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« The resumption of hostilities in the Middle East has rattled energy markets, as passage through
the Strait of Hormuz is again minimal. Hostilities between Saudi Arabia and the Yemeni Houthis are
also limiting Saudi oil exports through the Red Sea. Furthermore, Ukrainian strikes on Russian oil
infrastructure have also diminished Russian oil exports. Consequently, Brent oil prices rebounded
from a 71 USD per barrel low in June to 87 USD per barrel (as of 10 August). The futures curve still
slopes downwards, indicating that a resolution to the conflict is still expected in the near term.
This is in line with our base scenario. Natural gas prices also rebounded, from a 40 EUR per MWh
June low to 60 EUR per MWh (as of 10 August). While the war in the Middle East is constraining gas
supply, heatwaves have increased demand for natural gas. Furthermore, natural gas reserves are
at historical lows (59% of total capacity) and need to be refilled at a rapid pace ahead of winter,
causing further demand pressure.

+ Inflation in the euro area stood at 2.9% in July, compared with 2.8% in June and 3.2% in May. This
volatility is largely driven by energy prices, which were 10.0% higher in July than a year earlier,
compared with year-on-year rises of 8.5% in June and 10.8% in May. Food price inflation, by contrast,
is cooling off markedly: from 2.4% in March and April to 1.2% in July. Core inflation stood at 2.5% in July,
following 2.4% in June and 2.6% in May. Volatile energy prices will continue to drive inflation trends
in the coming months, making inflation considerably more difficult to predict. We expect average
inflation of 2.8% for 2026, followed by 1.8% in 2027. This forecast assumes a normalisation of energy
prices, as the energy shock is expected to remain temporary and fade out in the run up to the US
mid-term elections (baseline scenario), and largely absent second-round effects of the energy price
shock on core inflation.

+ USinflation softened in June, dropping from 4.2% in May to 3.5% year-on-year and declining by 0.4%
month-on-month. This softer figure is largely attributable to a 5.7% decline in energy prices, but
the other components were also soft. Food prices increased by a modest 0.2%. Even more striking
was the decrease in core inflation from 2.8% to 2.6%, with weakness present in all core components.
Core goods declined slightly, thanks to decreases in a.o. vehicle, furniture, appliance, apparel
and pharmaceutical prices. Core services remained unchanged compared to the previous month.
Shelter prices increased by only 0.1%. This deceleration is partly attributable to a drop in hotel prices
and rent inflation was also modest. Other services components were soft, with notably big drops
in healthcare and motor vehicle insurance prices. Looking ahead, core inflation should continue to
soften, given modest wage pressures and moderating rent inflation. We expect inflation to average
3.3% this year and 2.5% next year.
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+  With growth of 0.4% quarter-on-quarter, real GDP in the euro area once again surprised to the
upside in the second quarter of 2026. The originally estimated contraction in GDP growth in the first
quarter (-0.2%) was revised up to zero growth. In both cases, the Irish figures played a significant role.
They distort the picture of underlying growth dynamics, negatively in the first quarter and positively
in the second quarter. Excluding Ireland, the euro area'’s real GDP grew by 0.3% in both the first and
second quarter. This points to stronger economic resilience than expected. This is largely due to the
Spanish economy, which once again recorded growth of 0.7% in the second quarter. In Germany,
growth slowed compared to the first-quarter figure (which was revised upwards to 0.4%). But at
0.2%, it still exceeded expectations. In France and Italy, growth stood at 0.2%, which was also higher
than expected. Despite the improvement in sentiment indicators during the early summer months,
our growth forecasts for the immediate future remain cautious, given the numerous (potential)
headwinds, to which the recent heatwave and low water levels on key inland waterways have now
been added. Nevertheless, as the German government's stimulus program gains momentum, growth
is expected to be placed on a firmer footing. We expect real GDP growth in the euro area to average
0.7% in 2026 and 1.1% in 2027.

