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Highlights

•	 Geopolitical tensions have escalated dramatically over the past month. As part of his pressure 
campaign to acquire Greenland, Donald Trump announced 10% extra tariffs on 8 European countries 
(going into effect on 1 February). European leaders have vowed to retaliate if the tariffs were to be 
implemented. Though Donald Trump has since walked back on his threat, we still see the possibility of 
a full-blown EU-US trade war as an important downside risk to our scenario.

•	 High oil supply is continuing to push oil prices down. Prices declined 2.2% in December to 60.9 USD 
per barrel. Tensions in Venezuela (which supplies around 1 million barrels per day) had pushed prices 
upwards earlier in the month. However, futures dropped in the medium term, as markets expect US 
involvement to raise Venezuelan output in the years ahead. TTF gas prices remained unchanged at 28 
EUR per MWh last month as high US LNG output keeps a lid on European natural gas prices.

•	 Euro area inflation dipped below the ECB’s target in December as it declined from 2.1% to 1.9% year-
on-year. Within non-core components, energy inflation showed a big drop, while food inflation firmed. 
Core inflation also ticked down from 2.4% to 2.3%. Within core components, goods inflation softened. 
However, the momentum in services inflation remains elevated and wage pressures have picked up. 
We now expect average inflation to be 1.7% in 2026 and 1.9% in 2027.

•	 US inflation is past its peak. In December, headline inflation remained unchanged at 2.7% year-on-
year, while core inflation softened from 2.7% to 2.6%. Shelter and food inflation were elevated, while 
core services inflation (ex. shelter) was modest. Goods prices were unchanged, thanks to a decline in 
used cars and trucks prices. Other (tariff-sensitive) goods components still showed elevated increases. 
We now expect 2.6% and 2.4% average inflation in 2026 and 2027, respectively.

•	 Euro area growth remains tepid. Business sentiment weakened last month (for both manufacturing 
and services). Consumer confidence remains weak, explaining the historically high household savings 
rate. Industrial production data improved, however. A mildly stimulative fiscal stance of the euro area 
as a whole will provide modest support to this year’s growth figures. We forecast GDP growth to be 
1.0% this year and 1.4% next year.

•	 The US economy remains in good shape. Q3 2025 GDP growth came in at 1.1% quarter-on-quarter, 
thanks to strong consumer spending. Growth is likely to be strong again in Q4, as indicated by strong 
retail sales and rising exports. Job growth remains weak, but productivity is rising at a rapid pace, 
and the unemployment rate remains under control. Given overhang effects from the strong Q3 and Q4 
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figures, we now expect 2.3% GDP growth in 2026. We forecast growth to be 1.9% in 2027.

•	 Chinese real GDP grew 5% in 2025, meeting both the official government growth target and the growth 
rate of 2024. Resilient exports supported the economy against lackluster domestic demand and 
recently weaker investment. We therefore expect the longer-term structural slowdown in the economy 
to continue in 2026 and 2027, with real GDP growth of 4.6% and 4.2%, respectively.

•	 Central banks face different economic environments. With inflation remaining above target and 
unemployment so far under control, we expect the Fed to keep rates unchanged in January. Softer 
inflation figures in the months ahead, will likely allow the Fed to cut rates two more times in H1, bringing 
an end to the rate cutting cycle. In contrast, the ECB remains in a good place, as euro inflation is on 
target. We thus expect it to keep rates unchanged this year and next year.

Global Economy

The global economy is showing resilience in the face of 

the increased geopolitical risks and higher tariffs. This is 

especially visible in the US, where the Q3 growth figure 

reached an elevated 1.1% quarter-on-quarter. Growth is 

likely to remain robust in Q4, given strong export growth, 

decent demand and strong non-residential investments. 

The unemployment rate also remains under control for 

now, which together with still strong inflation, will keep the 

Fed on hold in January. We also slightly upgraded our 

outlook for China, given stronger industrial production 

and export resilience. The real estate market and weak 

domestic demand, however, remain important points of 

concern. In the euro area, the latest confidence indicators 

still point to a tepid growth outlook. German budgetary 

stimulus could spur a gradual improvement in growth 

dynamics in 2026, however.

Inflation dynamics have also improved across the world. 

In the US, inflation seems to have passed its peak as core 

inflation declined in December. In the euro area, headline 

inflation moderated further, and is now even somewhat 

below the 2% target. Core inflation, though more elevated, 

also remains under control. The ECB is therefore expected 

to keep policy rates at current levels for the foreseeable 

future. In China, headline inflation and producer produce 

price inflation accelerated in December, providing hopes 

that the country will avoid a deflationary spiral.

Despite the improved outlook, downside risks have 

increased markedly since the beginning of the year. 

For one, because tensions surrounding Greenland 

have mounted fast. Trump recently announced a 10% 

extra tariff on 8 countries (Denmark, Norway, Sweden, 

France, Germany, Finland, the Netherlands and the UK) 

in an escalation of his pressure campaign to acquire 

Greenland. The targeted countries had recently sent 

troops to Greenland as part of a ‘reconnaissance 

mission’, which was seen as a show of military support. As 

Trump walked back his threat in Davos, a full-blown trade 

war has been averted. That said, the US-EU tensions 

surrounding Greenland are not yet resolved and the risk 

of an escalating EU-US trade war remains on the table.

Meanwhile, uncertainty also remains high regarding the 

timing of the implementation of the trade agreement 

between the EU and the Mercosur countries. The 

agreement, which was signed earlier this month, has been 

put on hold once more as the European Parliament voted 

to send it to the EU Court of Justice to assess whether 

the EU-Mercosur agreement is in conformity with the 

EU treaties. Waiting for a ruling could delay the treaty’s 

implementation by as much as two years. The EU has the 

option to provisionally implement the agreement pending 

a ruling, but it is unclear whether the Commission will 

make use of this option.

Tensions in Venezuela have limited effect on oil 
prices

Oil prices posted another decline last month. Thanks to 

high non-OPEC+ supply and a higher OPEC+ production 

quota, they dropped by 2.2% in December to 60.9 USD 

per barrel. Prices even briefly dipped below 60 USD per 

barrel in mid-December. However, as the US started 
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intercepting tankers transporting Venezuelan oil, oil prices 

recovered. The capture of Venezuelan president Maduro 

further pushed prices upwards earlier this month.

