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A resilient economy

•	 The euro area economy has proved more resilient than 
expected despite higher energy prices and unusually high 
uncertainty.

•	 We revise up our growth forecast for 2026 and 2027, 
supported by stronger manufacturing, AI-related demand 
and more fiscal stimulus.

•	 Inflation is still mainly driven by energy, while broader 
price pressures remain absent as wage growth slows and 
consumers stay cautious, limiting passthrough. 

•	 We expect the ECB to hike policy rates once more in 
September and keep the deposit rate at 2.50% through 
2027, with risks viewed as balanced. 

The euro area economy has performed better than expected 
despite the sharp rise in energy prices. The conflict in Iran has 
raised costs for companies and pushed up consumer prices, 
but growth has remained close to potential. So far, inflation has 
mainly been energy-driven rather than spreading broadly to other 
goods and services. We are therefore slightly more positive on the 
outlook than before and now expect ECB policy rates to stay higher 
in 2027. However, uncertainty is unusually high, especially as the 
outlook depends heavily on energy prices. Our forecast assumes 
that energy prices broadly follow current futures markets. 

We expect euro area GDP to grow by 0.8% in 2026, up from 0.7% 
in our previous forecast, and by 1.4% in 2027, up from 1.2%. 
Manufacturing is recovering more strongly than expected, with 
higher new orders supporting production. One driver is the rapid 
increase in global investments in artificial intelligence. European 
companies are not directly leading these investments, but many 
firms indirectly supply equipment, components and infrastructure 
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needed for e.g. data centres and power systems. Fiscal policy 
is also providing more support, especially as German public 
spending has increased markedly, and France is tightening less 
than expected. These parts of the economy are less interest-rate 
sensitive, making growth more resilient despite higher ECB policy 
rates next year.

For households, the picture is less bright. We expect private 
consumption to grow only slowly, as higher energy bills and weak 
real wage growth limit purchasing power. Yet, consumption should 
become a more important growth driver in 2027 as real wage 
growth increases. Investment remains subdued, partly because 
higher interest rates weigh on expansion decisions. Overall, risks 
to growth look balanced: consumers could spend more if they 
reduce high savings, but growth could disappoint if rates and 
energy prices weigh more heavily than expected.

We forecast inflation to average 3.0% in 2026, unchanged from 
our June forecast, and 2.5% in 2027, up from 2.3%. Headline 
inflation has moved above 3% and is likely to stay close to 3.5% 
for the rest of this year, mainly because of energy. So far, we do 
not see signs of the energy shock spreading outside of energy 
products to other goods and services, including food. Slower wage 
growth should help keep core inflation averaging 2.4% in 2026 and 
2.3% in 2026, while moving towards 2% by end-2027.

The labour market helps explain why inflation pressures remain 
contained. Unemployment is low, but companies show limited 
demand for new labour, and cautious consumers make it harder 
to pass on higher costs. We expect this balance to continue with a 
broadly unchanged unemployment rate. The main uncertainty for 
the inflation outlook is energy. Low gas inventories ahead of winter 
raise the risk of higher prices in the near term. A resolution of the 
Iran war could lower energy prices and bring inflation down faster. 
Overall, inflation risks are broadly balanced.

The stronger economy, supported by AI-related demand and 
more expansionary fiscal policy, has changed our view on the 
ECB. We still expect one final 25bp rate hike in September, taking 
the deposit rate to 2.50%, but no longer expect two cuts in 2027. 
Instead, we expect the rate to stay at 2.50% throughout 2027. In 
the longer run, we think the ECB will cut the deposit rate to around 
2.0%, but for 2027 keep rates somewhat higher to reduce the risk 
of inflation de-anchoring. Risks to our call go both ways. Slower 
wage growth and contained underlying inflation could still lead 
to cuts before end-2027, while high energy prices and low gas 
inventories mean another hike late this year cannot be ruled out.
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Growth in the euro area has continued around potential 
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Markedly higher orders in German manufacturing sector 

So far, we do not see signs of the 
energy shock spreading outside 
of energy products to other goods 
and services, including food.”
Rune Thyge Johansen, Senior Analyst  

Source: Eurostat, Macrobond
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This research report has been prepared by Danske Bank A/S 
(‘Danske Bank’). The author of this research report is Rune Thyge 
Johansen, Senior Analyst.
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Each research analyst responsible for the content of this 
research report certifies that the views expressed in the research 
report accurately reflect the research analyst’s personal view 
about the financial instruments and issuers covered by the 
research report. Each responsible research analyst further 
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Conflicts of interest
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of interest and to ensure the provision of high-quality research 
based on research objectivity and independence. These 
procedures are documented in Danske Bank’s research policies. 
Employees within Danske Bank’s Research Departments have 
been instructed that any request that might impair the objectivity 
and independence of research shall be referred to Research 
Management and the Compliance Department. Danske Bank’s 
Research Departments are organised independently from, and do 
not report to, other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall 
profitability of Danske Bank, which includes investment banking 
revenues, but do not receive bonuses or other remuneration 
linked to specific corporate finance or debt capital transactions.

