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Geopolitics takes the spotlight at the beginning of 2026Market
overview 

Geopolitical tensions tested by solid macroeconomic backdrop
Geopolitical developments, not least the escalating Greenland debate, have taken centre stage amidst a solid macroeconomic backdrop at the beginning of 
2026. US data releases suggest a cooling yet stabilizing labour market, with price pressures relatively contained. Risk sentiment has been positive, 
supported by continued strong earnings, with a rotation from tech into more traditional cyclical sectors. While short-end rates have remained stable, rising 
term premiums have driven a steepening of the US yield curve. Concerns over Fed independence have re-emerged, as the Department of Justice issued 
grand jury subpoenas to the Fed. This, however, seems to have proven an implicit relief for markets due to the subsequent push back from Republican 
lawmakers in the Senate making it more difficult for Trump to nominate a new Fed Chair. Oil prices have climbed on the risk of US intervention in Iran. In 
Japan, the announcement of a snap election is weighing on the Yen as PM Takaichi appears likely to advance her pro-stimulus agenda. This has also led to 
significant upward pressure on long-ed Japanese yields, with spillover effect on global bond markets.

The FX market has shown limited directional movement over the past month, largely driven by seasonal rebalancing flows. EUR/USD has edged marginally 
lower, trading in the 1.16-1.17 range, underpinned by broad USD strength. However, market focus this week has pivoted to the "Sell US" narrative, with 
global investors reducing exposure to US assets in response to the Trump administration's tariff threats linked to the Greenland issue. Meanwhile, risk-
sensitive Scandies have emerged as G10 top performers. Following a weak end to 2025, NOK has rebounded strongly in January, driven by seasonal 
patterns amplified by rising oil prices. EUR/SEK has benefited from risk sentiment and Swedish macro tailwinds. JPY has weakened significantly, pushing 
USD/JPY above 158. Finally, EUR/DKK is trading near the 7.47-level, close to historical intervention levels, reflecting ample DKK liquidity rather than 
geopolitics related to Greenland.

Outlook: positive on EUR/USD and EUR/Scandies
In the near term, we view the balance of risks for EUR/USD as relatively neutral. Over the medium term, we maintain our outlook for EUR/USD to trend 
higher, underpinned by narrowing real rate differentials, a recovering European asset market, reduced global demand for restrictive monetary policy, 
persistent tailwinds from hedge ratio adjustments, and fading confidence in US institutions. For EUR/SEK, domestic factors like the brighter growth outlook 
and relative monetary policy have turned slightly positive for the Swedish krona. For EUR/NOK, we still believe the trend trajectory is higher, driven by unit 
labour costs divergence – but we highlight that volatility around this trend is likely to be considerable. 

Risks to our forecasts are predominantly tied to the US outlook. If the capital rotation out of US assets continues and a sharp US recession hit, EUR/USD 
could break substantially higher than our forecast suggests. In this environment, commodity currencies would also face a larger hit. Conversely, persistent 
resilient US data and/or renewed euro area weakness that could prompt the ECB to cut again this year could keep the USD stronger-for-longer. We 
highlight that a stagflationary shock to the US economy might not necessarily be positive for the USD. Finally, we will closely monitor geopolitical events 
and any signs that the global cycle is turning

Danske Bank
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Downward pressure on the USD in 2026

• Despite several tier-1 US data releases over the past month, the overall narrative 
surrounding the US economy remains largely unchanged, with labour market data 
continuing to indicate a gradual softening. The December jobs report was close to 
expectations, with the most notable development being the decline in the 
unemployment rate to 4.4%, down from 4.6%. While inflation remains above the Fed’s 
2% target, price pressures appear relatively contained for now, as evidenced by the 
December CPI print. We expect sequential growth to recover into 2026, supported by 
accommodative fiscal and monetary policies. However, structurally, demographic 
trends increasingly constrain the expansion of the economy’s productive capacity. In 
the euro area, growth has performed better than expected. Businesses have 
displayed resilience despite tariff uncertainty. However, downside risks have 
surfaced following the threat of US tariffs on European goods starting from February. 
We expect euro area inflation to fall below target, averaging 1.8% y/y in 2026.

