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→ 2 April announcements go beyond what 

was in our downside scenario

→ Our most recent forecast was that G-20 

economic growth will settle around 
2.5%, materially down from the 3.2% 

average growth in the decade before 

the COVID shock. 

→ This base case incorporated policy 

changes implemented since last 

November, but evolving US policies on 
trade, immigration, budget and 

regulation have introduced significant 
risks to our forecasts.

Increased uncertainty 

dents confidence and 
investment spending

Higher inflation in the US 

despite weaker economic 
growth

US trade policy 
and government 
downsizing elevate 
risks to the global 
economy

→ This is particularly significant for 

trade-reliant economies and 

many industries

→ Credit impact will also be driven 

by tariffs’ scope, duration, and 

retaliatory responses

→ Trade reconfiguration could 

also present opportunities, 

particularly for some EMs

→ Around  €380 billion (2% of 

GDP) of EU goods are affected 

by all US tariffs announced by 

the Trump administration

→ Pharma tariffs would materially 

increase the amount of EU 

exports affected

→ Enduring policy uncertainty will 

dampen business investment 

as firms adopt a wait-and-see 

approach.

→ In the US the impact of new or 

higher trade barriers is unlikely 

to be offset by stimulus from 

tax cuts and deregulation. 

→ In the EU, the indirect effects 

of tariffs will be more important 

than their direct impact.

Increased complexity and 

cost of world trade 
weakens growth prospects

→ Outside the US, weaker 

growth will likely keep 

inflationary pressures at bay

→ We still anticipate further ECB 

rate cuts
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→ Total goods exports to the US are 

around 3% of GDP

→ Most affected countries: Ireland, 

Slovakia, Germany, Hungary, Italy, 

and Austria

→ Machinery and alcoholic beverages 

will be most affected by announced 

tariffs because 1/5 of these exports 

are directed to the US

→ EU’s policy response will determine 

the full impact on economies and 

sectors 

Pharmaceuticals, chemicals, machinery and auto 

sectors are most exposed to US tariffs
Tariffs increase 
risk of recession 
in Europe Direct impact from tariffs can be mitigated by issuer’s specific 

exposure, pricing and localization strategies



Security and 
Defence
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→Russia’s invasion of 

Ukraine continues to pose 

fiscal, cyber and 

geopolitical risks for 

European sovereigns

→Most European sovereigns 

will increase defence 

spending

→US support remains 

essential for Ukraine
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Change in defence spending (2019-2024, % of GDP)

Defence spending (2024, % of GDP)

Defence spending (2019, % of GDP)

Many euro area 
governments still fall 
short of 2% of GDP 
defence target
Defence spending of euro area countries,
% of GDP, 2019 and 2024
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5

Debt burdens 
and interest 
costs will 
increase only 
moderately for 
most
But a handful of fiscal star 
performers and laggards 
continue to stand out

Debt affordability will 
weaken only 
moderately for most 
Upper axis: Interest payments, % government revenue, 
pps change, Lower axis: interest payments to revenue, 
% 2024

Debt burdens will 
continue increasing 
for many - but at a 
moderate rate 
Upper axis: General government debt, % GDP, pps 
change, Lower axis: Debt-to-GDP, % 2024

Sources: Eurostat and Moody’s Ratings
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Germany: Revamping economy will be key for credit 
strength

Sources: Eurostat, Haver Analytics, Moody’s Ratings

German economy has not grown since the 

pandemic

Real GDP change since Q4 2019

Political fragmentation creates hurdles 
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Strong government balance sheet provides fiscal space
Room for increased spending, focus should be on enhancing growth potential

Note: Dotted line shows simulated trajectory, if proposed fiscal measures (special fund for infrastructure, permanent increase in defense spending, relaxation of debt brake rule for Länder governments) are approved and implemented.

Sources: Eurostat, Haver Analytics, Moody’s Ratings
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France: Fiscal policy challenges dominate the credit 
profile

Sources: Ministère de l’Intérieur, Moody’s Ratings 

 Vote of no-confidence in PM Barnier further deepened 

France’s fiscal weakening, prompting our December 2024 
downgrade to Aa3 stable.

 Despite budget passage, fragmentation remains high, and 
new elections could be organized as of this summer. 

However, compromise solutions remain possible under the 
current National Assembly.

 Repeated fiscal slippages have resulted in the lowest 

public finances’ compliance track record in the EU. The 
government has recently announced measures to improve 
the governance of public finances. 

 Wide deficits reflect largely structural dynamics, with high 
public spending due to elevated social expenditures. We 
expect public debt to continue increasing over the next 

four years and approach 120% of GDP by the end of the 
decade.

 Debt affordability remains strong, with relatively long 

average maturity and very effective debt management. 
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Italy: Modest growth pick-up in 2025
US tariffs pose risks, potential positive spillovers from Germany

Data for Ireland is for growth of Modified Domestic Demand

Sources: Eurostat and Moody’s Ratings
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