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German Fiscal Tracker

Public investments in 2025 fell 25% short of target

e Germany delivered a historical shift to its fiscal policy last year with a change to
the “debt brake” and a EUR 500 bn infrastructure package. With the funding in Public deficit of close to 4% of GDP
place focus is now on the implementation of the stimulus measures, which will be projected in the coming years
key for the economic outlook, the ECB, and most European financial markets. In
this publication series we will provide regularly updates on the German fiscal
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e The German Federal Ministry of Finance have just revealed the preliminary results L5 - I I I -L.
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of the federal budget for 2025. The public deficit was 2.4% of GDP with 2
expenditures totalling EUR 493 bn, slightly below the target of EUR 503 bn ;g :
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e Total public investments amounted to EUR 86.8 bn in 2025 which was 17% higher 2022 2023 2024 2025 2026 2027 2028 2029

than in 2024 but at the same time 25% below the targeted EUR 115.6 bn.

Government budget balance

Source: German Ministry of Finance, Macrobond,
e Defence expenditures amounted to EUR 87.0 bn in 2025 which was 18% more  DPanske Bank
than in 2024 but 7% short of the EUR 94.0 bn target.

e The failure to reach the targets is a slightly dovish signal for the ECB but not
enough to cause a rate cut in 2026 as there is still a large increase in spending. At
the same time the undershooting of the targets supports our view of no hikes in
2027. The 2025 public investment target was very ambitions as funding was only
available from the final quarter of the year. Moreover, Germany has implemented
three new laws to quicken the bureaucratic process, so we expect 2026 to deliver
further rises.

Main tracker of German public investments and defence expenditures

2024 2025 2025target 2025 2025

EURbn EUR DN EURDbn % vy % of target
Federal core budget
- Defence 571 67.0 699 174 9538
- Investments 26.7 3324 62.7 -22 884
Off-budget funds
- Defence Fund [SV BW] 169 20.0 241 186 83.1
- Climate and trans. Fund [KTF]* 178 71 157 45.0
- Infrastructure Fund [SV IK] 24.3 372 65.4
Total spending [core budget +
off budget funds)
- Defence 738 87.0 84.0 17.7 926
- Investments 74.5 86.8 1156 166 751

Source: German Ministry of Finance, Danske Bank

* Note: We have subtracted the EUR 10 bn allocation from SV IK in the KTF’s 2025 numbers to avoid double counting Analyst
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Public investments in 2025 fell 25% short of the target

Public investments in Germany increased to EUR 86.8 billion in 2025, marking a 17%
year-on-year rise, which is positive for growth. However, this figure fell 25% below
the EUR 115.6 billion target. The publicinvestments in Germany rely on three funding
sources namely the government’s core budget, the Climate and Transformation Fund
(KTF), and the new Infrastructure fund (SV IK). Investments in the core budget
amounted to EUR 55.4 bn (target 63 bn), the KTF delivered EUR 7.4 bn (target EUR
15.7 bn), and the Infrastructure Fund (SV IK) delivered 24.3 (target 37.0 bn). Note that
of the EUR 24 bn in the Infrastructure Fund EUR 10 bn was allocated to the KTF, so
we have subtracted EUR 10 bn from the KTF’s target and actual 2025 data to avoid
double counting.

The reason for the disappointing uptake of the Infrastructure Fund (SV IK) was likely
that the target was set very ambitiously and that the government could only use the
fund from October with the regional governments only gaining access from mid-
December. So, while public investments were lower than expected in 2025, we do
think that public investments this year will rise again as the implementation is now in
place. However, the EUR 126.7 bn investment target for 2026 is also very ambitious
and would mean a rise of 46% y/y (see chart to the right) so we are likely in for a year
with lower-than-expected public investments again but do still expect an increase.

It is also important to note two pieces of legislation that is made to quicken the
implementation of the infrastructure investments and lower bureaucracy. The
packages have not gotten much attention in the media, maybe due to the names
“Planungs- und Genehmigungsbeschleunigungsgesets” and “Infrastruktur-
Zukunftsgesetz”. In these laws the government has declared the road and railway
reparations as "special public interest" which means they can bypass the normal
bureaucratic procedures. Renovations of existing roads do now not need a new
environmental impact assessment, and the procurement procedures have been
made 100% online. Similar laws were passed in 2022 following the spike in gas prices
and shutdown of Nordstream 1 which made Germany able to open two large LNG
terminals in 9 months (very fast by German standards). We therefore believe the
public investments will rise further in 2026.

