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Highlights

•	 Geopolitical tensions and cold winter weather pushed up energy prices significantly in January. Oil 
prices rose by 14.6% to 69.7 USD per barrel last month. Geopolitical tensions (turmoil in Venezuela 
and Iran, tighter sanctions on Russia) were the primary reason for the increase. Colder winter in the 
Northern Hemisphere also caused supply disruptions. Colder weather also pushed up prices for 
natural gas. TTF natural gas prices increased by 42.8% to 40.5 EUR per MWh last month as high gas 
demand rapidly depleted EU natural gas reserves.

•	 Euro area inflation declined from 2.0% to 1.7% in February. The decline was largely driven by a drop 
in energy inflation. In contrast, food inflation accelerated slightly. Core inflation also moderated 
from 2.3% to 2.2%. This was driven by an important deceleration in services inflation. Meanwhile 
goods inflation accelerated. Given the recent rise in oil and gas prices, we slightly increase our 2026 
average headline inflation forecast from 1.7% to 1.8%, while maintaining our 1.9% 2027 forecast.

•	 Euro area growth exceeded expectations in Q4 2025 as real GDP grew 0.3% quarter-on-quarter. 
Spain and Portugal continued to overperform. Nonetheless, other large economies such as Germany, 
Italy and the Netherlands also posted decent growth figures. Only Ireland’s growth was negative. 
The labour market also remains in decent shape as the unemployment rate ticked down to 6.2%. Due 
to overhang effects from the higher-than-expected Q4 growth figure, we upgrade our 2026 forecast 
from 1.0% to 1.2% while maintaining our 1.4% forecast for 2027. 

•	 US growth continues to be resilient in the face of the on-going trade war. Following a strong Q3 2025 
real GDP growth figure, we expect another solid performance in Q4 2025 thanks to high consumer 
spending and non-residential investments. Net exports will likely also deliver a decent contribution, 
despite the recent rebound in the trade balance. We upgrade our 2026 growth forecast from 2.3% to 
2.4% while maintaining our 1.9% forecast for 2027. US inflation is also past its peak and is expected to 
continue its decent. We maintain our 2.6% average headline inflation forecast for this year, easing to 
2.4% next year.

•	 The outlook for the Chinese economy remains unchanged compared to last month. Signs of a two-
speed economy persist, with solid external demand outpacing sluggish domestic demand. We 
expect annual average real GDP growth of 4.6% in 2026 and 4.2% in 2027.

•	 Both the Fed and the ECB kept rates unchanged at their last policy meetings. The Fed kept its policy 
rate on hold given strong US growth and above-target US inflation. Fed Chair Powell stressed data 
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dependency for the next policy rate decisions. We only expect the rate cutting cycle to resume in 
H2, where the Fed (under the new Fed Chair Warsh) is expected to cut rates twice, bringing them to 
a neutral level. The ECB also kept policy rates unchanged this month and is expected to continue to 
hold rates steady in 2026 and 2027. It remains in a good place given slightly below-target inflation.

Global Economy

Global trade tensions continued to ease in recent weeks. 

In Davos, Donald Trump retracted his threat to impose 

a tariff on eight European countries. Furthermore, the 

US recently agreed to slash its tariff on goods coming 

from India from 50% to 18%. In return, India promised to 

halt its purchases of Russian oil. India also made a trade 

agreement with the EU recently, which will result in lower 

tariffs on a range of industrial goods.

This good trade news comes amidst global economic 

resilience. In the euro area, we upgraded our forecasts 

as the economy grew by 0.3% quarter-on-quarter in Q4. 

The labour market also remains in good shape. In the 

US, strong consumer spending and high non-residential 

investments are boosting growth. In China, exports 

continue to increase worldwide as lower exports to the US 

are offset by higher exports in other regions. Consumer 

confidence is also rebounding from very low levels. 

Along with stronger growth, global inflationary pressures 

increased last month as geopolitical turmoil and cold 

winter weather have pushed up energy prices.

Energy prices shoot up in January

Following months of gradual descent, oil prices rose 

significantly in January. They rose by 14.6% to 69.7 USD 

per barrel last month. The increase is largely driven by 

geopolitical events. In the beginning of the month, the US 

capture of Venezuelan president Nicolas Maduro drove 

up oil prices (as Venezuela produces around 1 million 

barrels per day). Yet more impactful were the tensions 

in Iran. There, large-scale protests erupted and were 

followed by a brutal crackdown by the current regime. In 

response, US president Donald Trump pledged to support 

the protesters. He threatened to attack Iran, if the regime 

refuses to make a deal with him. The threat seems 

credible, as the US recently moved the USS Abraham, 

an aircraft-carrier, along with other military platforms to 

the Gulf region. Further escalation would be problematic 

for oil markets. Iran produces 3.2 million barrels of crude 

oil per day and exports 1.8 million barrels per day. 

