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Europe at the centre of our key themes for 2026
China

The latest Five-Year Plan places advanced manufacturing at its core,
which will further reshape trade patterns and continue to squeeze
export-led regions in developed economies further.

Trade

Persistent tariffs and the uncertainty surrounding them will weigh
on industrial hubs, widening the growth deficit to service-led cities.
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Housing

China’s house price slump continues to undermine the domestic
economy; while the affordability crunch across many in major cities
in North America and Europe drags on consumers.

Al/Tech

Investment and growth is narrow. Tech-heavy cities in the US and
China exhibit strong productivity-led gains but broader spillovers,
both spatially and in terms of employment, will remain muted.




The central point is divergence




Manufacturing-heavy regions are highly exposed

Manufacturing as share of GDP

Share of GDP in 2024

B 1

4% European 67%
average
(17%)

Copenhagen
(DK) ;

Cork (IE) 258%

Bremen (DE)

Bratislava (SK)
Gyor (HU)

' W e
Charente (FR) 't" LRI Graz (AT)
o & )

Basel (CH)




Squeezing European industry from the global economy

Share of global city industrial output by region, 2000 -25
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And we forecast things to get worse before they get better

Gross value added: manufacturing, 2025 and 2026
Change, %y/y
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At a time when Europe’s core has seen productivity flatline

G7: Average annual growth in GDP per hour worked
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While demographic challenges are squeezing growth rates and raising fiscal
concerns

100 Major Cities: Working-age population growth, 2025-50
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It is not all doom and gloom

GDP growth across the fastest -growing major European cities
Annual average growth, %y/y
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01 | What is behind the industrial weakness?



Industrial regions are seriously exposed

Tariffs and trade restrictions are reducing trade flows and export growth

Elevated energy prices are undermining competitiveness

China’s move up value chains is squeezing the market

Al advances are more likely to benefit high-tech, service-based cities




(1) Tariffs have undermined competitiveness

US: Effective tariff rate applied to trading partners

Percentage points —JK =—EU —Canada
12 -

Forecast
10 -

O —g ! ! I
2024 2025 2026

Source: Oxford Economics/Haver Analytics

2027

12



And exposure is regionally concentrated

-
GVA by sector, NUTS2 regions, 2023
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(2) European energy prices have sky-rocketed

Average electricity price across selected countries
$ per Mwh
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Undermining key industrial sectors

Eurozone: Industrial production
Index, 2021=100 —Energy intensive sectors*
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The chemicals sector has been particularly hard hit

Eurozone: Chemicals vs industrial production growth
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With serious impacts on local economies

Chemical manufacturing: Ten
largest NUTS3 regions, GVA, 2024
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(3) China’s move up value chains has significantly raised
competition

China: Value-added industrial output
Yuan, billions (2015 prices)
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Eating into exports and domestic markets

Advanced economies: Export similarity to China
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(3) Exposing specific European economies

World: Industrial export exposure to China's growth sectors
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(4) Al development is highly urban

Data centre clusters in 2024 Data centres announced, 2025-3%

Source: Oxford Economics
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And employment risks are concentrated in industrial sectors

US: Share of jobs vulnerable to complete or partial
replacement by robots/automation (2024)
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02 | Risks facing major cities and services



Housing affordability has declined significantly

Housing affordability rate Stockholm
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Major cities are where changes have been most significant
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Cities in the Nordics are at the centre of these trends

House prices, average annual growth, %y/y
2025, 2025-30, 2025-50

Stockholm (SE)
3.4% 4.8% 3.8%

Oslo (NO)
5.3% 6.0% 3.0%

Helsinki (FI)
-0.6% 1.3% 1.4%

Copenhagen (DK)
9.6% 3.7% 2.9%

Due to data availability constraints, house price definitions vary between cities
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Helsinki is an outlier

House prices across major Nordic cities, Q1 2015 — Q4 2027
Q12019 = 100

170

160

150

140

130

120

110

100

90

80

70

—Copenhag en Post-pandemic  House price
—Helsinki surge in prices correction

—=0slo
—Stockholm

. Forecast

T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T I T T T T T T T T 1T

2015Q1 2016Q3 2018Q1 2019Q3 2021Q1 2022Q3 2024Q1 2025Q3 2027Q1

27



Because housing supply has remained elevated

Helsinki: New dwelling and households, 2000-24
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03 | Green shoots



Our outlook for many regions remains strong

Growth across the fastest-growing major European cities, 2025-2040

Annual average growth, %y/y
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Including in industrial activity

Industry GVA: Leading cities, 2026-50

Annual average growth rate, %
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Eindhoven’s growth has been phenomenal

Leading Western European Cities: GVA growth breakdown by sector, 2009-2024
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Defence spending is positive for growth...

EU & Germany: Weapons and ammunition sector data Higher defence
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We assume a large boost to GDP, but later than consensus

Germany: GDP growth composition
Real, % g/q & ppts contribution
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Particular regions will benefit

Germany: Planned military production facilities expansions

Kiel & Wismar - new
submarine production
facilities (TKMS)

UnterliiB - new production line
for artillery shells (Rheinmetall)

Berlin - conversion of a car
plant to produce military

Osnabriick - conversion of a equipment (Rheinmetall)

car plant to produce armoured
vehicles (Rheinmetall)

Gorlitz - conversion of a
train plant to produce
military vehicles (KNDS)

Nonnweiler - new facility
for guided missles
production (Diehl Defence)

Munich - new facility for
drone production (Helsing)
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04 | Key points



Summary

Sectoral divergence is at the centre of our European regional forecasts

Growth in service-based cities will outpace the rest as industrial hubs are increasingly undermined by global
trends and more rural locations face up to significant demographic challenges. This is likely to push cities onto
different growth paths and reinforce the strength of major cities such as London, Paris, and Amsterdam.

% Europe’s industrial base is under significant pressure

Fierce international competition, rising tariffs, and high energy prices are each combining to depress industrial

y output, while service sector cities are both less exposed and more able to benefit from global tech and Al trends.
This is likely to push cities onto different growth paths and reinforce the strength of major cities such as London.

Poor housing affordability is constraining growth and raising political pressure
High housing costs are creating an array of economic and political problems. Even in places we forecast to
perform well economically, growth will not be sustainable or inclusive without policy to unlock housing delivery.

It is not all doom and gloom—there are pockets of substantial opportunity

Central and Eastern European cities are seeing substantial growth and increasingly converging with their western
peers. And unlike the productivity stagnation of Western Europe, the growth is productivity-driven. Many industrial
hubs are also seeing elevated growth, including Eindhoven.
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