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Rising optimism

•	 Growth has exceeded expectations, and the labour  
market remains resilient. The EU-US trade deal has 
reduced a significant downside risk to the economic 
outlook. We expect growth to be muted in the second half 
of the year before gaining momentum in 2026. This year, 
we perceive the risks to the economic outlook as tilted to 
the downside, while they are balanced next year.

•	 Inflation has been fluctuating around the 2% target in 
recent months, and we expect this to continue through 
2025 before falling below target next year. Core inflation 
remains above target, and we anticipate it will stay 
elevated until spring next year. We consider the risks to  
the inflation outlook as balanced.

•	 The ECB has reached its terminal rate of 2%, and we expect 
no changes within the forecast horizon. We perceive the 
risks to our forecast as tilted to the downside in the near 
term due to growth concerns. However, we see upside 
risks towards the end of 2026, driven by fiscal policy.

The euro area economy performed better than expected in the 
first half of the year despite trade uncertainty. The manufacturing 
sector is improving, the labour market remains strong, and 
inflation has returned to the ECB’s target. As the EU and US have 
reached a trade deal imposing 15% tariffs on most EU exports to 
the US, a significant downside risk of even higher tariffs and EU 
retaliation has been eliminated. This makes the growth outlook 
less uncertain compared to our previous forecasts.

We expect growth to remain very muted in the second half of the 
year, as activity has already improved and we anticipate a reversal 
of the front-loading of exports to the US observed in the first half 
of the year. Private consumption is expected to be the main growth 
driver, supported by real wage increases, a strong labour market, 
and lower interest rates. However, weak consumer confidence and 
elevated savings continue to dampen growth.

We expect investments to steadily increase, driven by falling 
interest rates and the German infrastructure fund. The German 

Paranthesis are the old projections (From June 2025)
*End of period
Source: Danske Bank, Eurostat, ECB

GDP Growth

Inflation

Unemployment

Policy rate*

0.9%

2.4%

6.4%

3.00%

2024

1.2% 
(0.9%)

2.1% 
(2.1%)

6.2% 
(6.2%)

2.00% 
(1.50%)

Forecast
2025

1.2% 
(1.2%)

1.8% 
(1.9%)

6.1% 
(6.1%)

2.00% 
(1.50%)

2026



Danske Bank / Nordic Outlook  2

Euro area

government plans to accelerate investments while simultaneously 
implementing various tax cuts and transfers, which should result 
in a faster-than-expected boost to growth. After six years of no 
increases in GDP, there is sufficient slack in the German economy 
to meet current government-driven demand. However, by the 
end of next year, we anticipate wage pressures to begin building. 
Overall, we expect the euro area economy to gain momentum next 
year, with quarterly growth of 0.4% in each quarter, which is close 
to its potential. We view the risks to economic growth in 2025 as 
skewed to the downside, as consumers may remain cautious and 
export reversals could exceed expectations. By 2026, we foresee 
balanced growth risks, with potential positive impacts from 
defence spending and German fiscal measures.

The battle against inflation for the ECB is over, as headline inflation 
has fluctuated around the ECB’s 2% target for the past four 
months. Inflation has declined due to lower energy prices and 
weaker momentum in underlying inflation. Core inflation remains 
slightly above target, and it is expected to stay elevated for the 
rest of the year as services inflation declines only gradually. Next 
year, we expect core inflation to average below the 2% target, 
driven by clearly declining wage growth and persistently low 
goods inflation, particularly due to falling export prices in China 
and a stronger euro. Food prices have risen significantly in recent 
months, and further increases pose an upside risk to the outlook. 
However, futures prices suggest a peak has been reached, leading 
us to forecast lower food inflation next year. Finally, the outlook 
for energy prices remains weak and, combined with base effects 
on energy inflation, is expected to significantly reduce headline 
inflation, bringing it well below 2% in 2026 in our forecast. We 
perceive the risks to inflation as balanced, with the potential for 
energy and food prices to rise more than expected, while faster-
than-anticipated declines in wage growth could lead to lower-
than-expected inflation.

We have revised our view on the ECB since the previous Nordic 
Outlook update. Better-than-expected growth data, a trade deal 
that reduces downside growth risks, and a German government 
aiming to create a faster impact on growth have led us to conclude 
that the ECB’s easing cycle is over. We now forecast an unchanged 
deposit rate of 2% throughout 2025 and 2026. The ECB has shifted 
its communication towards a more hawkish stance, downplaying 
the expected undershooting of inflation and focusing more on the 
potential inflationary impact of fiscal spending on defence and 
infrastructure. We perceive the risks to our forecast as tilted to the 
downside in the near term, as we see downside risks to growth, 
but we see upside risks to the forecast towards the end of 2026, 
driven by fiscal policy.

The German government plans 
to accelerate investments while 
simultaneously implementing 
various tax cuts and transfers,  
which should result in a faster- 
than-expected boost to growth.
Rune Thyge Johansen, Analyst 
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Manufacturing activity rising for the first time in three years
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High savings dampen growth 
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Germany to increase public investments significantly 
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Each research analyst responsible for the content of this 
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certifies that no part of the compensation of the research analyst 
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linked to specific corporate finance or debt capital transactions.
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Calculations and presentations in this research report are based 
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publicly available statistics for each individual security, issuer 
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on request.

Risk warning
Major risks connected with recommendations or opinions in 
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assumptions, are stated throughout the text.
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Date of first publication
See the front page of this research report for the date of first 
publication.
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rujo@danskebank.com
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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 States
This research report 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 research 
report 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 research report in 
connection with distribution in the United States solely to ‘U.S. 
institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to 
the preparation of research reports and the independence of 
research analysts. In addition, the research analysts of Danske 
Bank A/S who have prepared this research report are not 
registered or qualified as research analysts with the New York 
Stock Exchange or Financial Industry Regulatory Authority but 
satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report 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.

Disclaimer related to distribution in the United Kingdom
In the United Kingdom, this document 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.
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Disclaimer related to distribution in the European 
Economic Area

This document 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.

Report completed: 2 September at 16:00 CET

Report first disseminated: 3 September at 06:00 CET
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