Furthermore, the conflict could also spread to the rest 

of Middle East and could hinder trade through the Strait 

of Hormuz. About 21 million barrels of oil (close to 20% of 

global consumption) are shipped through this passage 

every day. 

On top of the tensions in Iran and Venezuela, Russia is 

facing tighter sanctions. On 21 January, the EU banned 

imports of products made in Russia. In February, the EU is 

set to approve another sanctions package which would 

bar EU insurers from insuring tankers carrying Russian oil. 

The US is also targeting Russia’s shadow fleet, seizing 

multiple ships since December. Furthermore, Ukraine has 

also attacked several Russian tankers since November. All 

this is weighing on Russian export capacity and is putting 

downward pressure on Urals crude prices.

On top of geopolitical events, cold weather in the 

Northern Hemisphere has pushed prices further upwards. 

This is especially the case in the US, where a major winter 

storm hit crude production and affected refineries on the 

U.S. Gulf Coast. 1.6 million barrels per day were knocked 

offline by 26 January as a result. Output is gradually 

recovering. Cold weather has also reduced output in 

Russia. Crude output in Kazakhstan was also diminished 

by a fire at the Tengiz oil field.
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Cold weather across the Northern Hemisphere also 

pushed up natural gas prices last month, as cold winter 

weather is driving up demand for heating. As the winter 

weather was more severe in the US, the impact on natural 

gas prices was more important there. Indeed, the gap 

between US Henry Hub and European natural gas prices 

has narrowed substantially (see figure 1). Nonetheless, 

Europe was also impacted as higher US demand reduced 

LNG exports from the US. Colder than usual Asian weather 

conditions also diverted US LNG shipments towards Asia. 

Furthermore, European demand also increased by the 

cold winter weather and an outage at a French nuclear 

power plant. All this pushed TTF natural gas prices up by 

42.8% to 40.5 EUR per MWh. 

Euro area GDP growth surprises positively again

According to the (preliminary) flash estimate of real GDP, 

economic growth in the euro area in the fourth quarter 

of 2025 was 0.3% compared to the previous quarter. This 

was more than expected and exceeded expectations 

in all major countries. Once again, the strongest growth 

was recorded in Spain (0.8%). Both private consumption 

and investment continued to expand at a robust pace. 

The Dutch economy also grew remarkably strongly (0.5%), 

with exports and government consumption being the 

main drivers of growth. In Germany and Italy, real GDP in 

the fourth quarter was 0.3% higher than in the previous 

quarter. No detailed information on the composition of 

growth is available for these countries yet, but comments 

from the relevant statistical offices suggest that domestic 

demand made an important contribution to growth. 

Destatis, the German statistical office, refers in particular 

to household and government consumption. 

The latter is most likely due to the budgetary stimulus, 

which finally got off the ground in the fourth quarter. 

As the 2025 budget was not approved by the German 

parliament until September 2025, deficit financing, for 

which the substantial relaxation of the constitutional debt 

brake had already paved the way in March 2025, only 

began to increase at that point (see figure 2). In contrast 

to the two previous quarters, the German economy thus 

made a positive contribution to economic growth in the 

euro area once again (see figure 3). 

Of the larger countries, France made the smallest 

contribution to growth. The slight strengthening of 

growth in household consumption was insufficient to 

offset the lower contribution to growth from investment 

and public consumption. Real GDP growth therefore 

remained limited to 0.2%. Finally, it is striking that the Irish 

economy, which still made an exceptionally large positive 

contribution to growth in 2024 and early 2025, made a 

slightly negative contribution in the second half of 2025. 

Excluding Ireland, GDP growth in the euro area was 0.4% 

in the fourth quarter instead of 0.3%.

Meanwhile, confidence indicators at the start of the 

new year looked better than in the last month of the old 

year. The European Commission's surveys in particular 

recorded a significant improvement in business 

confidence. This was the case in all large(r) countries and 

in almost all sectors. The surveys of purchasing managers 

(PMI) painted a more nuanced picture, with improvements 

mainly in Germany and Spain, but notable weakening in 

France and Italy. Consumer confidence improved slightly 

but remained remarkably weak, while the unemployment 

rate returned to its historic low. Apparently, major (geo)
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political uncertainty and structural socio-economic 

challenges, including precarious public finances, continue 

to stand in the way of a stronger recovery in consumer 

confidence. 

Even so, the tentative signs of stronger consumption 

growth and the launch of stimulus measures in Germany 

are encouraging for the expectation that economic 

growth in 2026 will receive more support from domestic 

demand. We are therefore maintaining our forecast of 

a gradual strengthening of quarter-on-quarter growth 

throughout the year. The stronger-than-expected growth 

in the last quarter of 2025, moreover, increases the carry-

over effect from 2025 to 2026. As a result, we are raising 

the expected average growth rate for real GDP in the 

euro area by 0.2 percentage points to 1.2% in 2026. For 

2027, we are maintaining 1.4% as the expected real GDP 

growth, while the growth estimate for 2025 is currently 

1.5% instead of the previously projected 1.4%.