+  The USeconomyremainsin decent shape. Though growth slowed down from 0.5% quarter-on-quarter
in Q1 to 0.4% in Q2, this slowdown can largely be attributed to more volatile components. Indeed,
both inventories and net exports made large negative contributions. Government spending also
made a small negative contribution, partially because of Strategic Petroleum Reserve drawdowns. In
contrast and notwithstanding the spike in energy prices, consumer spending remained solid, making
a 0.5 percentage point contribution. Non-residential investments made another strong contribution,
thanks to strong equipment and intellectual property product investments. Looking ahead, business
sentiment indicators continue to point to solid growth. A big jump in auto sales also bodes well
for consumer spending in Q3. That said, the labour market is softening somewhat as job numbers
declined by 23k in July. The unemployment rate dropped to a low 4.1%, however. We now forecast
growth to average 2% in both 2026 and 2027.

+ The Chinese economy slowed in the second quarter, with GDP growth decelerating to 4.3% year-
on-year as contributions from both consumption and investment fell back. Growth also decelerated
in quarter-on-quarter terms, from 1.3% in Q1 to 0.9% in Q2, reviving questions about whether the
government's official growth target for 2026 (a range of 4.5-5.0%) is achievable. We currently
forecast 2026 average annual GDP growth at the lower end of this range, factoring in an end-
year boost from front-loaded public spending. Multiple headwinds remain, however. The property
sector remains in correction mode, weighing on confidence. Official business sentiment surveys for
both the manufacturing and non-manufacturing sector signalled a contraction in activity in July.
Consumption and investment could therefore remain weak in the coming quarters. Though exports
continue to support growth, weaker export demand stemming from a more volatile global economic
backdrop is an important growth risk. We expect growth to decelerate to 4.2% in 2027. Although
producer price inflation, at 3.5% in July, has solidly returned to positive territory (after more than
three years in deflation and partially reflecting higher energy prices), both core and headline CPI
figures are still relatively subdued (respectively 0.9% and 0.5% year-on-year in July), highlighting
the ongoing supply-demand imbalances plaguing the Chinese economy. We expect inflation to
average only 1.1% in both 2026 and 2027.
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+ The on-going energy crisis is complicating monetary policy. Higher oil prices are pushing inflation
well above central bank targets, while also hitting growth. In response, the ECB already hiked its
policy rates in June. Though the ECB subsequently kept its rates unchanged at the July policy
meeting, we expect it to raise its deposit rate to 2.50% in September in response to the increased
inflationary pressures. We expect the deposit rate to remain at this level in both 2026 and 2027 in our
baseline scenario. The Fed has yet to raise its policy rate this year. At its July meeting, three FOMC
members already dissented and voted for a rate hike. Furthermore, FOMC Chair Warsh stressed
that the economy and jobs market are resilient, while PCE inflation remains elevated relative to the
2% target. We thus expect the Fed to raise the Fed Funds Rate at its September meeting. We also
expect the Fed to keep rates unchanged after the September meeting (in 2026). Our baseline policy
rate scenario is highly contingent on the evolution of the conflict in the Middle East. A longer-lasting
conflict (with even higher energy prices as a result) would prompt a more hawkish monetary policy
from the Fed and the ECB. The rebound in energy prices has also pushed up government bond yields,
with 10-year German and US government bond yields increasing to 3.2% and to 4.75% by the end of
July. We expect the German and US government bond yields to moderate slightly to 3.15% and 4.55%
by the end of 2027.

+ Czech CPlinflation accelerated slightly from 1.5% in June to 1.7% in July, driven primarily by higher fuel
prices, which reflect higher oil prices and the end of government measures to cushion the impact
of higher prices. Food prices continued to dampen inflation, falling by 3.1% year-on-year. Domestic
price pressures remained elevated, with services inflation accelerating to 4.7% and core inflation
likely moving closer to 3%. Despite headline inflation remaining below the CNB's 2% target, persistent
underlying price pressures and robust wage growth support the central bank's decision to keep its
key two-week rate at 3.75%. Meanwhile, the Czech economy regained momentum in Q2 2026. Real
GDP expanded by 0.4% quarter-on-quarter after 0.2% growth in Q1. Household consumption and
foreign demand appear to have been the main drivers of growth, supported by rising real incomes
and resilient consumer spending. Investment activity remained subdued due to elevated geopolitical
uncertainty. We expect Czech GDP growth to land at 2.0% in 2026, although risks remain tilted to
the downside due to geopolitical tensions and their potential impact on energy prices and external
demand.