Venezuela has significant proven oil reserves (see figure 

1). However, its oil production has dropped sharply from 

a peak of 3.5 million barrels per day in 1998 (5% of global 

production) to around 1 million barrels per day (less than 

1% of global production). The current turmoil could lower 

oil production further in the short-term. However, given 

current oversupply, oil markets could easily absorb a 

reduction in Venezuelan oil output. In the longer run, 

the potential for a lifting of US sanctions and larger 

involvement by US oil majors could cause an important 

positive oil supply shock. Yet, the high extraction cost of 

Venezuelan oil, along with the decrepit state of Venezuelan 

oil infrastructure and still elevated uncertainty, may deter 

investment in Venezuela. Nonetheless, in anticipation of 

higher Venezuelan output, the futures curve flattened, 

with prices decreasing on the longer end of the curve.

Natural gas prices remained broadly unchanged last 

month, closing the month at 28 EUR per MWh. High US 

LNG supply is putting downward pressure on gas prices. 

However, low EU gas reserves (filled at 51.4% of total 

capacity) could put upward pressure on gas prices 

throughout this year.

Euro area inflation just below target

Euro area headline inflation closed 2025 at 1.9% year-

on-year, down 0.2 percentage points from November. 

Core inflation - both the non-energy goods and services 

component - fell 0.1 percentage points to 2.3% (with 0.4% 

for non-energy goods and 3.4% for services). Energy 

price inflation experienced the steepest decline: from 

-0.5% in November to -1.9% in December, while food price 

inflation picked up slightly from 2.4% in November to 2.5% 

in December. 

Inflation thus appears to be back on track for cooling. 

However, this remains mainly due to erratic movements in 

energy prices. Core inflation, on the other hand, remains 

stubborn. Since May 2025, core inflation has consistently 

been 2.3% or 2.4%. The breakdown of short-term dynamics 

of core inflation shows that after a temporary surge 

during the summer months, goods inflation cooled down 

sharply in the last quarter. But for services inflation, the 

momentum in the last months of 2025 was even slightly 

stronger than during the summer months (see figure 2).

This is probably due to a slightly slower than expected 

slowdown in wage growth, which is a key driver of 

services inflation in particular. In the ECB's December 

2025 projections, the estimate for the annual increase 

in compensation per employee for 2025 and 2026 was 

raised by 0.6 and 0.5 percentage points, respectively, 

to 4.0% and 3.2%, down from 4.5% in 2024. The pace of 

wage growth is therefore still cooling, but less than initially 

anticipated. This may explain why services inflation in 

particular has slowed less than expected in 2025. 

At the same time, a further slowdown remains likely, but 

it will be more gradual. We have raised our forecast for 

average core inflation in 2026 slightly from 2.0% to 2.1% 

(compared to 2.4% in 2025). For 2027, we expect a further 

decline to 2.0%. As energy prices will continue to exert 

a downward effect on overall inflation, total inflation is 
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expected to average 1.7% in 2026 and 1.9% in 2027.

US inflation remains unchanged

Despite a very soft (and methodologically flawed) 

inflation print in November, headline inflation remained 

unchanged in December at 2.7% year-on-year (see 

figure 3). Core inflation moderated from 2.7% to 2.6% (and 

accelerated only 0.2% on a monthly basis). Within core 

components, goods remained unchanged. This is mostly 

due to a big drop in used car and truck prices. Other 

items, such as apparel and household furnishing and 

supplies, showed big increases, indicating tariff pressure 

remains important. In contrast to goods, shelter prices 

were strong (increasing at 0.4% month-on-month). This 

will likely be a one-off, given moderating forward-looking 

indicators. Services ex. shelter increased at a modest 

0.14% month-on-month. The slowdown in services inflation 

is likely due to low wage pressures. Given slow increases 

and accelerating productivity, unit labour costs only 

increased by 1.2% year-on-year in Q3. 

Within non-core components, energy prices increased 

modestly, thanks to a drop in gasoline prices. In contrast, 

food prices accelerated at a rapid pace. All in all, as 

inflation was in line with our expectations, we maintain 

our inflation forecast and expect 2.6% and 2.4% average 

inflation in 2026 and 2027, respectively.

Euro area waits for German growth engine to 
catch on

In the euro area, the economy seems to have ended 

2025 on a somewhat false note. This can be inferred from 

business confidence surveys in industry and services. 

Both purchasing managers' surveys (PMI) and broader 

European Commission polls showed a drop in confidence 

in December. The improvement in consumer confidence 

also failed to continue in the last two months of 2025. 

Rather, there was a (slight) decline from an already low 

level. 

Fortunately, the confidence of entrepreneurs in the 

construction sector did continue to improve, although this 

improvement seems to be mainly evident among German 

construction entrepreneurs. This may well be linked to the 

start of the German government's investment programs 

for infrastructure improvements. In late 2025, defence 

orders - the other component of the comprehensive fiscal 

stimulus package - also gained momentum. Defence 

orders played an important role in the slight increase in 

new orders across all of German industry.

This is shown by an analysis of orders by industrial 

subsector (see figure 4). New orders at weapons and 

ammunition producers were almost eight times higher 

than the average in 2018 in the three months to November 

2025, according to data from Destatis, the German 

statistical office. In particular, domestic orders were on the 

rise in the second half of 2025, while orders from abroad 

fell slightly. (In addition, it is notable that a significant 

part of the sharp increase in orders in the arms industry 

already dates back to immediately after Russia's invasion 

of Ukraine in February 2022.) By contrast, in Germany's 

traditional manufacturing sectors, which obviously 

account for a much larger share of German industry as a 

whole, the trend in new orders remains rather sluggish, at 

a level well below that of 2018: in the automotive industry, 
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for example, well over 10% and in the chemical industry 

even nearly 25%.

This may explain why polls by the German research 

institute Ifo on the outlook for the next few months in 

German industry as a whole are not yet improving and 

German consumers also remain very cautious. Indeed, 

over the past five years almost 105,000 jobs (net) were 

lost in German industry, mainly in the automotive industry 

(almost 85,000). While the net increase of over 4,600 jobs 

in the arms and ammunition industry over this period may 

be a 44% increase for this sector, it by no means outweighs 

the substantial losses in the other sectors. It illustrates 

how fiscal policy stimulus has to compete with the 

structural adjustments that German - and by extension 

European - industry has to go through. Furthermore, all 

this is happening in a difficult, very uncertain geopolitical 

context, not least due to Europe's necessary repositioning 

vis-à-vis the US. 