Yearly infrastructure investments targeted
around EUR 120 bn in the coming years
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Source: German Ministry of Finance

Note: We have subtracted the EUR 10 bn allocation
from SV IK in the KTF’s 2025 numbers to avoid double
counting
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Source: German Ministry of Finance, Danske Bank Source: German Ministry of Finance, Danske Bank

Source: German Ministry of Finance, Danske Bank
*Note: Monthly data for the Climate and
Transformation Fund (KTF) is not available but included
I the table on page 1.

German defence spending rose 18% y/y in 2025

German defence spending in 2025 rose to EUR 87 billion in 2025, marking an 18%
y/y increase compared to 2024. Spending thereby fell 7% short of the EUR 94 bn
target. Defence spending from the core budget came in only 4% below the target
while the off-budget Federal Armed Forces Funds (SV BW) came in 17% below target.
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In fact, the off-budget fund (SV BW) has since 2023 only delivered EUR 42 billion so
far out of the EUR 100 bn planned before 2028. If the funding was spread out equally
with 20 bn per year the fund should have allocated EUR 60 bn by the end of 2025.
The very limited use of the Federal Armed Forces Funds we have seen since 2023 is a
negative signal for how fast spending will increase from now, but it is still positive
that total defence spending was up 18% y/y in 2025.

Like with public investments, the government has passed a new law to speed up
the implementation procures. On January 16, 2026, the Bundestag passed the so-
called “Planungs- und Beschaffungsbeschleunigungsgeset”, which aims accelerate
planning and procurement of defence equipment and materials, so they reach troops
more swiftly in the future. We expect this means that defence spending will come in
closer to the targets this year than in 2025 although the targeted increases are
ambitious (see chart to the bottom right).

Federal core budget defence Off-budget defence (SV BW)
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Slightly dovish signal for the ECB but not enough to cause a cut

The failure to reach the targets both in terms of public investments and defence
spending in 2025 is a slightly dovish signal for the ECB but not enough to cause a
rate cut in 2026 as there is still a large increase in spending. At the same time the
undershooting of the targets supports our view of no hikes in 2027.We expect public
investments and defence spending in 2026 to rise further, and we forecast German
GDP growth at 1.2% y/y in 2026. With the infrastructure fund only available from Q4
it is too early to make a firm verdict. Instead, the German spending should be
monitored continuously in the coming year, which we will make sure to do.

The next German Fiscal Tracker will be released when we have data for the first
months of 2026 to give you an update on how far Germany will be on reaching the
2026 targets.
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Defence spending to rise to 3.5% of GDP in
2029

EUR bn % of GDP
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mCore budget, Ihs. mDefence fund (SV BW), Ihs. == Total, Ihs.
© Percent of GDP (NATO definition), rhs.

Source: Federal Ministry of Finance, NATO, Macrobond
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is Rune Thyge Johansen, analyst.
Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the research report accurately reflect the research analyst’s personal view
about the financial instruments and issuers covered by the research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst
was, is or will be, directly or indirectly, related to the specific recommendations expressed in the research report.

Regulation

Danske Bank is authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Danske Bank is authorised by the Prudential Regulation Authority in the UK. Subject
to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation
Authority are available from us on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of Capital Market Denmark.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research based on research objectivity and independence. These
procedures are documented in Danske Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the
objectivity and independence of research shall be referred to Research Management and the Compliance Department. Danske Bank’s Research Departments are organised independently
from, and do not report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as well as publicly available statistics for each individual security, issuer
and/or country. Documentation can be obtained from the authors on request.

Risk warning

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

Expected updates

Ad hoc

Date of first publication

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 financial 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 Ba nk 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 representation or warranty, express
or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, completeness or reasonableness of the information, opinions and 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, including without 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.

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.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S,
pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and 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 Regulatory Authority but
satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may do so only by contacting Danske Markets Inc. directly and should
be aware that investing in non-U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and Exchange
Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange Commission.
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Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in matters relating to investments falling within article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the ‘Order’); (l1) high net worth entities falling within article 49(2)(a) to (d) of the Order; or (lll) persons who are an
elective professional client or a per se professional client under Chapter 3 of the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’).
In the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article
2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be deemed to have represented and agreed
that it is a Qualified Investor. Any such recipient will also be deemed to have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the investor has authority to make decisions on a wholly discretionary basis.
Danske Bank A/S will rely on the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified Investor should not act or rely on

this document or any of its contents.
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