCAL
BURDEN!

]

Defence spending is a standard component of public expenditure in Europe and elsewhere. Howe-
ver, Russia’s invasion of Ukraine in February 2022 fundamentally changed political priorities and led
to a dramatic increase in defence spending and defence budget plans across the NATO and EU
member states. European countries are making gradual progress towards fulfilling their long-term
commitment to spend 2% of GDP on defence — a target that many NATO countries had previously
met only marginally. This elevated growth towards 3% of GDP and beyond is not only sparking a
political and security debate, but also raising questions about the macroeconomic impacts and mul-
tiplier effects that such spending generates. Examining the economic aspects of defence expendi-
ture is crucial not only for assessing the effectiveness of security policy, but also for understanding
the broader impacts on economic growth, employment and innovation. This article sets out to sum-
marise how current trends in the area of defence budgets will affect the functioning of the European
economy.

Introduction

Defence expenditure has long been a widely discussed
component of public budgets, and its role in the Euro-
pean context has increased in recent years. The deteri- (% of GDP)

Chart 1 — Defence expenditure of selected countries

orating securityenvironment after 2014, accentuated by Rus- 18
sia’s direct invasion of Ukraine in 2022, prompted EU and 16
NATO member statesto revise their defence strategies and 14

significantly increase their military budgets (SIPRI, 2025; 12
NATO, 2025). This raises fundamental questions about the 10

economicconsequences of growing amament — at both the 8

macroeconomicandthe fiscaland structurallevel. According 6

to SIPRI, the biggest militaryspenders in nominal terms are 4 \‘\\ —

the world’s largest economies: the USA (USD 997 billion), 5 —_————— e —
followedbyChina (USD 314 billion), the Russian Federation D . . . . . .

(USD 149 billion), Germany (USD 88.5 billion) and India 1990 1995 2000 2005 2010 2015 2020
(USD 81.8 billion). Whenmilitary expenditure is measuredas ——USA =—China Russia Israel ~ ===India

a share of GDP, Israel also ranks among the top spenders

(see Chart 1). However, detailed data on this topicare very  ‘source: siPRI

difficult to obtain for many countries. In addition, there is no Note: The data for China and Russia are largely estimates.

standardised common methodology for defining what exacty

falls under defence spending. Accordingto NATO’s definition: “Defence expenditure indudes all currentand capital expenditure
on the armedforces, including peacekeepingforces, on defence ministries and other government agencies engagedin defence
projects, and on paramilitary forces when judged to be trained and equipped for military operations”. Spending on veterans’
benefits, civil defence and border guards (unless they are part of the armed forces) and financial support to industry are thus
excluded. Forinfrastructure spending to be considered defence spending, itmustserve military purposes and notbe intended,
even partially, for civilianuse. Therefore, motorways and civilian airports do notfallintothis category.

NATO member states should spend at least 2% of GDP on defence, but fewer than a quarter of them have met this
commitmentin the past. However, according to preliminarydata, the majority (23) ofthe 32 NATO member states reached
this threshold last year. EU member states differ in their attitudes to increasing defence spending. While Germany, Poland
and the Nordic and Baltic countries are willing to raise their spending to the future goal of 5% of GDP, France and Italy are

1 Authors: Lubo$ Komarek, Mikuld$ Zeman and Petr Polak The views expressed in this article are those of the authors and do not necessarily
reflect the official position of the Czech National Bank.
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6 Focus

reticent (mainly due to budgetary constraints) and Spain is openly against such a sharp hike. It is interesting to note that
countries’ willingness to increase their defence spending

correlates with their geographical proximityto Kyiv. The clo- ~ Chart 2 — Total defence expenditure and defence

sera countryis to Kyiv, the more willing itis to spend more investments in the EU

on defence. If we look at the structure ofdefence spending "o, 5 pp)

inthe EU, investments (equipment purchases, software so-

lutions and soldier gear) accountfor an even smaller share 29

of total defence spending (see Chart 2). Personnel costs 20

make up a large part of the expenditure (roughly a quarter

to a third). The smallest partis spent on infrastructure. In- 15

frastructure spendingis often mentionedin the debate about

increasing defence expenditure, but the NATO definition 1.0

provided above is very strictin identifying such spending.

