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When it comes to economic growth, 

considerable divergence is still evident on 

a regional level. While the US economy is 

expanding swiftly, China and the euro area 

economies are struggling to start their  

growth engines. Economic growth and 

consumer spending in the US remain 

steady, although the labour market has 

recently started to show some signs of 

weakness. 

Fortunately, inflation continues to 

converge upxbset!dfousbm!cboltǃ!ubshfut/!

Fears that rising US economic growth 

could cause the Federal Reserve to make 

fewer interest rate cuts have led to a 

repricing of the Fed in financial markets , 

and a higher terminal rate is expected. For 

the European Central Bank, market pricing 

is more or less unchanged and lower 

policy rates are coming.  

Term premia are back. Long-term yields in 

the US have increased sharply in the last 

couple of weeks. US long-term rates have 

been driven higher by changed 

expectations on the Federal Reserve and 

by the US election outcome, with fears of 

even higher federal government debt and a 

potential  trade war. The higher US long-

term yields have spread globally; volatility 

in both equity and bond markets has 

increased and is likely to remain on the 

higher side.  

 
1 IMF Fiscal Monitor, October 2024. 

On a global level, public government debt 

is elevated, and the outlook appears risky. 

According to the International Monetary 

Fund, the risks are on the upside and the 

global debt-to-GDP ratio could, in an 

adverse scenario, reach 115% in 2026, up 

from 93% in 2024.1 Larger fiscal 

adjustments will be necessary to stabilise 

or reduce debt, and some countries have 

already seen increased borrowing costs.  

Limited fiscal space globally in a time of 

weak global growth and higher long -term 

yields may present additional costs and 

risks. Political readiness will be essential 

to address the mounting debt problem in 

combination with the needs of aging 

populations, climate change mitigation , 

security concerns, and the need for higher 

defence spending in a fragmented and 

uncertain world. The outlook is even more 

uncertain after the outcome of the US 

election.  

 
 

Mattias Persson  
Group Chief Economist, Swedbank
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GDP growth in 2025  
in uif!VTǍ 

 
Ǎ!boe!jo!the  
euro area. 

 

US government 
bond yield,  

December 2025 

At a glance     

     

  

ECB deposit rate 
in September 2025 

 

US import tariffs at 
60% (China) & 10% 
(EU) from mid -2025 

 
EUR/USD, 

December 2026 

     

     

Sweden 

HEQ; 3/4& 
Jogmbujpo!)DQJG*; 3/2& 
Vofnqmpznfou; 9/6& 

Norway 

HEQ; 2/5& 
Dpsf!jogmbujpo; 3/4& 
Vofnqmpznfou!)OBW*; 3/4& 

Lithuania 

HEQ; 4/1& 
Jogmbujpo; 3/8& 
Vofnqmpznfou; 8/6& 

Latvia 

HEQ; 3/5& 
Jogmbujpo; 3/7& 
Vofnqmpznfou; 7/6& 

Estonia 

HEQ; 2/6& 
Jogmbujpo; 5/4& 
Vofnqmpznfou;! 8/3& 
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The US economy pulls away from 
the pack 

Although the US economy will 

moderate somewhat going 

forward , it will still outperform the 

euro area in terms of growth in 

both 2025 and 2026. There is no 

turnaround in sight for the 

Chinese economy, which is 

expected to grow more modestly 

in the years ahead.  

 

Inflation is no longer an issue  

Inflation in both the US and the 

euro area has, in general, 

normalised, although services 

inflation remains elevated in both 

regions. Low commodity prices 

and deflationary pressure from 

China will help inflation remain 

low in Europe and the US over the 

forecast horizon . 

 

Protectionist trends : here to stay 

Protectionist  trends, 

encompassing both  active 

industrial policy and trade tariffs,  

have been seen in recent years, 

and they are here to stay. The US 

is expected to introduce import 

tariffs of 60% from China and 

10% from other countries as from 

July 2025. Retaliations are 

expected.  

 
 

More rate cuts to come 

A strong US economy has left the 

Fed in no hurry to substantially 

lower the policy rate. We forecast 

only gradual rate cuts during the 

forecast horizon. A weaker euro-

area economy has opened up the 

possibility for the  ECB to cut its 

policy rate somewhat more 

aggressively. 

 

Slightly higher bond yields  

During the autumn, bond yields 

have risen markedly, mainly 

driven by developments in the 

US. Looking ahead, we expect 

long-term bond yields to largely 

stay at current levels, although 

short-term volatility could be 

substantial . 