• Following the Fed’s anticipated third consecutive 25bp rate cut in December, markets 
are now more divided regarding the timing of the next potential cut. We expect the 
Fed to pause in January and deliver two additional 25bp cuts in 2026 - in March and 
June. In the euro area, we anticipate that the ECB will maintain its hold throughout 
2026 and 2027. All else being equal, we view the current monetary policy 
environment as modestly positive for EUR/USD.

• Over the past month, EUR/USD has trended modestly lower towards 1.16. In the near 
term, the greatest risk factors are tied to geopolitics and the "Sell US" narrative. Over 
the medium term, we maintain our outlook for EUR/USD to trend higher, underpinned 
by narrowing real rate differentials, a recovering European asset market, reduced 
global demand for restrictive monetary policy, persistent tailwinds from hedge ratio 
adjustments, and fading confidence in US institutions.

• Risks to our forecast include stronger-than-expected US data, geopolitical 
escalations and/or renewed euro area weakness.

EUR/USD

Hedging recommendations

Income: We recommend hedging USD income via knock-
in forwards.

Expenses: We recommend hedging USD expenses via 
risk reversals.

Source: Macrobond, Bloomberg, Danske Bank, Note: Past 
performance is not a reliable indicator of current or future results

Danske Bank
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Negative on GBP

EUR/GBP

Hedging recommendations

Income: We recommend hedging GBP income via knock-
in forwards.

Expenses: We recommend hedging GBP expenses via 
risk reversals.

Source: Macrobond, Bloomberg, Danske Bank, Note: Past 
performance is not a reliable indicator of current or future results

• The growth outlook for the UK has soured since H2 25. Economic activity has flatlined 
and job losses have accelerated. Consumers are also looking at slowing real income 
growth and tax increases. Thus, 2026 will likely bring only modest growth. On the 
other hand, inflation has started to edge lower, which combined with more 
pronounced weakness in the labour market could trigger further rate cuts from the 
Bank of England, which would be negative for the GBP.

• The Bank of England decided to cut the Bank Rate to 3.75% in December, in a narrow 
vote split with 5 members voting for a 25bp cut and 4 members voting for an 
unchanged decision. The Bank of England repeated the “Bank Rate is likely to continue 
on a gradual downward path”. The MPC remains highly split in two camps and 
commentary from the dovish camp highlights that a cutting cycle could well extend. 
We expect the central bank to deliver the next cut in the Bank Rate in April but see 
risks of the cut being delivered sooner and also the risk of additional cuts down the 
slide.

• EUR/GBP has edged lower the past month, breaking below 0.87. Budget concerns 
have eased following the Autumn Statement with the government sticking to its fiscal 
rules although the fiscal policy tightening was significantly backloaded. We see 
domestic factors and the relative growth outlook between the UK and the euro area 
as GBP negatives. This is further amplified by divergence in the fiscal policy outlook. A 
global investment environment characterised by elevated uncertainty and a positive 
correlation to a USD negative environment, in our view, favours a weaker GBP. We 
forecast EUR/GBP to move higher towards 0.89 on a 6–12-month horizon.

• The key risk to seeing EUR/GBP trade substantially higher than our forecast is a sharp 
sell-off in global risk and/or renewed focus on the UK’s fragile fiscal position. Other 
risks are closely related to the developments in the relative growth outlook between 
the euro area and the UK. If growth fares better than expected in the UK, this could 
send EUR/GBP substantially lower. Similarly, if risky assets experience a significant 
rally we would expect EUR/GBP to move lower. Danske Bank
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Recent SEK rally seems overdone

EUR/SEK

Hedging recommendations

Income: We recommend hedging SEK income via FX 
forwards. 

Expenses: We recommend hedging SEK expenses via 
risk reversals.