Multiplier effects of defence spending 0

The macroeconomic impacts of defence spending are 0.0

not clear-cut. While part of the traditional economic litera- 2005 2010 2015 2020
ture emphasises its stimulative effects through demand for m Investments m Other defence expenditure

goods, services and innovation inthe defenceindustry (Key
nes, 1936; Dunne & Tian, 2013; Hartley, 2011), other stu-
dies pointto its potential crowding out of more productive
civilian investments and to the long-term fiscal burden
(Barro, 1990; Benoit, 1978; Deger & Smith, 1983). In the European context, it is also necessaryto take into account the
differences in individual countries’ budget capacity, their dependence on imports of militarytechnologyand the specificitie s of
the common market (Brauer & Dunne, 2019; Hartley, 2011).

Source: European Defence Agency

From a macroeconomic perspective, it is crucial to examine the fiscal multiplier. The fiscal multiplier measures how
much GDP increases as aresultofgrowth in governmentspending. For defence spending, the multiplier tends to be lower
than for investmentin education orinfrastructure, because partofthe funds is tied to arms imports. The mostcited acade-
mic papers estimate the short-term multipliers to be roughlybetween 0.5 and 1.6; higher multipliers are assumed for debt-
financed domestic investment capital expenditure during recessions. Conversely, lower (even close to zero) multipliers
occur when the share ofimports in investmentis high and spending is covered by fiscal cuts in other areas.

Defence expenditure (defence investment) is accompanied by specific effects on the entire economy. The first
effect is supportfor domesticindustry. In countries with developed arms manufacturing (France, Germany, ltaly, Sweden
and the Czech Republic), an increase in defence contracts leads to growth in employment, exports and technological
innovation. The second specific effect stems from technological spillovers, with defence technology R&D significantlyin-
fluencing the civilian sector (e.g. aviation, cyber security and telecommunications). This indirect effect of defence spending
increases long-term productivity. The third specific effect results from geographical dispersion, as investmentin military
infrastructure and bases stimulates regional economies, especiallyin less developed orremote regions.

The relationship between defence spending and economic growth is ambiguous in the empirical literature. Conc-
lusions vary depending on the sample, time period and methodology used. The OECD estimates that the fiscal
multiplier maybe 1.0-1.2 in this case, meaning thateach euro spenton defence investmentgenerates upto 1.2 euros in
total GDP. An assessmentbased on models of the European Central Bank (ECB, 2025) estimates the average fiscal
multiplierto be 0.93 over a two-year horizon. However, there is substantial model heterogeneity, with the projections ran-
ging from 0.42 to 1.13. According to calculations by Oxford Economics, the average fiscal multiplier for the currently plan-
ned defence spending willbe lower —at0.6—-0.8. Some meta-analyses (e.g. Alptekin and Levine,2012) found a low positive
net effect of defence expenditure on GDP, ranging from 0.056 to 0.066. Increased defence spending may have positive
short-term effects on aggregate demand. However, these effects diminish over time. By contrast, other meta-analyses
(e.g. Simpartl,2024; Yesilyurt and Yesilyurt, 2019) concluded that the relationship between defence spending and econo-
mic growth is negative or insignificant. Based on an analysis of 405 estimates from 67 studies, Simpartl (2024 ) found a
statisticallysignificantnegative effect of increased defence spending on economic growth of between -0.107 and -0.052.