+  The Hungarian economy grew by 0.4% quarter-on-quarter and 1.7% year-on-year in Q2 2026. Industry
and the service sector pushed GDP upward, while agriculture held it back. For the remainder of the
year, household consumption is expected to continue to support the economy. We expect real GDP
growth to reach 1.8% in 2026, with an acceleration coming next year to 2.6%. Hungarian headline
inflation declined in July to 1.2%, reflecting the impact of lower energy and food prices, while core
inflation moderated to 1.9%. In the same month, the MNB reduced its key base rate by 25 basis points
to 5.75%, marking its lowest level since May 2022. The strong currency, post-election stability, and
the unfreezing of EU structural funds provided room for monetary easing. Lower borrowing costs will
support a private sector recovery in late 2026, though the gradual unwinding of administrative price
caps poses moderate inflation risks for the second half of 2026.

+ Slovakia's inflationary pressures eased further in July, with HICP inflation slowing from 3.5% year-on-
year to 3.0% in June, marking the lowest reading in two years. The disinflation was driven primarily
by continued declines in food prices, while weak domestic demand helped contain underlying price
pressures. Legislative measures under the government's fiscal consolidation package continue
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to weigh on household purchasing power, limiting private consumption growth. According to our
forecast, average HICP inflation will reach 4.1% in 2026, supported by energy-related price pressures,
while real GDP growth will remain subdued at 0.6% in 2026 and 1.2% in 2027.

Bulgarian inflation also slowed considerably. Headline CPI inflation weakened to 4.4% in July from
5.5% in June, while harmonised inflation (HICP) decelerated to 4.1%. Nonetheless, domestic business
surveys continue to point to persistent supply-side constraints. In July, 33.3% of industrial enterprises
identified labour shortages as a factor limiting activity, while total hourly labour costs increased by
13.4% year-on-year in Q1 2026. We still expect inflation to average 4.7% this year and 3.5% next year.
The Bulgarian growth outlook remains favourable, partly thanks to the recent introduction of the
euro. Early evidence also points to stronger foreign direct investment (FDI) inflows. We forecast 2.6%
growth this year and 2.4% next year.
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Outlook main economies in the world

Euro area

Central and Eastern
Europe

Rest of Europe

Emerging markets

Other advanced
economies

Euro area
Germany
France

Italy

Spain
Netherlands
Belgium

Ireland
Slovakia

Czech Republic
Hungary
Bulgaria
Poland
Romania
United Kingdom
Sweden
Norway (mainland)
Switzerland
China

India™

South Africa
Russia

Turkey

Brazil

United States
Japan
Australia

New Zealand

Canada

* fiscal year from April-March

Policy rates (end of period, in

Real GDP growth (period average,

based on quarterly figures, in %)

2025
1.3
0.3
09
0.7
2.8
1.6
1.0
12.3
0.8
27
0.4
3.2
3.6
0.7
1.3
1.8
17
14
49
77

3.6
2.3
21

2.0
0.7
19

Inflation (period average, in %)

2026 2027 2025 2026
0.7 11 21 2.8
09 09 2.2 27
0.6 09 09 2.2
0.8 0.7 1.6 2.8
2.5 19 27 27
1.3 1.2 3.0 2.4
0.6 11 3.0 3.2
=27 6.5 21 3.5
0.6 1.2 4.2 41
2.0 21 2.3 21
1.8 2.6 44 2.2
2.6 2.4 3.5 4.7
3.2 3.2 3.4 3.2
-0.2 2.3 6.8 8.1
1.0 11 3.3 3.3
21 2.3 2.6 0.7
1.5 1.8 2.8 34
11 1.3 01 0.6
4.5 4.2 0.0 11
6.7 6.7 21 4.8
1.3 1.4 3.2 4.5
Temporarily no forecast due to extreme uncertainty
2.8 3.7 349 309
19 1.8 5.0 4.6
2.0 2.0 2.7 3.3
0.6 0.8 3.2 19
19 1.8 2.8 4.2
17 2.4 2.8 3.6
0.7 1.8 2.2 27
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10 year government bond yields (end of period, in %)

