CHART

OF THE WEEK SApr s

DEMAND IS LESS ROBUST THAN IN 2022 AND IS UNLIKELY TO FUEL INFLATION IN THE EUROZONE AND
THE UNITED STATES

Stéphane Colliac

Will a different situation lead to different outcomes? In other words, will the combination of weaker demand and more moderate supply constraints
in 2026, as compared to 2022, help to limit the rise in inflation? Having illustrated the impact of the energy shock caused by the war in the Middle
East on six key variables in the Eurozone (see here), we now move on to a new comparison between these two dates, this time focusing on the rela-
tive levels of supply and demand issues. In the Eurozone, weaker demand has resulted in a more pronounced decline in inflation, unlike in the United
States, where both demand and inflation have remained more sustained. In both regions, business climate surveys have recently shown a deteriora-
tion in some supply-side indicators (input prices), while demand indicators have not weakened yet. This asymmetry is likely to push inflation upwar-
ds in the coming months, albeit to a lesser extent than in 2022.

In the Eurozone, demand constraints are limiting the production,

but supply constraints remain significant In the US, demand is contributing a bit more to inflation
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In the Eurozone, demand is exerting a downward pressure on inflation, unlike in 2022. The European Commission’s survey shows to which extent
supply constraints (such as shortages of inputs or labour, which drive inflation upwards) or demand constraints (which limit inflation) are affecting
business output. The increase in supply constraints and the decrease in demand constraints, typical of the post-Covid period, were two factors that
contributed to the acceleration of inflation at the time (10.6% y/y at its peak in October 2022). The level of these constraints in January 2026 allows for
cautious optimism (see Chart 1). The lack of demand has exerted a greater influence than supply since mid-2024, while supply-side constraints have
continued to ease. This trend has allowed inflation to return to the ECB's 2% target. However, it has not fallen below this target, as supply constraints,
despite their reduction, remain significantly higher than the historical average. Furthermore, while harmonised inflation rose by 0.6 percentage points
to 2.5% year-on-year in March (at this stage, only due to the rise in fuel prices), the conflict in Iran could well trigger a resurgence of these constraints,
as indicated by the rise in input price indices in business climate surveys. These same surveys do not currently indicate that these pressures are being
passed on to selling prices by the end of Q2, but this may occur in the longer term, which would then suggest a rebound in core inflation.

In the United States, demand plays a more significant role in inflation, but less so than in 2022. In the absence of a survey similar to that conducted
by the European Commission, we use a different method to compare the impact of supply and demand (see Chart 2): we examine the direct contribu-
tions of supply and demand to inflation dynamics based on a breakdown between these two factors, as provided by the Bureau of Economic Analysis
(using a methodology developed by A. Shapiro from the San Francisco Fed). Although significantly lower than in 2022, the contribution of supply to
inflation is not negligible and plays roughly the same role as in 2018-19. These constraints even appear to have increased slightly since the Trump
administration’s tariff hikes and are likely to rise further with the recent rebound in input prices and delivery times. The contribution of demand to
inflation continues to be more substantial, reflecting the resilience of consumption (and its post-Covid outperformance; see our analysis). However, this
momentum has been moderating in recent months, against a backdrop of a deteriorating labour market.

—— ECONOMIC RESEARCH '

The bank
BNP PARIBAS for a changing

world

PE]

X



https://economic-research.bnpparibas.com/html/en-US/Eurozone-charts-comparing-impact-2026-energy-crisis-with-that-2022-4/1/2026,53335
https://economic-research.bnpparibas.com/html/en-US/Inflation-Tracker-June-2025-Inflation-down-except-United-States-7/1/2025,51700
https://economic-research.bnpparibas.com/html/en-US/Household-consumption-Heading-rebound-Eurozone-slowdown-United-States-12/4/2025,53062

Chart of the Week / 8 April 2026 economic-research.bnpparibas.com

Inflation is expected to rise due to increased supply constraints, before easing. In both regions, the war in Iran is likely to trigger a resurgence in supply
constraints, although probably less than in 2022. Nevertheless, these constraints are expected to push inflation higher, while the negative effects of the
conflict on demand would take longer to materialise, as would their disinflationary effects.
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID II, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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BNP Paribas is a société anonyme incorporated in France, licensed and supervised as a credit
institution by the European Central Bank (ECB) and as an investment services provider by the
Autorité de controle prudentiel et de résolution (ACPR) and Autorité des marches financiers
(AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https:/globalmarkets.bnpparibas.com.

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium,
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Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal notices:
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