The value of the fiscal multiplier for defence spending also depends on the period in which the economy finds itself.
The multiplieris higherattimes of heightened geopolitical tension. During the Cold War the multiplier averaged approximately
0.86, whereas after itended it dropped by half — to around 0.41 on average (Antonova et al., 2025). The structure of the
economy and capital is another important factor influencing the value of the multiplier. The multiplier tends to be higher in
industry-oriented economies (usuallyaround0.94) than in senice-oriented economies (usuallyaround 0.76). ltdecreases as
the costs ofreallocating capital between the militaryand industrial sectors increase. Moving capital from industryto the m ilitary
is less costlythan shifting it from the service sector, as industrial activitycan be more easilyrepurposed for military production.
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Another crucial factor is timing of the expenditure and the intertemporal aspect of the fiscal multiplier, as private
sector expectations also play a role. Defence expenditure is typically spread over several years — it is announced in
advance and implemented gradually. This gives economic agents time to respond. Other things being equal, the prospect
of future tax increases and higher interestrates leads to a reduction in private spending, which weakens the fiscal multiplier.
This relationship is keyto NATO’s goal ofincreasingdefence spending to 5% of GDP in the medium term, as it corres ponds
exactly to the type of multi-year programme announced in advance, for which studies usually show a limited impact on
GDP. As a general rule, the fiscal multiplier should be lower in the short run. In the long run, defence spending may be
allocated more efficiently. This can have a profound and lasting impacton the production capacity of an economy — espe-
cially through support for industrial development, technological innovation and human capital development.

The value of the fiscal multiplier is also affected by how defence expenditure is funded. Financing through tax
increases immediately crowds out private consumption and investment, which may even resultin a negative impact on
GDP. By contrast, debt financing is typically growth-supportive in the shortterm — unless ittriggers expectations of future
tax increases in the private sector, as mentioned above.

The volume of imports and the extent of international capital spillovers are much-debated and difficult-to-quantify
factors influencing the value of the fiscal multiplier. It is often not clearin advance how big the share ofimports will be
in defence equipmentprocurementwhen militarytechnologymustbe purchasedabroad. In such cases, partofthe expen-
diture stimulates the economies of trading partners rather than the domestic economy. This reduces the domestic multiplier
butincreases the positive spillovers to other countries. Importingcountries therefore look for other mechanisms to achiewe
at leasta partial positive effect on the domesticeconomy.

Such compensation instruments designed to enhance the economic stimuli for the domestic economy in the case
of import-intensive defence investments include offset programmes modified into industrial cooperation. Offset
programmes (compensatorytrade agreements primarilylinked to the purchase of military equipment) were widelyused in
European countries until the end of the 2010s. Following the entry into force of stricter EU rules?on public procurementin
defence, many European countries abandoned mandatory (entittement-based) offsets. In practice, however, these pro-
grammes still existin the form of better legallyformulated agreements, often referred to as industrial cooperation.®

Impact on inflation

Ramping up defence spending typically has an infla-
tionary effect in the short run, when aggregate de-
mand rises without an immediate corresponding

Table 1 — Defence expenditure and impact on inflation

increase in production capacity. ECB (2025) estimates Impacton infla-

that increased defence spending has only a modest Source tion Time horizon
effect on consumerprices. An increase in defence spen- ECB (2025) +0.1-0.3 pp 1-2 years

ding of 1% of GDP would lead to an average increasein European Commis-

HICP inflation of 0.1 pp over two years and 0.2 pp over sion (2024) +0.2 pp approx. 3 years
four years. This relatively small impactsuggests thatthe Ramey(2011) +0.3 pp 2 years
economyis expected to be able to absorb the increased Ben Zeev & Pappa

demand withoutsignificant price shocks. However, other (2017) ) +0.1-0.3pp 1-2years
studies for the USA (e.g. Ben Zeev and Pappa, 2017) ls\l::?zngﬁza)&Stems- 0 pp 2 years

usuallyfind a smallinflationaryeffectin the shortrun. His-
torically, increases in US military spending, for example Note: Effect of increasing gov ernment defence expenditure by 1% of GDP.
during the Korean and Vietham wars, have been signifi-

cantly inflationary. However, it should be emphasised thatthe fiscal expansions then were much moredramatic than those
currently being considered by European countries. According to an Oxford Economics forecast, the impacton inflation will
be significantin the shortterm due to insufficient production capacityin the arms industry.*

2 In 2009, the European Union adopted Directive 2009/81/EC, w hich prohibited mandatory offsets in defence procurement unless they
w ere necessary forthe security interests of the state.