Source: Macrobond, Bloomberg, Danske Bank, Note: Past 
performance is not a reliable indicator of current or future results

• Recent US and European macro data have been solid and even surprised on the 
upside. In addition, the Swedish economy has finally started to move in the right 
direction. Household consumption has been the long-awaited driver for the rebound 
and this year’s expansionary fiscal policy is expected to boost households’ 
purchasing power. The SEK, a risk-sensitive currency, should benefit from a benign 
global growth outlook that not only underpins the outlook for a small open economy 
like Sweden but also bolster risk sentiment in general. In addition, Sweden is set to 
outperform Europe in 2026, which is expected to weigh on EUR/SEK all else equal. 

• The Riksbank kept rates unchanged at the December meeting. We believe that 
brighter growth prospects, a stronger labour market, and inflation adjusted for the 
food tax change will trigger a rate hike in December 2026 followed by another 25bp 
in March 2027. This is not fully priced. Meanwhile, the ECB is expected to stay on hold, 
which suggests that monetary policy has turned marginally positive for the SEK. Our 
relative rates model indicates that the recent drop in EUR/SEK has run too fast, 
though.

• Domestic factors like the brighter growth outlook and relative monetary policy have 
turned slightly positive for the Swedish krona. The strong SEK performance over the 
last couple of weeks is related to favourable risk sentiment and rebalancing 
alongside better global and Swedish macro. While the direction seems reasonable, 
our short-term financial models suggest that the SEK rally is overdone. Another 
factor to consider is seasonality, which is a firm headwind for the SEK over the 
coming months. Meanwhile, the Swedish structural saving- investments balance, 
which has shown an accelerated demand for global equities in 2025, remains a 
headwind for the SEK. We keep a relatively flat upward-sloping profile for EUR/SEK. 

• Domestically, a false start to the Swedish growth recovery and/or a substantial re-
pricing of the Riksbank in any direction. Globally, markets will monitor multiple 
geopolitical factors. A melt-down in equities like in the first part of 2025 would clearly 
affect all risk-sensitive currencies including SEK. Danske Bank
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January strength to prove temporary

EUR/NOK

Hedging recommendations

Income: We recommend hedging NOK income via FX 
forwards. 

Expenses: We recommend hedging NOK expenses via 
risk reversals.

Source: Macrobond, Bloomberg, Danske Bank Note: Past performance 
is not a reliable indicator of current or future results

• The new year has so far brought limited new information when it comes to the state 
of the mainland economy. Overall, that leaves us with an impression of a mainland 
economy muddling through where the important growth drivers from oil investments 
and petroleum industries are fading while the central wage negotiation framework 
has created a persistency in unit labour costs. National account figures showed that 
the mainland economy only grew by 0.1% in Q3 which together with negative 
revisions to previous quarters has brought the y/y growth rate down to 1.2%. Q4 was 
likely also relatively weak while Q1 is likely to be slightly better. Capacity utilisation 
metrics continue lower which should add a downside pressure on domestic inflation 
over the coming year.

• At the December monetary policy meeting Norges Bank kept rates unchanged whilst 
indicating 1-2 rate cuts during 2026. We pencil in three cuts in 2026 and a total of 
four quarterly rate cuts starting in June which would bring the sight deposit rate back 
to 3.00% by March 2027. In our view relative rates will be a negative for NOK FX in the 
coming year.

• After a weak end to 2025 for NOK the new year has once again started with a drop in 
EUR/NOK. This seasonal pattern was part of our baseline but has been amplified by 
the rise in oil prices amid the geopolitical concerns related to Iran. We still believe the 
trend trajectory for EUR/NOK is higher – driven by the considerable unit labour costs 
divergence – but we highlight that volatility around this trend is likely to be 
considerable. 

• Risks are closely connected to the global investment environment and hence USD 
real rates, commodity prices and the relative performance of European assets vs US. 
In the near-term we will in particular monitor developments related to Iran and the 
geopolitical impact that this may have on oil.

Danske Bank
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EUR/CHF

Hedging recommendations

Income: We recommend hedging CHF income via risk reversals.

Expenses: We recommend hedging CHF expenses via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results

EUR/JPY

Hedging recommendations

Income: We recommend hedging JPY income via risk reversals.