Inflation drops below 2% in the euro area

According to the flash estimate, inflation in the euro area 

fell from 2.0% in December to 1.7% in January. Despite the 

sharp rise in crude oil and natural gas prices in January, 

the sharp decline in energy price inflation (from -1.9% in 

December 2025 to -4.1% in January) was the main cause 

of the cooling of inflation (see figure 4). The decline in 

energy price inflation is caused by the higher energy 

prices in January 2025, which serve as the basis for 

comparison for inflation in January 2026. This base effect 

illustrates how the volatility of energy prices continues to 

cloud the picture of underlying inflation trends.

This trend is better reflected by the trend in core inflation, 

which excludes energy and food prices (food prices rose 

slightly to 2.7% in January). Core inflation cooled further 

from 2.4% in November and 2.3% in December to 2.2% in 

January. For the first time in several months, this was due 

to the decline in services inflation (whose weight in the 

total harmonised consumer price index increased from 

45.9% to 46.7% in the annual update). Services inflation 

fell by 0.2 percentage points to 3.2%, while goods inflation 

(excluding energy products) rose slightly to 0.4%.

The decline in services inflation is reassuring. It was 

expected that the cooling of services inflation would 

be slower than that of goods inflation, but in 2025 

it progressed even more slowly than expected. Its 

resumption confirms the expectation of further progress 

in the coming months. This will bring core inflation even 

closer to 2%. Total inflation may remain below 2% in the 

coming months, although recent price fluctuations on the 

energy markets make the trend in consumer prices even 

more uncertain than usual.

Consumer prices for energy are expected to remain lower 

than a year ago in the coming months, but to a lesser 

extent than was anticipated at the turn of the year. Energy 

price inflation will therefore make a smaller negative 

contribution to overall inflation than was expected until 

recently. We have therefore raised our forecast for the 

average inflation rate in 2026 slightly from 1.7% to 1.8%. For 

2027, we maintain our forecast of average inflation of 1.9% 

in the euro area.

Consumer drives up US growth

US economic growth remains very resilient. On top of the 

very strong 1.1% quarter-on-quarter growth in Q3, we now 

expect 0.7% quarter-on-quarter growth in Q4. This will 

primarily be driven by consumer spending. Despite the 

long Q4 government shutdown, real consumer spending 

increased by 0.3% in both October and November. An 

important caveat is that consumer confidence remains 

low and retail sales were flat in December. Furthermore, 

the slower increase in real disposable income has pushed 

the savings rate to unsustainable levels (see figure 5).

Non-residential investments are also set to make a 

decent contribution in Q4 and beyond as durable goods 

orders increased by 5.3% in October. This is partly driven 

by the on-going investments in data centers. Both 

shipments and new orders of computers (and related 
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equipment) and communications equipment are growing 

at a very rapid pace. The contribution of net exports will 

be somewhat smaller than we anticipated last month, 

however. The trade deficit made a very large rebound 

in November, as both exports decreased and imports 

increased. Part of increase in imports can again be 

explained by the AI investment boom as there was a solid 

increase of imports of computers and semiconductors.

The labour market also showed resilience lately. Non-

farm payrolls increased by 130k in January, despite a 42k 

decline in government jobs. Average weekly hours worked 

ticked up. The participation rate also ticked up, while the 

unemployment rate decreased from 4.4% to 4.3%. On top 

of the decrease in the unemployed, the number of people 

working part-time for economic reasons also declined. 

The only caveat is that job openings declined materially 

in December.

For this year, we still anticipate a slowdown in growth 

momentum as the effects of the trade war and the 

migration shock filter through. Given the low savings rate 

and consumer confidence, we expect softer consumer 

spending ahead. Nonetheless, continued high non-

residential investment spending, along with looser fiscal 

policy are expected to keep quarter-on-quarter growth 

close to potential. Given our upgrade of Q4 2025 growth, 

overhang effects lead to an upgrade of our 2026 average 

real GDP forecast from 2.3% to 2.4%. We maintain our 1.9% 

forecast for 2027.

Inflation in the US has passed its peak. Consumer 

inflation expectations have come down substantially in 

the last month for both the year ahead and the 5 years 

ahead. Wage pressures are also declining, pointing to 

softer services inflation ahead. However, higher energy 

prices could provide some upward inflationary pressure. 

Nonetheless, we maintain our 2.6% forecast for 2026 and 

our 2.4% forecast for 2027.

China’s growth expected to drop below 5%

The outlook for the Chinese economy remains unchanged 

compared to last month. The Chinese statistical office’s 

practice of reporting combined January-February 

data currently leaves us with a dearth of fresh data. 