% Examples include Poland and Finland, w hich continue to require technology transfers fromforeign suppliers, even though these are not
referred to as “offsets”. The Czech Republic has not officially used offsets since2014. How ever, it also seeks to involv e domestic industry
in its acquisitions (for example of F-35 fighter jets and MADR radars) through other mechanisms.

4 Arms exports (and imports) are not easy to find explicitly in standard statistics or reports (such as the balance of payments ), as they do
not appear as a separate item labelled “arms” or “defence”. They are included in broader categories, making them difficult to extract
directly from regular statistics. Central banks (such as the CNB and the ECB) do not reportarms exports separately but include themin
aggregate goods exports. However, statistical offices (such as Eurostat and the Czech Statistical Office)do track trade in arms separately
using tariff codes (e.g. CN 93). With some analytical effort, these data can be aligned w ith the trade balance, but the balance of payments
itself does not separate them.
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The inflation impacts will of course be determined primarily by how the increased defence spending is financed.
If itis covered mainlyby issuing bonds, a largerinflationaryimpactthan that predicted by the ECB study can be expected.
Conversely, if itis financed bytax hikes or cuts in othergovernmentspending, itcould even have an anti-inflationary effect.

Impact on productivity

Despite the unclear net effect, there are several well-identified mechanisms through which military spending can
support long-term productivity growth. The firstis the R&D spillover effect. Military R&D can be a powerful driver of
innovation, creating dual-use technologies thatalso find broad applicationin the civilian sector. There is a significant diffe-
rence between the USA and the EU in this area. While in the USA the share of R&D spending in the military budget is
approximately 16%, inthe EU it is only 4.5%.

Sustained and extensive government demand for military equipment also creates an environment in which com-
panies can benefit from economies of scale and gra-
dually reduce unit costs. This process, sometimes refe-
rred to as learning bynecessity, enables firmsto gain ex-
perience, improve production processes and build a large (€Bn increase in gross output)
capital and knowledge base that can benefit the entire

Chart 3 — Sector impacts of defence equipment
investment in EU
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Latest developments: EU Member States’ plans

The strategic question for European countries is how to link increased defence budgets with strengthening their
own industrial and technological bases. Initiatives such as the EuropeanDefence Fund (EDF) and joint EU procurement
programmes aim to enhance coordination and reduce dependence on non-European suppliers. If defence spending can
be aligned with supportfordomestic R&D and innovation, its multiplier effectcould be close to or even exceed the values
known from civilian infrastructure investments.

At the NATO summit in The Hague in June 2025, member states agreed on an ambitious shift in defence commit-
ments by adopting a new goal to invest up to 5% of GDP by 2035 in “core defence requirements” and defence-
and security-related spending. The 5% goal breaks down as follows: at least 3.5% of GDP annually on “core defence
requirements” (as defined by NATO) and up to 1.5% of GDP on related areas (e.g. critical infrastructure, cyber defence,
civil preparedness and resilience, innovation and the defence industry). Direct contributions to Ukraine’s defence and its
defence industrywill also be included in the calculation. NATO member state s willsubmitannual plans showing a credible
path to reach this goal. A review of progress towards the goal is scheduled for 2029. In addition, countries can to some
extent use EU funds to finance these investments . This would help mitigate the crowding out of private spending. Further-
more, the additional 1.5% of GDP may notlead to an increase in total budgetexpenditure in manycountries, as a number
of them have alreadybeen allocating the required resources to these areas.