To assess the further course of the economic cycle - and 

to judge whether the fiscal stimulus will really get the 

German engine going - we will have to wait and see in the 

coming months to what extent the recent improvement 

in business confidence in the construction industry will 

be followed by a clear strengthening of construction 

activity. And whether this, together with the envisaged 

structural reforms, will provide a sufficient degree of a 

general confidence and activity recovery, allowing the 

German economy to lift neighbouring economies. There, 

precarious public finances necessitate a restrictive fiscal 

policy, which is likely to weigh on economic growth. 

Nevertheless, we can expect 2026 to present itself as 

better than 2025, especially for the German economy. 

In fact, according to Destatis' first estimates, real GDP 

there would already have registered a modest growth 

of 0.3% (after adjusting for calendar effects) in 2025 after 

contracting by 0.7% in 2023 and 0.4% in 2024. For 2026, we 

expect Germany's GDP growth to average 0.8%, which is 

expected to strengthen to 1.6% in 2027. This would make 

Germany the euro area's growth engine, alongside Spain. 

That average real GDP growth in the euro area in 2026 

is expected to fall from 1.4% in 2025 to only around 1% is 

solely due to a larger spillover effect from unexpectedly 

strong growth in early 2025, in anticipation of US import 

tariffs. Growth through 2026 will on balance be about the 

same as in 2025, but differently composed. That is, much 

more pulled by domestic demand - stimulated by fiscal 

policy - in Germany.

US growth is remarkably strong

Despite higher tariffs imposed on most imports, the 

US economy continues to overperform. In Q3 2025, 

the economy grew at an impressive 1.1% quarter-on-

quarter (see figure 5). The strong figure was mostly due 

to consumer spending, which contributed 0.6 percentage 

points to overall growth. As consumer surveys indicate, 

the growth is fueled by the highest earners which have 

seen rapid wealth growth in the past years. Net exports 

also made another important contribution (thanks 

partly to increased exports), though this was partially 

compensated by negative inventory growth. Fixed 

investment was weaker, as residential investments 

declined again.

The strong growth performance is likely to be maintained 

in Q4. Retail sales rose at a decent 0.6% month-on-month 

in November. Rising core capital goods orders also point 

to decent equipment spending in Q4. The trade balance 

also narrowed substantially, thanks in part to a large 

increase in services exports.

Given the slow job growth, the current growth 

overperformance might seem surprising. Non-farm 

payrolls were again weak in December. They grew by 

only 50k last month, while prior months were revised 

downwards by 76k in total. The low growth is partly 

caused by the on-going migration shock, which is 

hurting labour supply. Indeed, despite low job growth, 

the unemployment rate declined from 4.5% to 4.4% last 

month. 
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High productivity growth explains why the high GDP 

growth and weak job growth coexist. Labour productivity 

increased by 1.2% quarter-on-quarter in Q3 2025. Notably, 

productivity growth was more elevated in services 

than in manufacturing, which suggests that the rapid 

productivity might be AI-driven. Indeed, services are more 

impacted by the recent development of large language 

models than manufacturing.

For coming quarters, we expect growth to remain below 

potential as the effects of the on-going trade and 

migration shock filter through the economy. Nonetheless, 

given the large overhang effects from the strong Q3 and 

Q4 figures, we upgrade our 2026 GDP growth forecast 

from 1.7% to 2.3%. For 2027, we forecast 1.9% growth.

China hits the 5% growth target in 2025

Throughout 2025, the Chinese economy displayed 

remarkable resilience against a turbulent economic 

landscape. Real GDP grew 5% in 2025, meeting both the 

official government growth target and the growth rate 

of 2024. The economic resilience reflected strong export 

growth throughout the year, despite new US-imposed 

tariffs. In Q1 2025, front-running from US importers 

explained some of the Chinese export strength, but as 

exports to the US dropped sharply through the rest of the 

year, exports to all other regions of the world picked up 

enough to more than offset the decline to the US. Overall, 

net exports contributed 1.64 percentage points to the 

annual growth figure, up from 1.51 percentage points in 

2024. 

Meanwhile, domestic demand in China remains lackluster, 

held down by long-run structural challenges (an ageing 

population, high household debt, a weak safety net) 

together with the years-long downturn in the property 

sector and weak consumer confidence. Weak domestic 

demand exacerbates China’s overcapacity problems 

(which are evidenced by strong deflationary pressures), 

adding to tensions with trade partners. Meanwhile, efforts 

to address deflationary pressures among producers has 

contributed to a pullback in investment in recent months. 

As such, the structural slowdown in Chinese growth 

continues, with year-on-year growth decelerating from 

5.4% in Q1 2025 to 4.5% in Q4 2025. We therefore upgrade 

our outlook for 2026 GDP growth only marginally on 

resilient external demand from 4.4% to 4.6%. For 2027 we 

expect growth to slow further to 4.2%. A recent uptick in 

headline inflation to 0.8% year-on-year reflects stronger 

food prices, while core inflation remains flat at a relatively 

low 1.2% year-on-year. After annual average headline 

inflation declined 0.1% in 2025, we expect a modest pick 

up to 0.8% in 2026 and 1.1% in 2027. 

Fed takes more time on its path to 'neutral'

Compared to the Fed policymakers' December 2025 'dot 

plots', the current level of the policy rate (3.625%) is still 

above neutral (3%). Consequently, if no additional upside 

risks to inflation, or downside risks to the unemployment 

rate materialize, our baseline scenario remains 

unchanged, as we still expect the Fed to cut its policy 

rate by another 50 basis points in total to 3.125% in 2026.

However, that move is likely to be somewhat slower than 

we expected so far. After the December rate cut, Fed 

Chair Powell already indicated that Fed policy would 

be more data-dependent going forward. That was an 

implicit indication that an additional rate cut at each of 

the subsequent policy meetings would no longer be self-

evident. That message was reinforced by the fact that 

already in December, two Fed governors voted in favour 

of an unchanged policy rate. Finally, Powell's observation 

that the policy rate is now in a range of plausible 

estimates of the neutral rate also indicated that the Fed 

would become more data-dependent.