However, December data continued to point to a two-

speed economy, with industrial production remaining 

strong (+0.49% month-on-month), supported by external 

demand, while retail sales remained sluggish (-0.12% 

month-on-month) on weak domestic demand. Business 

sentiment surveys are one of the few sources of data 

available for January. However, the official (National 

Bureau of Statistics of China) PMIs and the S&P PMIs 

paint a diverging picture of last month, with the NBS 

manufacturing and non-manufacturing PMIs both 

dropping below 50 (signaling contraction) and the S&P 

manufacturing and services PMIs both moving higher (to 

50.3 and 52.3, respectively).

With clear directional data lacking, an important signal 

comes from the local government growth targets that 

have been set for 2026. With many local governments 

reportedly cutting those targets relative to 2025, this may 

be a signal that the central government will announce 

a lower growth target as well, likely in the range of 4.5-

5%. This is in line with our outlook for 2026 average GDP 

growth of 4.6%. We then expect growth to slow to 4.2% in 

2027.

Chinese inflation, meanwhile, remains low. Due to lower 

food and energy prices, CPI headline inflation fell from 

0.8% to 0.2% year-over-year in January. The decline is 

likely to be temporary as the later date of the Lunar New 

Year is causing some temporary distortions. On a month-

over-month basis, headline inflation was steady at 0.2% 

in January. Producer price inflation remains in deflation 

territory but contracted only 1.4% year-on-year versus a 

steeper decline of 1.9% in December. We expect headline 

inflation to average 0.8% in 2026 and 1.1% in 2027.

ECB and Fed keep interest rates unchanged

The ECB has for some time considered its monetary 
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policy rate in a "good position" to adequately respond to 

future economic shocks. At its February policy meeting, 

it therefore kept its policy rate unchanged at 2%. The fall 

in headline inflation to 1.7% in January was in line with 

expectations. Euro area inflation will probably be below 

the ECB's 2% target during 2026, mainly due to year-on-

year changes in energy prices. However, that will normally 

be a temporary phenomenon. The ECB did make clear 

that it is closely monitoring the euro exchange rate, 

as a euro appreciating too fast and too strongly could 

have a disinflationary impact on the euro area. However, 

according to the ECB, this is not yet the case. In addition, 

the ECB also referred to the disinflationary effect of 

increased cheap imports from China (trade diversion), due 

to trade tensions between the US and China. However, 

that disinflationary effect is not yet of a nature to prompt 

the ECB to cut its policy rate further. 

So while there were no changes with respect to monetary 

policy itself, ECB president Lagarde did call for further 

steps in European integration to strengthen European 

economic-financial competitiveness. One notable plea 

was for the larger-scale issuance of common European 

bonds, e.g. for defence spending, to also promote the 

international role of the euro (see also our Economic Brief 

of 6 February 2026 on this subject). 

The Fed also kept its policy rate unchanged in January. 

It too sees its policy rate as currently "well positioned". 

According to Fed chair Powell, both upside inflation 

risk and downside risk to the US labour market (the two 

parts of its policy mandate) have declined. As a result, 

the Fed is taking a wait-and-see and data-dependent 

stance. Nevertheless, the current level of the Fed fund 

rate, currently at 3.625%, is still above the 3% longer-run 

rate indicated by the FOMC in their latest December 'dot 

plots'. Consequently, we continue to expect the Fed to 

cut its policy rate further to a 'neutral' 3.125%. Given the 

somewhat more favourable risk framework for the Fed, we 

expect this to happen at a somewhat slower pace. This 

allows the Fed to wait for new macro-financial data. On 

balance, this results in our expectation of two more rate 

cuts of 25 basis points each, spread over the third and 

fourth quarters of 2026. 

A crucial factor in this scenario is whether or not the Fed 

adjusts its median neutral rate forecast in its dot plots of 

March and/or June. We expect not. Nor do we assume 

that the nomination of Kevin Warsh as Powell's successor 

will lead to a fundamental change in Fed policy. After all, 

Warsh is a reputable economist, who also has only one 

vote on the Fed's rate setting FOMC. This is likely to ensure 

that US monetary policy will continue to be determined 

primarily according to economic-financial data. 

Bond yields remain in upward channel

Both US and German 10-year bond yields rose slightly 

last month. This partly reflected the Fed's somewhat 

more wait-and-see stance in its easing cycle, but also 

the further upward normalisation of the German term 

premium. Indeed, with some delay, the German fiscal 

stimulus and the associated infrastructure and defence 

investments are gaining traction. A third factor was rising 

Japanese bond yields, which increased ahead of the 

snap parliamentary elections on 8 February. Indeed, the 

eventual winner of the elections, Prime Minister Takaichi 

of the Liberal Democratic Party, had made fiscally far-

reaching election promises. In integrated global bond 

markets, this also had an upward impact on US and 

German yields.

