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Strong labour market amid cooling demand

e Theeuro area labour market remains robust, while signs of cooling are evident.
Amid record-low unemployment rates, recent survey data indicates moderating
employment growth, and we expect aggregate employment growth to slow this
year and the unemployment rate to decline marginally.

The labour market has shown remarkable resilience amidst slow economic growth and
higher interest rates since 2022. By May 2025, the unemployment rate declined to 6.3%
from 6.8% in May 2022 and employment continued to rise by 0.2% g/q in 2025Q1L
However, employment growth is slowing compared to recent years and both Germany and
France recorded job losses in the first quarter. The European Commission expects job
losses in France and Germany to continue in 2025, with -0.2% y/y growth in both countries,
while strong employment growth is expected to continue in Spain at 2.1% y/y. We thus
expect the convergence in unemployment rates between Southern and Central Europe
to continue.

Yet, labour demand is cooling. The job vacancy rate has declined from 2.9% in Q1 2024 to
2.4% in Q1 2025. The services sector vacancy rate is 2.7%, with the industrial sector
weaker at 2.1%. Business surveys also show a reduction in firms citing labour as a
production constraint. In April 2025, service-sector constraints fell to 22.9% from 34.1%
in April 2024, while industrial constraints dropped to 18.2%, which showcases the
relatively weaker labour demand in the industry. Finally, the EC’s Employment
Expectations Indicator (EEI) have remained below long-term average since 2024,
indicating cautious hiring. However, actual employment data has been better, defying these
signals. Overall, the euro area labour market thus continues to show resilience, amid
a gradual normalization of labour demand, which we expect to lead to an increase in
employment of 0.5% yly in 2025 and 2026, and a marginally lower unemployment
rate over the coming 12 months. Upside risks to the outlook includes the German fiscal
package and defence spending, which increases hoarding motives. On the other hand, trade
uncertainty and the declining profit share of firms, which now stands at the lowest level in
25 years when excluding the COVID period, are downside risks to the outlook.

Despite the strong labour market, wage growth is declining. The ECB wage tracker
points to a reduction in negotiated wage growth to 3.1% y/y in Q4 2025 from 4.7% yly in
Q4 2024, and by Q1 2025, compensation per employee grew only 3.8% y/y. Wage growth
is strongest in construction and services, while the industrial sector shows moderation.
Easing labour cost pressures bolster ECB’s disinflation efforts, but the tight labour market
present upside risks to wage growth in the coming years.

Finally, demographics will keep the unemployment rate low in coming years despite
cooling employment growth as the labour force is expected to grow less than
employment. Between 2022 and 2024, the working-age population grew around 0.4%
annually which was largely driven by foreign labour compensating for the decline in the
domestic working population that is especially pronounced in Germany.

Important disclosures and certifications are contained from page 3 of this report.
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Wage growth declines from 2023
peak
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Appendix: Chart pack

Change in employment since 2020 across countries in euro
area

Labour hoarding remains above pre-pandemic levels
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Note: The Indicator measures the percentage of managers who anticipate a
decrease in their firm's output while maintaining or increasing employment.
Source: European Commission, Macrobond

PMI points to unchanged unemployment

Unemployment at multi-year Tows, but employment growth is
slowing
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Service sector labour shortages remain elevated in Germany
and ltaly

Euro area employment expectations below long-term average

Factors limiting the business: shortage of labour (services)

%, share of firms %, share of firms

50 - -50

45 - -45
40 -
35 -
30 -
25 -
20 -
15 -
10 -
5 —
O d

2019 2020 2021 2022 2023 2024

== Furo Area = France = Germany = Italy == Spain

Employment expectations indicator

Index Index

120 - -
‘ P £

2019 2020 2021 2022 2023 2024 2025

=== FUro area = France == Germany = Italy == Spain

Source: European Commission, Macrobond

Source: European Commission, Macrobond

2| 3July 2025

https://research.danskebank.com




Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’).
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Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high -quality
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Calculations and presentations in this research report are based on standard econometric tools and methodology as
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obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinionsin this research report, including as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
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See the front page of this research report for the date of first publication.
General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financia
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant
Financial Instruments”).

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representationor
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinionsand projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
includingwithout limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.
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This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
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Danske Bank A/S is notsubject to U.S. rules with regard to the preparation of research reportsand the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
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Disclaimer related to distributionin the United Kingdom
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Investor should not act or rely on this document or any of its contents.
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