Against that backdrop, the latest macroeconomic data 

make a more wait-and-see Fed more likely. Upward 

revisions to our US real GDP growth forecasts suggest 

that downside risks to the labour market have abated 

somewhat. Moreover, we keep our inflation outlook for 

US inflation unchanged. Both elements together reduce 

the need for the Fed to cut its policy rate already at its 

January policy meeting. That will probably not happen 

until March, by 25 basis points. The second 25 basis point 

rate cut to the Fed’s estimate of neutral is then likely to 

happen during the second quarter, provided no new 

unforeseen setbacks occur. In this scenario, the neutral 

policy rate is still reached faster than in the path the 

market is currently pricing in. According to the market, 

policy rates will not reach neutral until September.

We believe that the recent political attack on the 

Fed's independence will not affect the Fed's decision-

making process. As an institution, the Fed has sufficient 

checks and balances to ensure that policy decisions 

are made solely on the basis of its policy mandate. One 

such element is the fact that interest rate decisions are 
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made not by individuals but by the full FOMC of 12 voting 

members, including the heads of the regional Fed banks.

ECB still in a 'good position'

Unlike the Fed, the ECB has already reached the bottom 

of its easing cycle. With a 2% deposit rate, the ECB sees 

itself in a "good place" to address any future economic 

shocks. The ECB can afford this wait-and-see stance, 

since its inflation outlook, like ours from 2027-on, assumes 

inflation close to the 2% target. The relatively lower 2026 

figure is likely to be only a temporary phenomenon 

based on the expected year-on-year development of 

energy prices, in particular. Also, the recent weakening of 

European confidence indicators are not so severe that the 

ECB should cut its policy rate again as a precautionary 

measure to support the business cycle. 

What stands out in this context among current market 

expectations is, first and foremost, a strong belief that 

the 2% deposit rate will effectively be the bottom in this 

cycle. But in addition, the market is again pricing in an 

additional rate cut as the most likely alternative scenario. 

This contrasts with the market view, until recently, that 

the next interest rate move would be upward, which was 

fuelled by comments by ECB board member Schnabel, 

among others. The reason for this (limited) readjustment 

of market expectations is likely to be the somewhat 

disappointing recent eurozone sentiment indicators, and 

the prospect of below-target inflation in 2026. 

German bond yields still have limited upside 
potential

Prior to the latest Greenland developments, both US and 

German 10-year government yields had remained largely 

unchanged over the past month, with a slight decline 

very recently for the latter. This decline may have partly to 

do with the fact that, as mentioned above, markets have 

priced in a (small) chance of an additional ECB rate cut.

Looking at real bond yields (adjusted for inflation 

expectations based on inflation swaps), the upward trend 

of German real bond yields remains clearly visible. That 

trend is still mainly based on an upward normalisation of 

the term premium. Since, in our view, that normalisation 

has not yet been completed, we still see some limited 

upside potential for German 10-year rates.

The US 10-year Treasury bond yield is likely to reach the 

4.50% level during 2026 and stabilise there. We consider 

that level to be broadly in line with its 'fair value'. Our bond 

scenario assumes that, for the time being, the recent 

sharp rise in geopolitical uncertainty and political and 

legal attacks on the Fed will not cause a meaningful 

or sustained increase in the risk premium on US assets. 

Indeed, there is no clear sign of that yet in US government 

bond yields, equity markets or the dollar exchange rate. 

However, it is a risk that we continue to monitor closely. 

USD likely to lose ground

Nevertheless, we confirm our expectation that the dollar 

exchange rate will lose some ground against the euro 

during 2026. This is caused by a remaining structural 

overvaluation of the dollar as well as the expected 

change in short-term interest rate differentials. While 

the market is convinced that the ECB will keep its policy 

rate unchanged and only prices in a next rate cut by 

the Fed in June,. if the Fed cuts in March as we expect, 

market expectations will adjust accordingly, which will put 

downward pressure on the USD vs the EUR. 

EMU bond yield spreads have limited downside 
potential left

EMU governments' interest rate spreads against Germany 

remain at low levels and in some cases even slightly 

continue their downward trend. We do not expect a 

reversal in this for the time being. This trend is broad-

based and not country-specific. However, markets still 

react to country-specific political events, as was recently 

the case in Portugal following the presidential election. 

An important driver is probably the rising trend of the 

German benchmark interest rate itself, more specifically 

of the term premium contained therein. After all, the days 

of scarce German government bonds are over. As the 

German risk premium itself is slowly but surely increasing, 

the relative risk premium of the other EMU member states 

is decreasing, and thus so are their bond yield spreads 

vis-à-vis Germany.

In addition, the downward trend may also still be 

supported by the existence of the ECB's Transmission 

Protection Instrument as a backstop and possibly also by 

a (perhaps unwarranted) market expectation of a tacit 

'bail-out' intention from other EMU governments should 

the public finances in another member state get into 

serious trouble. After all, the last thing the eurozone needs 

in the current geopolitical context is another European 

debt crisis. 
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Belgium

Both consumer and business confidence dropped in the 

final month of 2025, reversing the almost continuously 

rising trend over the previous months (see figure BE1). 

Consumers have become more pessimistic about the 

general situation of the Belgian economy. In January,  

consumer confidence rose sharply again, due mainly 

to a sharp decline in concerns about unemployment. 

Business confidence weakened in December in industry, 

construction and trade, but remained relatively stable in 

business-related services. 

The worsening sentiment in December may partly have 

resulted from the agreement on the budget framework 

for 2026-2029, reached by the federal government late 

November, which included several tax measures. As 

sentiment in the broader euro area also deteriorated, 

the still challenging international climate more likely 

explained the confidence turn-around in Belgium. In that 

context, the sharp fall in export-order books in December 

may well be a first indication of some impact from US 

tariffs on Belgian exports (see figure BE2).

Revised employment data 

Last month, we reported on the Belgian labour market 

having remained resilient through 2025. However, revised 

figures cast a somewhat different light on the situation. 

Employment data for the first three quarters of 2025 

were recently revised by the National Accounts Institute 

(NAI). In particular, the Q3 2025 figure was much less 

rosy than previously reported, resulting in the rebound 

in employment dynamics no longer being visible in the 

updated data series (see figure BE3). Looking at sectors, 

Q3 employment in industry and in human health and 

social works activities was revised strongly downwards. 

Meanwhile, the harmonised unemployment rate remained 

stable at 6.4% in November, after having risen in previous 

months. We project the rate to stay somewhat above 6% 

in the coming years.