Conclusion

Although increased defence spending strengthens security and can contribute to economic growth, it also carries
economic risks. One traditionallycited risk is the crowding out of private investmentby governmentinvestment. Higher
defence budgets may also limit fiscal space for other public expenditure, especiallyin health care, education and in-
frastructure. Another characteristic feature is the procyclical nature of defence spending. High military expenditure can
widen structural deficits duringeconomic recessions or crises. Lastly,increased defence spending is very often associated
with higherimports, which reduces the multiplier effect of investmentdescribed above.
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A.1 CHANGE IN PREDICTIONS FOR 2025

GDP growth, % Inflation, %
CF IMF OECD CB/ OE CF IMF OECD CB/ OE
EA +0.1 +0.2 +0.2 +0.3 0 0 -0.1 +0.1
DE 0 +0.1 -0.1 -0.2 0 0 -0.2 -0.2
us +0.2 +0.1 +0.2 +0.2 0 -0.3 -0.5 0
UK +0.1 +0.1 +0.1 +0.3 0 +0.3 +0.4 +0.5
JP 0 +0.4 +0.4 +0.1 0 +0.9 +0.3 +0.5
CN 0 0 +0.2 0 -0.1 0 0.1 0
RU -0.1 -0.3 0 0 +0.1 -0.3 -1.2 0

A.2 CHANGE IN PREDICTIONS FOR 2026

GDP growth, % Inflation, %
CF IMF OECD CB/OE CF IMF OECD CB/OE
EA 0.1 0.1 0.2 -0.1 0 0 0.1 +0.1
DE 0 0 -0.1 -0.1 0 -0.1 0 -0.6
us +0.2 +0.1 0 +0.2 +0.1 -0.1 +0.2 +0.2
0
UK -0.1 0 0 0 +0.3 +0.4 +0.5
0
JP +0.1 +0.1 0 -0.1 +0.4 +0.1 +0.1
0
CN 0 +0.1 0 -0.1 +0.1 -1.1 0
RU -0.2 0 0 0 0 -0.3 -1.2 0
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A3 GDP GROWTH AND INFLATION OUTLOOKS IN THE
EURO AREA COUNTRIES

GDP growth in the euro area countries in 2025 and 2026, %

2i I IViVIH H .
= o a > Y
N L
B w B e e e
IE MT HR C LT GR ES LV LW PT EE SI SK EA BE F NL FR [T AT DE
B ECB 2025 [ ECB 2026 @ CF @ IMF @ OECD

Inflation in the euro area countries in 2025 and 2026, %

[} 8 = e
%] a a Py P
~ e o Bl o =
(] o - P <
I I I I I I I I IVI i I I I. I. I' :
EE HR SK LT NL LV AT SI GR MT ES BE EA DE IE LU PT C F T F

R

o »r N W b~ O

M ECB 20251 ECB2026 @ CF © IMF @ OECD

Note: Charts show institutions' latest available outlooks of for the given country.

A4 GDP GROWTH AND INFLATION IN THE INDIVIDUAL
EURO AREA COUNTRIES
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Italy
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Belgium

A Annexes
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Finland
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Lithuania
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A5 GDP GROWTH AND

COUNTRIES

Romania

GDP growth, %
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LIST OF ABBREVIATIONS

Austria

barrel

Belgium

Bank of England (the UK central bank)
Bank of Japan (the central bank of Japan)

basis point (one hundredth of a percentage
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central bank

Central Bank of Russia
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China

Czech National Bank

Chinese renminbi

Conference Board Consumer Confidence Index
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Deutsche Bundesbank (the central bank of
Germany)
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Euro Interbank Offered Rate

Federal Reserve System(the US central bank)
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forward rate agreement
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International Energy Agency
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University of Munich

International Monetary Fund
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