Expenses: We recommend hedging JPY expenses via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results

Danske Bank
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EUR/PLN

Hedging recommendations

Income: We recommend hedging PLN income via knock-in forwards.

Expenses: We recommend hedging PLN expenses via FX forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results

Danske Bank
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Overview – Rates

Danske Bank

Region Forecast Comments
• There are indications that the US labour market has started to show 

more pronounced signs of weakness in recent months. The minutes 
from the Federal Reserve’s December meeting also made it clear that 
the FOMC is increasingly attentive to labour market weaknesses.

• All in all, we expect two additional rate cuts of 0.25 percentage points 
in March and June 2026, which is broadly in line with market 
expectations. In the coming months, focus will shift to the appointment 
of a new Federal Reserve Chair and the increased political pressure 
from the Trump administration.

• Term premia will continue to rise due to the worsening debt burden, 
and we believe borrowers should be attentive to upward risks, 
especially to long-end interest rates.

• The ECB kept its deposit rate unchanged at 2.00% at its latest 
meeting in December, signalling that it remains ‘in a good place’. 
Furthermore, the ECB revised its projections upwards for both growth 
and inflation over the coming years. 

• We expect the ECB to hold rates steady for 2026 and 2027. In the long 
term, there is a risk that Germany's fiscal stimulus will necessitate 
higher rates across the region. 

• We expect the long end of the EUR swap curve to trade slightly lower 
over the next year. 
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Rates hedging views (EUR)

Danske Bank

Hedging views Recommendation
Curve point 
(spot-start) Comment vs EURIBOR6M Relative

Front (≈2Y)

The markets expectation for short-end EUR rates is roughly in line with our expectation of the ECB having 
concluded its cutting cycle and will keep monetary policy unchanged in the coming years. However, we also see 
a risk of an interest rate hike in 2027 if Germany's expansionary fiscal policy and European rearmament have a 
stronger impact than expected. 

Increase 
delta

Increase 
delta

Belly (≈5Y)

Over the past months, 5Y EUR swap rates have corrected higher as recent economic indicators in the euro 
area have confirmed the more positive growth outlook for the region. However, we acknowledge significant 
risks due to ongoing uncertainty about the scale and rollout speed of a more expansionary fiscal policy in 
Europe. 

Neutral Neutral

Back (≈10Y)

Long-end EUR rates have moved higher since our last update due to better-than-expected growth, the prospect 
of a significant increase in government bond issuance, and the ongoing transition to a more market rate-based 
system in the Dutch pension funds. We expect the long end of the EUR swap curve to trade slightly lower over 
the next year.

Neutral Reduce delta

Rates
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Rates hedging views (USD)

Danske Bank

Hedging views Recommendation
Curve point 
(spot-start) Comment vs SOFR Relative

Front (≈2Y)

Markets have toned down their expectations for Federal Reserve rate cuts over the past month and are now 
largely in line with our forecast. We expect two further rate cuts in March and June 2026. For borrowers 
wishing to hedge liabilities in short-term maturities (1–3Y), consider using cap/floor structures to secure 
exposure to Fed normalising policy at an even more rapid pace than currently expected by investors (and 
ourselves).

Neutral Reduce delta

Belly (≈5Y)

The 5Y point is sensitive to both monetary policy expectations, the economic backdrop and term-premia. We 
highlight that the US economy continues to do well supported by both accommodative fiscal policy, easier 
financial conditions and a strong nominal growth engine. Neutral Neutral

Back (≈10Y)

Long-term rates have risen over the past month. We expect term premia to continue correcting higher due 
current fiscal policy, which will lead to increased issuance pressure. If the Fed cuts rates more than expected, it 
would dampen this effect. However, we believe the current volatility in US rate markets indicates that 
borrowers should pay greater attention to upward risks.