While headline inflation declined further in December 

(from 2.6% to 2.2%) on the back of lower energy inflation, 

the core inflation rate (excluding energy and food) edged 

up further (from 2.7% to 2.9%). For the full year 2025, the 

headline inflation rate averaged out at 3.0%, down from 

4.3% in 2024. Average core inflation was at 2.4% in 2025, 

down from 3.4% in 2024. As part of the budget agreement 

reached by the federal government late November last 

year, several new tax measures have been decided which 
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are expected to exert some upward pressure on inflation. 

As a result, we have revised our outlook for average 

headline inflation in 2026 upwards, from 1.6% to 1.9%. For 

2027, we forecast Belgian inflation to still be at a low 2.0%, 

as the introduction of the emissions trading system (ETS2) 

was postponed from 2027 to 2028.  

We decided to not change the outlook for Belgian real 

GDP growth. After an estimated average growth of 

1.0% in 2025, we see Belgian growth at 1.1% and 1.3% in 

2026 and 2027, respectively. This is a scenario in which 

effective GDP growth in Belgium gradually converges to 

its potential rate (estimated by the EC at 1.4% in 2027). The 

risks surrounding this scenario are quite large, though, 

and are tilted to the downside. These include a delayed 

impact of US tariffs, or even worse an escalation of the 

trade war, a less resilient labour market, and the new 

government measures exerting downward pressure on 

purchasing power and consumption growth. 

 Q3 house price data

In early January, Eurostat published harmonised house 

price figures for the third quarter of 2025. Prices rose 

by 1.6% qoq in the total EU, the same rate as in Q2 (see 

also Economic Brief 20 January 2026 “EU housing market 

continued on the same strong momentum in Q3 2025”). 

The quarterly price rise was the strongest (more than 4%) 

in Latvia, Slovakia and Portugal. Five countries witnessed 

a price decline (Sweden, Estonia, Slovenia, Finland and 

Luxembourg). In Belgium, house prices rose by a strong 

2.4% qoq in Q3, after having declined by a small 0.1% in 

Q2. Prices of new dwellings (+3.3%) rose somewhat more 

than prices of existing dwellings (+2.1%) (see figure BE4). 

While the second-quarter figure brought some tempering 

to the pace of previous prices rises, the Q3 data clearly 

point to house price dynamics strengthening again. The 

Q3 data led us to revise our outlook for Belgian house 

price growth in 2025 and 2026 to an annual average 

of 3.3% and 3.4%, respectively, up from 2.6% and 3.1% 

previously.

https://www.kbc.com/en/economics/publications/eu-housing-market-continued-on-the-same-strong-momentum-in-q3-2025.html
https://www.kbc.com/en/economics/publications/eu-housing-market-continued-on-the-same-strong-momentum-in-q3-2025.html
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Central and Eastern Europe

Divergent paths to stability and integration in CEE

Since mid-December 2025, the region has witnessed 

some significant structural shifts, most notably euro area 

membership of Bulgaria and a shift in Czechia’s fiscal 

policy under the Babiš administration. While the broader 

EU grapples with sluggish growth, the CEE economies 

are navigating a dual-speed recovery where resilient 

domestic demand, fueled by strong real wage growth, 

frequently offsets a profound slump in external industrial 

demand, particularly from Germany.

The economic outlook for 2026 suggests that the average 

growth in the CEE region should slightly accelerate, 

yet the aggregate masks the idiosyncratic risks facing 

each state. As private investment remains cautious, the 

effective absorption of Recovery and Resilience Facility 

(RRF) funds has transitioned from a supplemental growth 

driver to a critical fiscal necessity.

Czechia: A government pivot and monetary 
stability

The Czech economy entered 2026 with relative stability, 

though structural shifts are evident. Real GDP growth for 

2026 is estimated at 2.3%, driven by a rebound in private 

consumption as nominal wages finally outpaced inflation. 

However, industrial performance remains the weak link, 

with manufacturing output struggling to recover from a 

protracted slump linked to German economic stagnation.

In its final meeting of 2025 on December 18, the 

Czech National Bank (CNB) kept its two-week repo 

rate unchanged at 3.50%.The Bank Board’s decision 

was unanimous, reflecting a cautious stance toward 

persistent service-sector inflation, which stood at 4.6% 

in late 2025. Governor Aleš Michl emphasized that while 

headline inflation remains close to the 2% target, the 

tight labor market and rising wages in services present 

a lingering risk of a price-wage spiral. The Board's 

consensus suggests that interest rates are likely to remain 

at a restrictive 3.5% throughout much of 2026, especially 

as the new government signals plans for increased fiscal 

spending. 

A primary focus of economic policy in recent months has 

been the rejection of the 2026 budget draft prepared by 

the outgoing government. The new Babiš administration 

argued that the proposed deficit of 286 bn CZK was 

insufficient to cover necessary infrastructure and social 

spending, including mortgage subsidies and public sector 

wage hikes. This fiscal expansion could push the deficit 

close to the 3% of GDP EU threshold, reversing years of 

gradual consolidation.

The Babiš government’s program, presented in January 

2026, includes several measures designed to reinforce 

national sovereignty. Most notable is the proposal to 

enshrine the Czech koruna in the constitution as the 

national currency and to guarantee the right to pay 

in cash. This move is intended to block future euro 

adoption indefinitely, aligning Czechia with the nationalist 

economic policies seen in Hungary and Slovakia.

Hungary: The struggle for liquidity and pre-
election stimulus

Hungary's economic narrative in early 2026 is one of 

a dual-speed economy. While private consumption is 

rebounding, industrial output is in a deep contraction, 

creating a complex environment for the Magyar Nemzeti 

Bank (MNB). The government, led by Viktor Orbán, wants 

to stimulate the economy through budgetary stimulus 

ahead of the April 2026 elections, as EU funds remain 

largely inaccessible due to rule-of-law disputes.

The industrial sector in Hungary suffered a severe 

downturn in late 2025. Preliminary data released in 

January 2026 showed that industrial production fell by 

5.4% year-on-year in November, accelerating from a 2.7% 

drop in October. The decline was particularly pronounced 

in the vehicle and electrical equipment sub-sectors, which 

are the traditional backbones of the Hungarian export 

economy. Conversely, retail sales volumes continued to 

rise, suggesting that the household sector is benefiting 

from high nominal wage growth, even as the productive 

sector falters.

