Defying growing headwinds

* Economic momentum has picked up lately despite growing
headwinds. High imports and inventory drawdowns hid
strong underlying domestic growth in consumption and
investment.

* We raise our 2026 GDP growth forecast slightly to 2.1%
from 2.0% and keep our 2027 forecast at 1.8%. Growth
slightly exceeded our expectations in first half of 2026.
Consumption faces growing headwinds as potential
for future real wage sum growth is limited by declining
labour supply. Future growth relies increasingly on fixed
investment, not least related to Al.

* Inflation has fallen a bit more than expected, but we see
it broadening. We lower our headline inflation forecast to
3.2% in 2026 (from 3.5%) and to 2.5% in 2027 (from 2.8%).
We forecast core inflation at 2.6% in 2026, rising to 2.9% in
2027.

* We maintain our call for two Fed rate hikes in December
and March. We still see an elevated risk of more persistent
inflation pressure and a tighter labour market.
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Important disclosures and certifications are contained
from page 3 of this report.

Forecast
2025 2026 2027
2.1% 1.8%
0,
GDP Growth 2.1% (2.0%) (1.8%)
_ 3.2% 2.5%
0
Inflation 2.7% (3.5%) (2.8%)
4.3% 4.2%
0,
Unemployment 4.3% (4.3%) (4.2%)
4.00% 4.25%
* 0,
Fed Funds 3.75% (4.00%) (4.25%)

Parentheses are the old projections (from June 2026)
*End of period

Source: Danske Bank, U.S. Bureau of Economic Analysis,
U.S. Bureau of Labor Statistics, Fed

The US economy continues to perform well despite headwinds
from tariffs, high energy costs and lower labour supply. Growth
has slightly exceeded our expectations in 2026, so we lift our
GDP forecast for 2026 to 2.1%, in line with consensus, and stick
to our previous call of 1.8% GDP growth in 2027.

Real GDP fell short of our expectations at just 0.4% q/q in Q2.
However, final sales to private domestic purchasers, measured
as household consumption and private fixed investments,
grew at a solid pace of 1.0% g/q. High import growth and
inventory drawdowns masked the strong underlying growth.
This means that high import growth and inventory drawdowns
masked strong underlying growth. Tariff refunds also provided
atemporary boost to growth over summer, see RtM USD - Tariff
deadline looms, but macro impact eases, 14 July.

Private consumption growth picked up in Q2. Consumers
continue to defy rising energy costs by cutting the savings
rate which hovers around its lowest level since the post-COVID
inflation boom in 2022 and before that, 2005-07. That said,
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The economy will face broader price
pressures, with inflation increasingly
driven by the tighter labour market
and high investment growth.”

Antti Ilvonen, Senior Analyst

early Q3 consumption indicators such as July retail sales have
signalled some cooling ahead.

We see scope for a rising capital share of income to maintain
the savings rate at a persistently lower level, as consumption
increasingly relies on capital gains instead of just salaries. We
expect consumption growth to moderate from 2.0% in 2026 to
1.4%in 2027.

Declining labour supply remains a major headwind for
consumption and the broader economy. The unemployment rate
remains low and fell to 4.1% in July, even as payroll growth turned
negative by 23,000 in July.

The sharp decline in net immigration has been the main driver

of slowing breakeven employment growth. Another driver is

the steep fall in the labour force participation rate, which has
dropped to its lowest level since the COVID-19 outbreak and
before that, the lowest point since 1977. See RtM USD - The many
faces of declining US participation, 18 August.

Lower labour supply poses a clear upside risk to inflation through
wages. For now, private sector wage growth has eased gradually
in recent years and is close to its historical mean. But with lower
labour supply and still solid domestic demand, we expect wage
growth to rise gradually towards the end of 2026 and into 2027.
Overall wage sum growth will likely hover near its recent pace of
4-5% per year going forward, but the growth will increasingly rely
on the wage component.

Private business investment made a strong contribution to
growth in H1, not least due to Al-related investment in software
and computer equipment. We expect growth in the Al segment
to contribute solidly to growth for the rest of 2026 and in 2027.
In the first half of 2026, investment in industrial equipment also
picked up, while residential investment continued to decline due
to elevated mortgage rates. We expect a tighter monetary policy
stance to limit further growth in non-Al investments.

Both headline and core inflation remain above the Fed's 2%
target. We expect this to continue, with headline inflation at

3.2% y/y in 2026 and 2.5% in 2027. The economy will face
broader price pressures driven by the tighter labour market and
high investment growth. This puts growing pressure on the Fed
to respond. Three members already voted in favour of higher
rates at the July meeting. More FOMC members have signalled
willingness to raise rates later if inflation proves sticky, which we
think it will. On that note, we maintain our expectation from the
last Nordic Outlook of two Fed rate hikes in December and March.

We maintain our call that policy tightening will support the broad
USD and forecast EUR/USD to move lower towards 1.12 over

a 12-month horizon. See FX Forecast Update - Temporary USD
weakness, 21 August.

Savings rate around the lowest level since 2022
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Steep decline in participation rate
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We expect the Fed to hike rates in December and March
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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
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care has been taken to ensure that its contents are not untrue
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The opinions expressed herein are the opinions of the research
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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.
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only to (l) persons who have professional experience in matters
relating to investments falling within article 19(5) of the Financial
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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.
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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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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.
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