10/8/2026 Q3 2026 Q4 2026 Q12027 Q2 2027

Euro area Germany 314 315 315 315 315
France 393 3.85 3.80 3.85 375
Italy 392 3.85 3.85 3.85 3.80
Spain 3.58 3.55 3.55 3.55 3.55
Netherlands 3.23 3.25 3.25 3.25 3.25
Belgium 3.67 3.65 3.65 3.60 3.55
Ireland 3.30 3.35 3.35 3.35 3.35
Slovakia 3.80 3.85 3.80 3.80 3.80
Central and Eastern Czech Republic 4.76 4.80 4.70 4.40 4.30
Europe Hungary 5.44 5.40 515 510 5.05
Bulgaria * 4.01 395 3.85 3.75 3.75
Poland 5.74 5.40 5.30 510 5.00
Romania 691 7.00 7.00 7.00 7.00
Rest of Europe United Kingdom 494 5.00 5.00 5.00 5.00
Sweden 3.01 3.00 3.00 3.00 3.00
Norway 4.40 4.40 4.40 4.40 4.40
Switzerland 0.38 0.40 0.40 0.40 0.40
Emerging markets China 170 1.80 1.80 1.80 1.80
India 6.77 6.85 6.85 6.85 6.85
South Africa 8.47 8.60 8.60 8.60 8.60
Russia Temporarily no forecast due to extreme uncertainty
Turkey 32.20 32.00 30.00 29.00 27.00
Brazil 14.57 14.70 14.60 14.60 14.60
Other advanced United States 4.67 4.60 4.60 4.60 4.60
economies Japan 2.81 2.75 2.75 2.75 2.75
Australia 498 490 490 490 490
New Zealand 470 4.65 4.65 4.65 4.65
Canada 3.67 3.60 3.60 3.60 3.60
*Caution: very illiquid market

Exchange rates (end of period)

10/8/2026 Q3 2026 Q4 2026 Q12027 Q2 2027
USD per EUR 116 112 114 115 116
CZK per EUR 24.25 24.20 2410 2390 23.80
HUF per EUR 363.40 360.00 360.00 362.00 365.00
PLN per EUR 4.30 4.35 4.30 4.28 4.25
RON per EUR 5.24 5.25 5.26 5.28 5.30
GBP per EUR 0.86 0.87 020 0.90 0.90
SEK per EUR 10.96 .25 11.20 1.00 11.00
NOK per EUR 1097 1.00 1n.00 10.75 10.75
CHF per EUR 093 092 0.92 092 092
BRL per USD 5.09 514 5.09 5.07 5.05
INR per USD 95.30 96.76 9591 95.49 95.08
ZAR per USD 1617 16.71 16.56 16.49 16.42
RUB per USD Temporarily no forecast due to extreme uncertainty
TRY per USD 4771 48.80 51.20 53.50 55.70
RMB per USD 6.74 6.78 6.78 6.77 6.75
JPY per USD 158.74 160.00 158.00 157.00 157.00
USD per AUD 07 0.70 070 0N 0.7
USD per NZD 0.59 0.59 0.60 0.61 0.62
CAD per USD 1.39 1.43 1.45 1.45 1.45
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Outlook KBC markets - Central and Eastern Europe

Czech Republic

2025 2026 2027 2025

Real GDP (average yearly change, based on quarterly 2.7 2.0 21 0.8
figures, in %)

Inflation (average yearly change, harmonised CPI, in %) 23 21 3.3 4.2
Unemployment rate (Eurostat definition) (in % of the labour 3.2 3.2 3.0 5.7
force, end of year)

Government budget balance (in % of GDP) =21 =27 =31 -4.5
Gross public debt (in % of GDP) 442 46.0 47.8 614
Current account balance (in % of GDP) 0.7 0.0 0.1 =37
House prices (Eurostat definition) (average yearly change in 10.4 7.7 4.5 2.4

%, existing and new dwellings)