The annual average HICP inflation for 2025 was 4.4%. While 

headline inflation eased to 3.3% in December, underlying 

pressures remain mixed. Service prices rose sharply at the 

end of the year, raising concerns about the persistence 

of core inflation. The MNB kept its base interest rate at 

6.50% at its December 16 meeting, reaffirming a "stability-

oriented approach" to protect the forint. Governor Mihály 

Varga noted that while inflation may dip below 3% in early 

2026, it is expected to rise again toward the end of the 
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year as government-mandated price restrictions are 

rolled back. Even so, we stick to our forecast of the MNB 

base rate at 6% by the end of this year.

Meanwhile, the Hungarian government has embarked 

on a significant pre-election spending spree to shore up 

support. The spending measures have come at the cost 

of a higher budget deficit target, which has been raised 

to 5% for both 2025 and 2026. (In fact, we see the 2026 

budget gap even higher, at 5.3%). Major credit rating 

agencies, including Fitch and S&P, have cautioned that 

this fiscal path, combined with Hungary's high debt-

to-GDP ratio (close to 75%), could lead to a sovereign 

downgrade if external funding issues are not resolved.

Slovakia: Aggressive fiscal rebalancing and 
industrial resilience

Slovakia enters 2026 with a predicted GDP growth of 

only 0.9% this year, the lowest in the CEE region, as 

the economy absorbs the shock of a massive fiscal 

consolidation. The government's third consolidation 

package, effective as of January 1, 2026, represents a 

fundamental shift intended to bring the deficit down 

from a 5.5% of GDP in 2024 toward a 2% target by 2028. 

However, despite a significant cost the country bears for 

fiscal consolidation, we do not expect the deficit to drop 

that fast.

The Slovak economy slowed sharply in 2025, with real GDP 

growth estimated at just 0.7%. The economic malaise 

is expected to persist into 2026 as the consolidation 

measures dampen domestic demand. Paradoxically, 

while growth remains slow, average HICP inflation is 

projected to rise (though marginally and temporarily) 

to 4.2% in 2026, driven by a 4-percentage-point hike in 

the VAT on many food items and the phased rollback of 

household energy price caps.

A notable positive indicator was the report of an industrial 

bounce-back in late 2025. After 17 consecutive months of 

decline, industrial production showed signs of recovery in 

November and December, led primarily by the automotive 

sector. 

Bulgaria: The euro accession frontier and price 
stability monitoring

On January 1, 2026, Bulgaria officially became the 21st 

member of the euro area, marking a historical milestone 

for the country's economic integration into the European 

core. This changeover, conducted at a fixed rate of 

1.95583 lev per euro, is expected to enhance economic 

stability, lower transaction costs for the country's export-

oriented SMEs, and eliminate remaining currency risk.

The transition followed several years of intensive 

preparation, including the frontloading of euro banknotes 

and coins to commercial banks in late 2025. As of January 

1, 96% of Bulgaria’s ATMs began distributing euro notes, 

with the remainder coming online within two weeks. A 

one-month dual circulation period allows the lev to be 

used alongside the euro until the end of January 2026, 

with all change given in euro to facilitate the rapid 

withdrawal of the legacy currency.

Since the accession, interest rates in Bulgaria have begun 

to follow the ECB Governing Council's decisions directly. 

The Governor of the Bulgarian National Bank (BNB) now 

participates as a full member in setting monetary policy 

for the entire eurozone. Analysts expect that membership 

will lead to a reduction in sovereign risk premiums and a 

further deepening of the country's capital markets.

Bulgaria enters the eurozone with some of the highest 

GDP growth rates in the EU, projected at around 2.7% for 

2026. This expansion is propelled by sustained private 

consumption and public investment under the Recovery 

and Resilience Plan (RRP). However, the labour market is 

historically tight, with the unemployment rate predicted 

to drop to 3.7% in 2026. This has maintained pressure on 

nominal wages, which increased strongly in late 2025.

A major policy concern is potential unfair price increases 

during the changeover. To combat this, the Consumer 

Protection Commission (CPC) has been monitoring the 

prices of 101 frequently purchased products daily and 

publishing the results on a dedicated website. Preliminary 

reports from early January 2026 suggest that price 

stability has been largely maintained, with the HICP 

inflation rate expected to stabilise at 3.4% in 2026 before 

dropping to 2.6% the next year.
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Box 1 – Central and Eastern Europe heads to the polls

In 2026, Central and Eastern Europe faces a pivotal electoral year with material economic implications. After the Czech 

Republic voted in the autumn of last year, Hungary’s parliamentary election in April could test Fidesz’s long period of 

dominance, with potential effects on fiscal policy and investor sentiment. Bulgaria is heading towards another snap 

election just after its euro adoption, raising questions about stability and reform momentum. Slovakia will hold local and 

regional elections later this year, offering a gauge of support for consolidation measures. These outcomes will shape 

fiscal discipline, EU integration and the region’s growth prospects.

Hungary (parliamentary elections, 12 April 2026)

For the first time in years, Fidesz is not leading all opinion polls. The Tisza party, founded in 2020 and brought to 

prominence in 2024 under former Fidesz politician Péter Magyar, has emerged as the main challenger. A Fidesz victory 

remains possible thanks to broad support outside the cities. Polls suggest that at most three parties may clear the 5% 

threshold. Alongside Fidesz and Tisza, the third is most likely the far-right MH party. The Social Democratic DK party has 

recently slipped below 5 per cent in polling. Rating agencies will watch fiscal policy after the election and may update 

ratings in May and June. Tisza’s programme remains relatively vague, avoiding firm positions on sensitive issues to appeal 

to a broad audience, with more policy detail likely in the coming months.

Slovakia (local and regional elections, autumn 2026)

Slovakia’s parliamentary elections are not due until 2027. Following sizeable deficits, the Fico government raised taxes 

and cut spending (to a limited extent), which triggered protests. Part of the deficit persists and could widen without 

further action given weak growth. Fico’s party currently trails the opposition Progressive Slovakia in polls. The run up to, 

and outcome of, the regional contests could encourage a more expansionary fiscal stance in 2026 and especially in 2027, 

which would add some upside risk to underlying inflation.