For the US, we expect 10-year yields to gradually rise 

further to around 4.50% by the end of 2026. That level 

is close to what we consider a 'fair value'. For now, we 

do not assume that bond markets are pricing in a US-

specific geopolitical risk premium on US bonds. Following 

the recent faster-than-expected catch-up of German 

10-year yields, we assume that there is still limited upside 

potential during 2026, and that yields will stabilise around 

3% from the second half of the year. 

Against this background, we continue to assume a 

moderate depreciation of the dollar against the euro, 

mainly for the fundamental reason of overvaluation. 

However, the dollar exchange rate remains volatile due to 

further developments in the geopolitical environment.

Intra-EMU spreads decrease slightly further

EMU sovereign bond yield spreads versus Germany 

continue to narrow slightly. This is primarily due to the 

increased German benchmark yield. In addition, financial 

markets may also rely on an (implicit) bailout by European 

monetary and fiscal authorities in case of a debt problem 

in a specific member state. In the case of the ECB, there is 

explicitly the Transmission Protection Mechanism. There is 

no automatic procedure for any assistance by European 

fiscal authorities, but markets are probably rightly 

counting on the fact that Europe cannot afford another 

https://www.kbc.com/en/economics/publications/ecb-president-lagarde-promotes-ambitious-european-agenda.html
https://www.kbc.com/en/economics/publications/ecb-president-lagarde-promotes-ambitious-european-agenda.html
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debt crisis in the current geopolitical context.

Consequently, we assume in our scenario that the further 

downward potential of spreads is limited, but that the 

current low level is sustainable. However, this does not 

mean that there cannot be temporary flare-ups, for 

instance due to political events. That was temporarily the 

case after the first round of the Portuguese presidential 

election, and it could also happen in the run-up to the 

French presidential election, scheduled for April 2027.
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Central and Eastern Europe

Bulgaria: integration into the euro area and the 
2026 fiscal framework

Bulgaria recently released its first inflation estimate as a 

euro area member, providing an early glimpse into the 

price dynamics following the currency adoption. Contrary 

to historical fears that the euro introduction would lead 

to a sharp spike in the cost of living, the data indicates a 

moderating trend. January CPI inflation was 3.6 % year-

on-year, down from 5.0 % in December. HICP inflation 

fell even more sharply to 2.3 % year-on-year in January, 

compared to 3.5 % in December.

The month-over-month inflation rate came in at 0.7%, 

driven by specific sub-sectors rather than a broad-

based currency-related repricing. The groups with the 

highest monthly increases include "Personal care, social 

protection and miscellaneous goods and services", 

"Insurance and financial services", and "Restaurant and 

hotel services". 

Parallel to the euro adoption, the Bulgarian Parliament 

has advanced a rigorous budgetary framework for 2026 

that attempts to balance ambitious social spending 

with the fiscal limits required of a eurozone member. The 

2026 State Budget Bill, adopted at its first reading in 

late January, projects a fiscal deficit of 3.0% of GDP and 

moderate economic growth of up to 2.7%. Total public 

expenditures are planned at 46% of GDP, which would be 

a 12% increase compared to 2025.

The significance of Bulgaria’s euro adoption extends 

beyond the immediate technicalities of currency 

exchange. As Bulgaria’s interest rate policy is directly 

determined by the ECB Governing Council now and the 

"smidgen of currency risk" that persisted even under 

the previous currency board arrangement has been 

eliminated, lower sovereign risk premiums should be 

expected. 

Czechia: economic resilience and monetary 
patience

Czech real GDP growth is estimated to have reached 2.5% 

in 2025. We forecast a slight slowdown for the next two 

years, to 2.3% this year and 2.2% in 2027. The growth, so 

far almost exclusively driven by domestic demand, should 

be additionally supported by fixed capital investment, 

rising 3% year-on-year at least both in 2026 and 2027. The 

ongoing sound consumer spending has been fueled by 

continuing real wage growth and a gradual reduction in 

the elevated household saving rate.

The CNB decided to keep the two-week repo rate 

unchanged at 3.50% in February. The sixth consecutive 

pause in the easing cycle reflects the Board’s concern 

that a rapid reduction in interest rates, combined with 

a moderately expansionary fiscal policy, could refuel 

services and property price inflation. 

The average national CPI inflation rate reached 2.5% in 

2025. The CNB’s assessment is that the current 3.5% rate 

is only slightly above the neutral level. Both the new CNB 

forecast and the Governor's comments clearly see this 

year's decline in inflation (+1.6 % year-on-year in January) 

as a one-off phenomenon due primarily to cheaper 

energy. What will determine the movement of rates will be 

the further development of wage dynamics and inflation 

in services - the latest figures still point to increased 

dynamics in both areas. 