Financial models and/or methodology used in this research 
report
Calculations and presentations in this research report are based 
on standard econometric tools and methodology as well as 
publicly available statistics for each individual security, issuer 
and/or country. Documentation can be obtained from the authors 
on request.

Risk warning
Major risks connected with recommendations or opinions in 
this research report, including as sensitivity analysis of relevant 
assumptions, are stated throughout the text.

Expected updates
Quarterly

Date of first publication
See the front page of this research report for the date of first 
publication.
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Co-editor and euro area
rujo@danskebank.com
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Danske Bank, Macrobond, EC, IMF and other national 
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General disclaimer

This research has been prepared by Danske Bank A/S. It is 
provided for informational purposes only and should not be 
considered investment, legal or tax advice. It does not constitute 
or form part of, and shall under no circumstances be considered 
as, an offer to sell or a solicitation of an offer to purchase or sell 
any relevant financial instruments (i.e. financial instruments 
mentioned herein or other financial instruments of any issuer 
mentioned herein and/or options, warrants, rights or other 
interests with respect to any such financial instruments) 
(‘Relevant Financial Instruments’).

This research report has been prepared independently and 
solely on the basis of publicly available information that Danske 
Bank A/S considers to be reliable but Danske Bank A/S has not 
independently verified the contents hereof. While reasonable 
care has been taken to ensure that its contents are not untrue 
or misleading, no representation or warranty, express or implied, 
is made as to, and no reliance should be placed on, the fairness, 
accuracy, completeness or reasonableness of the information, 
opinions and projections contained in this research report and 
Danske Bank A/S, its affiliates and subsidiaries accept no liability 
whatsoever for any direct or consequential loss, including 
without limitation any loss of profits, arising from reliance on this 
research report.

The opinions expressed herein are the opinions of the research 
analysts and reflect their opinion as of the date hereof. These 
opinions are subject to change and Danske Bank A/S does not 
undertake to notify any recipient of this research report of any 
such change nor of any other changes related to the information 
provided in this research report.

This research report is not intended for, and may not be 
redistributed to, retail customers in the United Kingdom (see 
separate disclaimer below) and retail customers in the European 
Economic Area as defined by Directive 2014/65/EU.

This research report is protected by copyright and is intended 
solely for the designated addressee. It may not be reproduced or 
distributed, in whole or in part, by any recipient for any purpose 
without Danske Bank A/S’s prior written consent.

Disclaimer related to distribution in the United Kingdom
In the United Kingdom, the Communication is for distribution 
only to (I) persons who have professional experience in matters 
relating to investments falling within article 19(5) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the ‘Order’); (II) high net worth entities falling within article 
49(2)(a) to (d) of the Order; or (III) persons who are an elective 
professional client or a per se professional client under Chapter 
3 of th e FCA Conduct of Business Sourcebook (all such persons 

together being referred to as ‘Relevant Persons’). In the United 
Kingdom, this document is directed only at Relevant Persons, and 
other persons should not act or rely on this document or any of 
its contents.

Disclaimer related to distribution in the European Economic 
Area
The Communication is being distributed to and is directed only 
at persons in member states of the European Economic Area 
(‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 
2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129) 
(‘Qualified Investors’). Any person in the EEA who receives this 
document will be deemed to have represented and agreed that 
it is a Qualified Investor. Any such recipient will also be deemed 
to have represented and agreed that it has not received this 
document on behalf of persons in the EEA other than Qualified 
Investors or persons in the UK and member states (where 
equivalent legislation exists) for whom the investor has authority 
to make decisions on a wholly discretionary basis. Danske 
Bank A/S will rely on the truth and accuracy of the foregoing 
representations and agreements. Any person in the EEA who is 
not a Qualified Investor should not act or rely on this document or 
any of its contents.

Disclaimer related to distribution in the United States
The Communication was created by Danske Bank A/S and 
is distributed in the United States by Danske Markets Inc., a 
U.S. registered broker-dealer and subsidiary of Danske Bank 
A/S, pursuant to SEC Rule 15a-6 and related interpretations 
issued by the U.S. Securities and Exchange Commission. The 
communication is intended for distribution in the United States 
solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. 
Danske Markets Inc. accepts responsibility for this investment 
recommendation in connection with distribution in the United 
States solely to ‘U.S. institutional investors’. Any U.S. investor 
recipient of the Communication who wishes to purchase or sell 
any Relevant Financial Instrument may do so only by contacting 
Danske Markets Inc. directly and should be aware that investing 
in non-U.S. financial instruments may entail certain risks. 
Financial instruments of non-U.S. issuers may not be registered 
with the U.S. Securities and Exchange Commission and may not 
be subject to the reporting and auditing standards of the U.S. 
Securities and Exchange Commission.

The Communication is for the general information of our clients 
and is a ‘solicitation’ only as that term is used within CFTC Rule 
23.605 promulgated under the U.S. Commodity Exchange Act. 
Unless otherwise expressly indicated, the Communication does 
not take into account the investment objectives or financial 
situation of any particular person.
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Report first disseminated: Thursday 3 September at 06:00 CET
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