Bulgaria (spring 2026 snap elections expected)

On 11 December 2025, the Zhelyazkov (GERB) government elected in January 2025 resigned amid nationwide protests. The 

2026 budget was withdrawn and a 2025 extension budget approved, limiting monthly spending to one twelfth of the prior 

year. A caretaker cabinet and early elections in spring 2026 are expected. Parliamentary reshuffles are likely, although 

forming a stable government may again prove difficult. Regular presidential elections are to be held in autumn 2026, in 

which a new president will be directly elected; the incumbent cannot run again. On 19 January, President Rumen Radev 

announced that he would resign, which is widely interpreted as a move to enable his participation, potentially through a 

newly formed party, in the upcoming parliamentary elections. If his resignation is approved by the Constitutional Court, 

Vice President Iliana Iotova will temporarily assume presidential duties until the scheduled elections later in the year. 

Czech Republic (local and senate elections, October 2026)

A new government led by Andrej Babiš comprising ANO, SPD and the Motorists succeeded Petr Fiala’s cabinet, which 

had consolidated public finances. We estimate a 2025 deficit of 1.7% of GDP, down from 5% in 2021, with debt at 43.6% of 

GDP, low by EU standards. Despite this progress, a structural deficit of about 2% remains. We assume the budget deficit 

is likely to now surpass CZK 300 billion as the government’s spending priorities lack equivalent revenue gains. The macro 

backdrop is supportive, with growth above potential, inflation near target and unemployment among the lowest in the EU, 

but programme commitments visibly exceed what can be covered by tackling the grey economy or by faster growth. In 

October 2026, one third of the Senate and municipal councils will be elected, but these contests are not expected to alter 

our baseline scenario. We expect consolidation required by the Budget Responsibility Act to pause, with renewed fiscal 

loosening. The associated budgetary expansion poses a medium‑term upside risk to inflation.
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Outlook main economies in the world

Policy rates (end of period, in %)
20/1/2026 Q1 2026 Q2 2026 Q3 2026 Q4 2026

Euro area Euro area (refi rate) 2.15 2.15 2.15 2.15 2.15

Euro area (depo rate) 2.00 2.00 2.00 2.00 2.00

Central and Eastern 
Europe

Czech Republic 3.50 3.50 3.50 3.50 3.50

Hungary 6.50 6.50 6.50 6.25 6.00

Bulgaria - - - - -

Poland 4.00 3.75 3.50 3.50 3.50

Romania 6.50 6.50 6.50 6.50 6.50

Rest of Europe United Kingdom 3.75 3.50 3.50 3.50 3.50

Sweden 1.75 1.75 1.75 1.75 1.75

Norway 4.00 4.00 3.75 3.75 3.75

Switzerland 0.00 0.00 0.00 0.00 0.00

Emerging markets China (7-day r. repo) 1.40 1.30 1.20 1.10 1.10

India 5.25 5.25 5.25 5.25 5.25

South Africa 6.75 1.30 1.20 1.10 1.10

Russia Temporarily no forecast due to extreme uncertainty

Turkey 38.00 34.50 31.75 28.75 27.00

Brazil 15.00 14.50 13.50 12.50 12.00

Other advanced 
economies

United States (mid-target range) 3.625 3.375 3.125 3.125 3.125

Japan 0.75 0.75 1.00 1.00 1.00

Australia 3.60 3.60 3.60 3.85 3.85

New Zealand 2.25 2.25 2.25 2.25 2.50

Canada 2.25 2.25 2.25 2.25 2.25

Real GDP growth (period average, 
based on quarterly figures, in %)

Inflation (period average, in %)

2025 2026 2027 2025 2026 2027
Euro area Euro area 1.4 1.0 1.4 2.1 1.7 1.9

Germany 0.3 0.8 1.6 2.3 2.0 2.2

France 0.8 1.1 1.2 0.9 1.1 1.4

Italy 0.6 0.5 0.9 1.7 1.2 1.7

Spain 2.8 2.1 1.9 2.7 1.9 2.0

Netherlands 1.7 1.0 1.3 3.0 2.2 2.4

Belgium 1.0 1.1 1.3 3.0 1.9 2.0

Ireland 12.8 3.2 3.4 2.1 2.3 1.8

Slovakia 0.7 0.9 1.8 4.1 4.2 3.0

Central and 
Eastern 
Europe

Czech Republic 2.6 2.3 2.2 2.4 1.6 2.3

Hungary 0.3 2.0 3.0 4.4 3.3 3.5

Bulgaria 3.1 2.7 2.8 3.5 3.4 2.6

Poland 3.3 3.0 3.2 3.3 2.6 2.5

Romania 1.0 1.4 1.4 7.3 6.4 5.5

Rest of 
Europe

United Kingdom 1.4 1.0 1.4 3.4 2.5 2.1

Sweden 1.4 2.5 2.1 0.7 0.9 2.1

Norway (mainland) 1.8 1.6 1.6 2.9 2.3 2.2

Switzerland 1.3 1.2 1.4 0.2 0.4 0.8

Emerging 
markets

China 5.0 4.6 4.2 -0.1 0.8 1.1

India* 7.4 6.4 6.5 2.0 4.2 4.3

South Africa 1.3 1.5 1.5 3.2 3.6 3.9

Russia Temporarily no forecast due to extreme uncertainty

Turkey 3.7 3.5 3.8 34.9 25.1 16.0

Brazil 2.3 1.5 2.0 5.0 4.2 5.1

Other 
advanced 
economies

United States 2.2 2.3 1.9 2.7 2.6 2.4

Japan 1.2 0.7 0.8 3.1 1.8 1.9

Australia 1.9 2.2 2.3 2.8 3.1 2.6

New Zealand 0.3 2.3 2.6 2.7 2.1 2.0

Canada 1.5 1.2 2.0 2.0 2.3 2.0

* fiscal year from April-March 20/1/2026
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Outlook main economies in the world

10 year government bond yields (end of period, in %)
20/1/2026 Q1 2026 Q2 2026 Q3 2026 Q4 2026