Hungary

2025 2026 2027 2025
Real GDP (average yearly change, based on quarterly 0.4 18 2.6 3.2
figures, in %)
Inflation (average yearly change, harmonised CPI, in %) 44 2.2 31 3.5
Unemployment rate (Eurostat definition) (in % of the labour 4.5 4.5 41 31
force, end of year)
Government budget balance (in % of GDP) -4.7 -6.8 -55 -3.5
Gross public debt (in % of GDP) 74.6 76.1 769 299
Current account balance (in % of GDP) 1.8 0.0 0.5 -5.4
House prices (Eurostat definition) (average yearly change in 18.3 2.0 5.0 14.6

%, existing and new dwellings)

KBC Economic Perspectives

Slovakia

2026

0.6

41

59

-5.0

63.5

-3.6

7.5

Bulgaria

2026

2.6

47

3.3

-5.7

30.1

-6.0

79
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2027
1.2

3.5
59
-5.4
65.5
-3.3

5.0

yiory)
2.4

3.5
3.4

-3.8

-5.2

4.5

August 2026 19



Contact

Part of KBC Group

KBC Group Economics and Markets (GEM)

Economic Research (KBC)
Pelin llbas
Group Chief Economist

pelin.ilbas@kbc.be

Dieter Guffens
Senior Economist

dieter.guffens@kbc.be

Johan Van Gompel
Senior Economist

johanvangompel@kbc.be

Lieven Noppe
Senior Economist

lieven.noppe@kbc.be

Cora Vandamme
Senior Economist

coravandamme@kbc.be

Allison Mandra

Senior Economist

allison.mandra@kbc.be

Laurent Convent
Economist

laurent.convent@kbc.be

Sam Devinck
Economist

sam.devinck@kbc.be

Market Research (KBC)
Mathias Van der Jeugt
Head of Market Research

mathias.vanderjeugt@kbc.be

Peter Wuyts
FX Analyst

peterwuyts@kbc.be

Mathias Janssens
Analyst

mathias.janssens@kbc.be

KBC.Economic.Research@kbc.be

Visit our website www.kbceconomics.com to

CSOB - Prague
Jan Bured
Chief Economist

jabures@csob.cz

Martin Kupka
Senior Economist

mkupka@csob.cz

Jan Cermdk
Senior Economist

jcermak@csob.cz

Irena Prochdzkovd
Analyst

iprochazkova@csob.cz

Wouter Beeckman
Senior Economist

wbeeckman@csob.cz

Dominik Rusinko

Senior Economist

drusinko@csob.cz

Mateusz Matloch
Economist

mmatloch@csob.cz

For general information:

CSOB Slovakia UBB Bulgaria

Marek Gdbris Emil Kalchev
Analyst Chief Economist

mgabris@csob.sk Emil.Kalchev@ubb.bg

K&H Bank Hungary
David Németh
Chief Economist

david2.nemeth@kh.hu

CBC Banque
Bernard Keppenne
Chief Economist CBC

bernard.keppenne@chbc.be

Contact: kbc.economic.research@kbc.be KBC Global Services NV, Havenlaan 2, B-1080 Brussels,

Belgium

Responsible editor: KBC Global Services NV, Havenlaan 2 — 1080 Brussel — Belgié — BTW BE 0772.332.707

find more analyses and projections of the KBC
economists.

OE=40]
[=]%

— RPR Brussel

This publication has been realized by the economists from the KBC-group. Neither the degree to

which the hypotheses, risks and forecasts contained in this report reflect market expectations, nor

their effective chances of realisation can be guaranteed. The forecasts are indicative. The information
contained in this publication is general in nature and for information purposes only. It may not be
considered as investment advice. Sustainability is part of the overall business strategy of KBC Global
Services NV (see https://www.kbc.com/en/corporate-sustainability.html). We take this strategy into
account when choosing topics for our publications, but a thorough analysis of economic and financial
developments requires discussing a wider variety of topics. This publication cannot be considered

as 'investment research’ as described in the law and regulations concerning the markets for financial
instruments. Any transfer, distribution or reproduction in any form or means of information is prohibited
without the express prior written consent of KBC Global Services NV. KBC cannot be held responsible for
the accuracy or completeness of this information. All historical rates/prices, statistics and graphs are up
to date, up to and including 30 July 2026, unless otherwise stated. The views and forecasts provided are
those prevailing on 30 July 2026.


https://www.kbc.com/en/economics.html