Hungary: targeted growth through fiscal 
expansion and high-interest caution

Following a stagnant 2025, where GDP growth is 

estimated at only 0.3%, the Hungarian government has 

projected a rebound to 4.1% for 2026. However, end-2025 

and early 2026 data present a complex picture, based on 

which we forecast annual real GDP growth will reach only 

1.9% this year and 3.0% in 2027.

External trade data published in January showed that 

Hungary’s trade surplus shrank by 8% in 2025 compared 

to the previous year. The narrowing was caused by import 

growth (6.5%) slightly outpacing export growth (6.0%), a 

trend that reflects the revival of domestic consumption 

amidst a sluggish European industrial environment. 

Economic sentiment worsened in January 2026, falling 

to 95.1 from 100.0 in December, with particularly sharp 

declines in the industrial and services sectors.

The CPI inflation rate slowed to 3.3% in December 2025, 

matching expectations, but core inflation remained 

at 3.8%, close to last summer´s values. Service sector 

inflation, in particular, rose to 6.8%, suggesting that the 

disinflationary process is encountering resistance. We 
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expect the average harmonised CPI inflation to be 3.3% 

this year and 3.5% in 2027, both lower than the 4.4% 

reported for 2025.

The Hungarian central bank decided to keep the base rate 

at 6.50% at its January meeting. The MNB’s commentary 

had a "hawkish" tone. The central bank noted that while 

headline inflation briefly fell within the tolerance band, 

underlying inflation indicators have accelerated. The 

MNB remains cautious of the minimum wage hike and 

other government income-increasing measures, which 

could sustain elevated services inflation. We expect the 

central bank to cut its base rate by a total of 50 basis 

points during 2026, starting in the third quarter. The forint 

strengthened following the MNB meeting, testing the 380 

level against the euro, which the MNB views as helpful for 

anchoring inflation expectations.

Hungary’s 2026 budget, which was described by the 

government as "Europe’s largest tax cut program," 

prioritises families and pensioners. We project that the 

budget measures will cause the government deficit to 

rise to 5.3% of GDP in 2026, up from 5.0% in both 2025 and 

2024. The Fiscal Council of Hungary also sees “material 

risks" to the deficit target due to uncertainties surrounding 

the availability of EU funds and potentially lower-than-

planned economic growth.

Slovakia: navigating fiscal consolidation and 
industrial slowdown

Slovakia is currently facing the most significant 

macroeconomic challenges in the region, as it attempts 

to implement a massive fiscal consolidation package 

while its industrial sector, particularly automotive 

manufacturing, struggles with global trade headwinds.

Latest available data reveal a 4.5% year-on-year drop in 

industrial production in November 2025, following a 3.8% 

drop in October. The ninth contraction of 2025 was led 

by an 18.8% plunge in electricity and gas supply and a 

6.7% decline in transport equipment. The slowdown in the 

automotive sector - the engine of the Slovak economy 

- is attributed to a high comparison base and the early 

impacts of US import tariffs, which have led to a decrease 

in export orders.

Despite the industrial slump, the trade balance surplus 

rose 2.7% month-on-month in November. This was partly 

due to an expansion of capacity in some automotive 

segments earlier in the year, although the outlook for the 

second half of 2026 remains pessimistic as global trade 

tensions persist.

At the end of January, the IMF mission projected GDP 

growth in Slovakia to hold steady at slightly below 1.0% 

in 2026 (consistent with our forecast). The Fund also 

assessed the government’s 2026 consolidation package 

as "broadly appropriate" but warned it was driven by 

"last-minute political compromises". Our outlook for the 

government budget deficit has remained unchanged: 

-5.0 % of GDP this year and -5.5 % in 2027.

Regarding average harmonised CPI inflation, we have 

slightly adjusted our forecast by cutting the 2026 forecast 

(from 4.2% to 3.9%) and marginally raising the figures for 

next year on the back of the removal of energy price 

subsidies and the VAT hike.

The labour market in Slovakia is expected to remain stable 

with end-year harmonised unemployment rate oscillating 

between 5.5% and 5.9% till the end of 2028. The real wage 

growth is expected to be negative in 2026, though, which 

will further weigh on private consumption.

Box 1 – New opportunities for CEE, but much work remains under the EU–India Deal

On 27 January 2026, the EU and India announced their Free Trade Agreement in New Delhi, creating one of the largest 

free trade areas globally, covering nearly two billion consumers and about 20% of world GDP. The agreement delivers 

extensive tariff liberalisation: the EU will remove tariffs on over 90% of tariff lines (91% of trade value) and India on 86% (93% 

of trade). With partial liberalisation included, coverage rises to 99.3% for the EU and 96.6% for India.