Euro area Germany 2.87 2.85 2.88 2.88 2.90

France 3.55 3.55 3.58 3.58 3.60

Italy 3.48 3.55 3.58 3.58 3.60

Spain 3.27 3.30 3.33 3.33 3.35

Netherlands 2.96 3.00 3.03 3.03 3.05

Belgium 3.33 3.35 3.38 3.38 3.40

Ireland 2.98 3.05 3.08 3.08 3.10

Slovakia 3.42 3.55 3.58 3.58 3.60

Central and Eastern 
Europe

Czech Republic 4.49 4.40 4.30 4.30 4.30

Hungary 6.84 6.75 6.60 6.50 6.30

Bulgaria (EUR)* 3.59 3.50 3.53 3.53 3.55

Poland 5.19 5.10 5.10 4.90 4.80

Romania 6.80 6.75 6.78 6.78 6.80

Rest of Europe United Kingdom 4.46 4.40 4.43 4.43 4.45

Sweden 2.79 2.80 2.83 2.83 2.85

Norway 4.25 4.20 4.23 4.23 4.25

Switzerland 0.26 0.25 0.28 0.28 0.30

Emerging markets China 1.80 1.85 1.85 1.85 1.85

India 6.68 6.67 6.72 6.82 6.97

South Africa 8.45 1.85 1.85 1.85 1.85

Russia Temporarily no forecast due to extreme uncertainty

Turkey 27.87 28.00 27.00 26.00 24.00

Brazil 13.86 13.83 13.88 13.98 14.13

Other advanced 
economies

United States 4.28 4.20 4.25 4.35 4.50

Japan 2.35 2.25 2.35 2.45 2.50

Australia 4.80 4.75 4.80 4.90 5.05

New Zealand 4.55 4.50 4.55 4.65 4.80

Canada 3.39 3.40 3.45 3.55 3.70

*Caution: very illiquid market

Exchange rates (end of period)

20/1/2026 Q1 2026 Q2 2026 Q3 2026 Q4 2026

USD per EUR 1.17 1.18 1.20 1.21 1.22

CZK per EUR 24.31 24.00 23.90 23.90 23.80

HUF per EUR 385.48 385.00 389.00 392.00 395.00

PLN per EUR 4.23 4.25 4.25 4.20 4.20

RON per EUR 5.09 5.11 5.12 5.14 5.15

GBP per EUR 0.87 0.87 0.88 0.89 0.90

SEK per EUR 10.74 10.70 10.67 10.64 10.60

NOK per EUR 11.74 11.70 11.65 11.60 11.50

CHF per EUR 0.93 0.93 0.93 0.93 0.93

BRL per USD 5.37 5.33 5.28 5.26 5.24

INR per USD 90.97 89.96 89.21 88.84 88.48

ZAR per USD 16.45 6.96 6.95 6.94 6.94

RUB per USD Temporarily no forecast due to extreme uncertainty

TRY per USD 43.28 45.00 47.32 49.16 51.00

RMB per USD 6.96 6.96 6.95 6.94 6.94

JPY per USD 157.59 160.00 157.00 153.00 150.00

USD per AUD 0.67 0.67 0.68 0.69 0.70

USD per NZD 0.58 0.58 0.58 0.59 0.60

CAD per USD 1.38 1.38 1.37 1.36 1.35
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Outlook KBC markets - Central and Eastern Europe

Czech Republic Slovakia

2025 2026 2027 2025 2026 2027

Real GDP  (average yearly change, based on quarterly 
figures, in %)

2.6 2.3 2.2 0.7 0.9 1.8

Inflation  (average yearly change, harmonised CPI, in %) 2.4 1.6 2.3 4.1 4.2 3.0

Unemployment rate (Eurostat definition) (in % of the labour 
force, end of year)

3.2 3.2 3.0 5.4 5.7 5.7

Government budget balance  (in % of GDP) -1.7 -2.9 -2.6 -5.1 -5.0 -5.2

Gross public debt  (in % of GDP) 43.9 45.4 47.2 61.5 63.5 63.8

Current account balance  (in % of GDP) 1.0 0.7 0.7 -4.0 -4.0 -3.3

House prices (Eurostat definition)  (average yearly change in 
%, existing and new dwellings)

10.4 7.7 4.5 12.5 6.5 5.0

Hungary Bulgaria

2025 2026 2027 2025 2026 2027

Real GDP  (average yearly change, based on quarterly 
figures, in %)

0.3 2.0 3.0 3.1 2.7 2.8

Inflation  (average yearly change, harmonised CPI, in %) 4.4 3.3 3.5 3.5 3.4 2.6

Unemployment rate (Eurostat definition) (in % of the labour 
force, end of year)

4.4 4.0 3.7 3.8 3.7 3.6

Government budget balance  (in % of GDP) -5.0 -5.3 -4.0 -3.0 -3.0 -3.0

Gross public debt  (in % of GDP) 74.5 74.8 74.3 27.8 31.3 34.2

Current account balance  (in % of GDP) 1.3 1.0 1.0 -3.3 -3.1 -2.5

House prices (Eurostat definition)  (average yearly change in 
%, existing and new dwellings)

19.5 9.0 5.0 15.4 9.0 6.5
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Outlook KBC markets - Belgium

National accounts (real yearly change, in %)
2025 2026 2027

Private consumption 1.8 1.1 1.3

Public consumption 1.4 1.1 0.5

Investment in fixed capital -0.4 3.3 3.4

Corporate investment 2.8 4.1 3.2

Public investment -4.5 3.1 7.0

Residential building investment -8.4 0.1 1.9

Final domestic demand (excl. changes in inventories) 1.2 1.6 1.6

Change in inventories (contribution to growth) 0.2 0.0 0.0

Exports of goods and services -0.3 -1.1 0.6

Imports of goods and services 0.0 -0.5 1.0

Gross domestic product (GDP), based on quarterly figures 1.0 1.1 1.3

Household disposable income 0.9 0.7 1.0

Household savings rate (% of disposable income) 12.2 11.8 11.6

Equilibrium indicators 
2025 2026 2027

Inflation (average yearly change, in %)

Consumer prices (harmonised CPI) 3.0 1.9 2.0

Health index (national CPI) 2.6 1.9 2.1

Labour market

Domestic employment (yearly change, in '000, year end) 19.6 30.0 40.0

Unemployment rate (in % of labour force, end of year, Eurostat definition) 6.4 6.2 6.0

Public finances (in % of GDP, on unchanged policy)

Overall balance -5.3 -5.5 -4.9

Public debt 106.9 109.0 110.8

Current account balance (in % of GDP) -1.1 -1.3 -1.5

House prices (average yearly change in %, existing and new dwellings, Eurostat definition) 3.3 3.4 3.2
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