Increase 
delta

Increase 
delta

Rates
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Exchange rates vs EURFX 
Forecast 

Table

Danske Bank

G10
Last Update: 22/01/2026

Spot +1m +3m +6m +12m

Exchange rates vs EUR

EUR/USD 1.17 1.17 1.19 1.21 1.23

EUR/JPY 186 184 183 183 181

EUR/GBP 0.87 0.87 0.88 0.89 0.89

EUR/CHF 0.93 0.92 0.92 0.91 0.91

EUR/SEK 10.61 10.80 10.90 11.00 11.00

EUR/NOK 11.59 11.80 11.90 12.10 12.30

EUR/DKK 7.4695 7.4700 7.4650 7.4600 7.4550

EUR/AUD 1.72 1.75 1.75 1.75 1.76

EUR/NZD 1.99 2.02 2.02 1.98 1.98

EUR/CAD 1.62 1.63 1.65 1.69 1.73
EM

Spot +1m +3m +6m +12m

EUR/PLN 4.22 4.20 4.20 4.10 4.00

EUR/HUF 384 390 400 410 410

EUR/CZK 24.3 24.3 24.2 24.1 24.0

EUR/TRY 50.7 51.4 54.0 57.5 63.7

EUR/ZAR 18.9 19.1 19.4 19.6 19.7
EUR/CNY 8.14 8.15 8.27 8.35 8.36

EUR/INR 107.1 106.5 108.6 110.7 113.2
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Yield forecastYield 
Forecast 

Table

Danske BankDanske Bank
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Market Guide is a general research report, and any recommendations reflect a general opinion. As such, the report does not consider your specific situation as an investor, including, in particular, 
your investment profile. This means that although the bank may have a general recommendation, such recommendation may not be appropriate for you as an investor owing to your particular 
circumstances. 

Market Guide does not constitute an offer or a solicitation to buy or sell securities, foreign currency or financial instruments. 

We recommend that you discuss any potential transactions with your investment adviser to ensure that any investment decisions you make are appropriate given your personal circumstances.

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report are presented on page 1. 

The following disclaimer and disclosure apply to all communication as such, though for the parts that refer to the term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication falls under the 
definition in Regulation (EU)No 596/2014. This communication has been prepared by personnel in the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views set forward in this communication may 
differ from views or opinions in other departments of Danske Bank A/S. It constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any recipient of this communication of any such change. Details of the 
producer’s previous investment recommendations on the relevant financial instrument and all previous investment recommendations made in the past 12 months by the producer will be available upon request.

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent research analysts, and this communication is not intended to constitute “investment research” as that term is defined by applicable 
regulations. This communication has as such not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of 
the communication. The personnel in LC&I’s Sales & Trading departments or non-independent Research departments may be remunerated based on investment banking revenues. Danske Bank A/S may hold a position or act as market maker in any 
financial instrument discussed herein. Prices and availability are indicative and may change without notice. 

This communication 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. Danske Bank A/S is not acting as an advisor, fiduciary or agent. Recipients of this communication should obtain advice based on their own individual circumstances from their own tax, 
financial, legal and other advisors about the risks and merits of any transaction before making an investment decision, and only make such decisions on the basis of the investor's own objectives, experience and resources.

This communication has been prepared independently and solely on the basis of 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 communication 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 
communication.
For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and financial instruments subject of investment recommendations please refer to the following webpage: 
https://danskeci.com/ci/research/disclosures-and-disclaimers.

Date of first publication
See the front page of this research report for the date of first publication.
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Please note that while information on the great majority of relevant issuers and financial instruments are contained on this website, it may not contain information on all relevant issuers and financial instruments. The absence of information on any 
relevant issuer or financial instrument should not be seen as an indication that Danske Bank A/S does not have any interests or potential conflicts of interest on the issuer or financial instrument. Please contact your Danske Bank A/S representative for 
information regarding any issuer subject of investment recommendation that is not mentioned on https://danskeci.com/ci/research/disclosures-and-disclaimers. 

Danske Bank A/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske Bank A/S is subject 
to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from Danske Bank A/S 
on request. 

This communication 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’ prior written consent.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this 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 the 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

This 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 
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Disclaimer related to distribution in the United States

This 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 
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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.
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