India’s major concessions concern industrial goods, where tariffs currently average more than 16%. Duties on chemicals (up 

to 22%) will be largely removed immediately; cosmetics will be liberalised over 5–7 years; plastics will be partly liberalised 

at entry into force and fully within seven years; and car parts over 5–10 years. Most tariffs on textiles, apparel, ceramics 

and boats will be eliminated immediately, while machinery will be liberalised in two stages over up to ten years.
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In agrifood, liberalisation is more selective. Tariffs on olive oil (up to 45%) will end immediately or after five years. Duties 

of up to 55% on non alcoholic beer and certain fruit juices will be removed after five years. Processed foods facing 33% 

tariffs—such as confectionery, pasta, chocolate and pet food—will see these duties eliminated either immediately or 

gradually. Sheep meat tariffs (33%) will be phased out. High tariffs on alcoholic beverages—in some cases 150%—will fall to 

30% for wines, 40% for spirits and 50% for beer. EU exports of fruits will gain improved access through Tariff Rate Quotas.

We model the direct and indirect effects of the announced measures on economic activity through tariff reductions. The 

phased implementation is taken into account, and we make assumptions about the demand response to the resulting 

price decreases. The model includes multiplier effects through international production chains using input output tables, 

and it adds an income multiplier.

In Figure CEE1, the effect of tariff reductions on specific sectors in Central and Eastern European countries is shown, 

measured as the percentage increase in value added. The machinery sector would gain the most, by more than 0.4%. 

This is not surprising, as machinery and electrical equipment constitute the largest export sector to India. Other CEE 

sectors would also benefit, including electronics, basic metals, plastics and chemicals. Motor vehicles will not benefit as 

much from the agreement, even though the tariff reduction in this sector is the largest, falling from 110% to 10% through 

phased cuts. One must take into account the very difficult nature of entering the Indian car market, where more than 90% 

of market share is held by Asian manufacturers.

Figure CEE2 shows the economic gains from the Free Trade Agreement across EU countries. For CEE economies, namely 

Czechia, Poland, Slovakia, Hungary, Romania and Bulgaria, the revenues from the deal are relatively moderate in value 

added terms. Czechia and Hungary appear in the upper middle of the distribution, reflecting their relatively high exposure 

to India through machinery, automotive components, electrical equipment and industrial intermediates—sectors where 

Indian tariffs are reduced gradually but significantly. The Czech Republic also benefits from close trade ties with Germany. 

Lower gains for Slovakia, Bulgaria and Poland may reflect their relatively low export shares compared with other EU 

countries.

Based on existing trade structures, the gains appear quite limited. The Indian market is fragmented and difficult to 

penetrate, and CEE countries have fewer established trade links with India than some other European economies. India 

also offers greater access to low cost labour, which may partly reduce the competitive advantage of the CEE region within 

Europe. It will therefore be essential for CEE countries to invest in modernisation, education and advanced technologies. 

Nevertheless, there are opportunities for higher value added production, including mechanical engineering, automotive 

components and the defence industry. The intention to work more closely together was already evident. Even before this 

agreement, many CEE countries had signed strategic partnerships with India.
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Outlook main economies in the world

Real GDP growth (period aver-
age, based on quarterly figures, 
in %)

Inflation (period average, in %)

2025 2026 2027 2025 2026 2027
Euro area Euro area 1.5 1.2 1.4 2.1 1.8 1.9

Germany 0.4 0.9 1.6 2.2 2.1 2.2

France 0.9 1.2 1.2 0.9 1.2 1.4

Italy 0.7 0.7 0.9 1.6 1.3 1.7

Spain 2.8 2.4 1.9 2.7 2.0 2.0

Netherlands 1.9 1.0 1.3 3.0 2.3 2.4

Belgium 1.0 1.1 1.3 3.0 1.9 2.0

Ireland 12.6 3.2 3.4 2.1 2.3 1.8

Slovakia 0.8 0.9 1.8 4.2 3.9 3.1

Central and Eastern 
Europe

Czech Republic 2.5 2.3 2.2 2.3 1.6 2.3

Hungary 0.3 1.9 3.0 4.4 3.3 3.5

Bulgaria 3.1 2.7 2.8 3.5 3.4 2.6

Poland 3.6 3.6 3.3 3.4 2.4 2.5

Romania 1.1 1.4 2.4 6.8 6.5 3.4

Rest of Europe United Kingdom 1.4 1.0 1.3 3.3 2.4 2.2

Sweden 1.7 2.6 2.3 2.6 0.9 1.9

Norway (mainland) 1.8 1.6 1.7 2.8 2.3 2.2

Switzerland 1.3 1.2 1.5 0.1 0.4 0.7

Emerging markets China 4.9 4.6 4.2 0.0 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 3.5 3.5

Russia Temporarily no forecast due to extreme uncertainty

Turkey 3.7 3.5 3.7 34.9 24.9 18.6

Brazil 2.3 1.5 2.0 5.0 4.0 4.0

Other advanced 
economies

United States 2.3 2.4 1.9 2.7 2.6 2.4

Japan 1.2 0.8 1.0 3.2 1.8 1.9

Australia 1.9 2.2 2.3 2.9 3.1 2.6

New Zealand 0.3 2.3 2.6 2.8 2.2 2.0

Canada 1.7 1.3 1.9 2.2 2.2 2.1

* fiscal year from April-March 9/2/2026

Policy rates (end of period, in %)
9/2/2026 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

Poland 4.00 3.75 3.50 3.50 3.50

Romania 6.50 6.50 6.50 6.25 5.75

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 1.40 1.30 1.30 1.20

India 5.25 5.25 5.25 5.25 5.25

South Africa 6.75 6.75 6.50 6.25 6.25

Russia Temporarily no forecast due to extreme uncertainty

Turkey 37.00 35.00 32.00 30.00 28.00

Brazil 15.00 14.50 13.50 12.50 12.00

Other advanced 
economies

United States (mid-target 
range)

3.625 3.625 3.625 3.375 3.125

Japan 0.75 0.75 1.00 1.00 1.00

Australia 3.85 3.85 3.85 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
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Outlook main economies in the world

10 year government bond yields (end of period, in %)
9/2/2026 Q1 2026 Q2 2026 Q3 2026 Q4 2026

Euro area Germany 2.85 2.90 2.95 3.00 3.00

France 3.45 3.50 3.55 3.60 3.70

Italy 3.47 3.50 3.55 3.60 3.60

Spain 3.22 3.30 3.35 3.40 3.40

Netherlands 2.92 3.00 3.05 3.10 3.10

Belgium 3.26 3.30 3.35 3.40 3.40

Ireland 2.93 3.00 3.05 3.10 3.10

Slovakia 3.40 3.50 3.55 3.60 3.60

Central and Eastern 
Europe

Czech Republic 4.43 4.40 4.30 4.30 4.30

Hungary 6.60 6.50 6.60 6.40 6.30

Bulgaria (EUR)* 3.53 3.55 3.60 3.65 3.65

Poland 5.10 5.10 5.10 4.90 4.80

Romania 6.55 6.60 6.65 6.70 6.70

Rest of Europe United Kingdom 4.54 4.65 4.70 4.75 4.75

Sweden 2.67 2.70 2.75 2.80 2.80

Norway 4.22 4.25 4.30 4.35 4.35

Switzerland 0.26 0.30 0.35 0.40 0.40

Emerging markets China 1.81 1.90 2.00 1.95 1.85

India 6.76 6.83 6.93 6.98 7.03

South Africa 8.03 8.12 8.22 8.27 8.32

Russia Temporarily no forecast due to extreme uncertainty

Turkey 27.93 28.00 27.00 26.00 24.00

Brazil 13.58 13.69 13.79 13.84 13.89

Other advanced 
economies

United States 4.22 4.30 4.40 4.45 4.50

Japan 2.29 2.30 2.35 2.45 2.50

Australia 4.85 4.95 5.05 5.10 5.15

New Zealand 4.57 4.65 4.75 4.80 4.85

Canada 3.41 3.50 3.60 3.65 3.70

*Caution: very illiquid market

Exchange rates (end of period)

9/2/2026 Q1 2026 Q2 2026 Q3 2026 Q4 2026

USD per EUR 1.19 1.18 1.19 1.20 1.22

CZK per EUR 24.22 24.00 23.90 23.90 23.80

HUF per EUR 376.58 380.00 384.00 387.00 390.00

PLN per EUR 4.21 4.25 4.22 4.20 4.20

RON per EUR 5.09 5.10 5.12 5.14 5.15

GBP per EUR 0.87 0.87 0.88 0.89 0.90

SEK per EUR 10.63 10.70 10.67 10.66 10.65

NOK per EUR 11.41 11.45 11.45 11.45 11.45

CHF per EUR 0.91 0.92 0.92 0.91 0.91

BRL per USD 5.18 5.23 5.21 5.19 5.15

INR per USD 90.67 90.98 90.59 90.22 89.48

ZAR per USD 15.89 16.08 16.01 15.95 15.82

RUB per USD Temporarily no forecast due to extreme uncertainty

TRY per USD 43.60 44.72 46.79 48.91 51.03

RMB per USD 6.92 6.94 6.93 6.92 6.90

JPY per USD 155.74 157.00 157.00 156.00 155.00

USD per AUD 0.71 0.70 0.71 0.72 0.73

USD per NZD 0.61 0.60 0.61 0.62 0.63

CAD per USD 1.36 1.36 1.36 1.35 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 %)

2.5 2.3 2.2 0.8 0.9 1.8

Inflation  (average yearly change, harmonised CPI, in %) 2.3 1.6 2.3 4.2 3.9 3.1

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

3.1 3.2 3.0 5.8 5.9 5.8

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 1.9 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)

4.5 4.1 3.7 3.3 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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