 

The USD will gain a bit more 
strength  

Geopolitical uncertainty, together 

with growth and interest rate 

differentials, will keep the USD 

strong vis-à-vis the euro during 

the forecast horizon. The NOK 

and SEK are expected to regain 

some lost ground versus the 

euro. 

https://pixabay.com/photos/sunset-water-reflection-herb-ocean-4837406/
https://www.pexels.com/photo/scenic-view-of-rugged-stone-island-at-sunset-29214061/
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A delayed recovery 

Ju!bqqfbst!uibu!Txfefoǃt!

recovery will be delayed a bit 

longer. Further easing of 

monetary policy and significantly 

higher real disposable income 

growth for households will  

support a recovery starting next 

year, however. 

 

The return of consumption  

We forecast that household 

savings rates will remain 

elevated going forward. However, 

with higher real disposable 

income growth, there is potential 

for increased consumption 

despite high savings.  

 

Burdensome tariffs  

Export and import forecasts for 

2026 have been revised 

downward due to expected 

tariffs, increased uncertainty, and 

lower demand from abroad. The 

impact on GDP will be limited, but 

the growth contribution from net 

exports will be close to zero in 

both 2025 and 2026. 

 
 

Continued divergence 

Lithuanian GDP growth has 

accelerated; we have revised our 

forecast s up for this year and 

next. The performance of the 

Latvian and Estonian economies 

has been weaker ƿ both are 

expected to shrink somewhat  this 

year before recovering in 2025. 

Exports are unlikely to pick up 

sharply, but demand appears to 

be improving in major export 

markets. 

 

Rising real income will boost 
consumption  

Labour markets remain strong, 

employment rates are close to 

record highs, and wage growth is 

outpacing price increases. Retail 

trade growth has already 

accelerated in Lithuania; Estonia 

and Latvia will likely follow. In 

Estonia, real purchasing power 

growth is likely to remain weaker 

than in Latvia and Lithuania due to 

increasing taxes and because 

inflation remains elevated. 

 

Fiscal challenges  

Strong fiscal consolidation is one 

sfbtpo!gps!Ftupojbǃt lacklustre 

recovery and higher inflation. 

Latvia is implementing another 

cpudife!uby!po!cboltǃ!ofu!joufsftu!

income. Mjuivbojbǃt!putgoing 

government has proposed a very 

expansionary pro-cyclical budget, 

which will further boost growth in 

2025 (but the new government 

will have to decide what happens 

with taxes). 

https://unsplash.com/photos/a-lake-surrounded-by-trees-with-a-sunset-in-the-background-K8wU0b5iFyk
https://pixabay.com/photos/forest-woods-lake-trees-leaves-5597499/
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Global ƿ An uncertain and fragmented world 

The global economy is expected to remain divergent in terms of activity. In the  euro 

area, economic activity remains weak, but will pick up next year as purchasing power  

improves and rates are lowered. Growth in the United States will moderate, but the 

US xjmm!sfnbjo!uif!H8ǃt!upq-qfsgpsnjoh!fdpopnz/!Uif!zfbsǃt!nptu!boujdjqbufe!

election ended with a very likely red sweep, which will spell trouble for global trade 

and trade-reliant countries, and suggests heightened geopolitical uncertainty ahead.  

Uif!xpsmeǃt!mbshftu!fdpopnjft!ibwf!fyqfsjfodfe!tpnf!nppe!swings 

recently. The US economy has continued to outperform peers, and 

recession scares have morphed into expectations of strong growth ahead. 

Activity in the euro area surprised positively but has remained subdued, and 

gpsnfs!FDC!Qsftjefou!Nbsjp!Esbhijǃt!sfdfou!report on the future of European 

competitiveness laid bare the harsh reality of structural productivity issues. 

Initial excitement about stimulus measures in China dissipated as stimulus 

announcements lacked detail on consumption-boosting measures. All this 

to say ƿ no homogenous story on the global economy exists, whether in 

terms of time or geography. And as if there were not enough uncertainty 

bmsfbez-!Usvnqǃt!wjdupsz!jo!uif!VT!fmfdujpo!qspnjtft!up!csjoh!fwfo!npsf!

volatility, may dampen growth and could lead to higher inflation. 

 

At the end of the summer, the markets feared a potential US recession, but 

recent data indicate that US exceptionalism is alive and well. The labour 

market is gradually weakening, but showing no signs of trouble. US GDP 

rose by 2.8% at an annualised rate in the third quarter ƿ around a percentage 

point above its long-term trend. Furthermore, growth and consumption 

data for the previous couple of years have been revised up from already-

high levels. And real disposable income is now judged to be higher than in 

earlier estimates, indicating that households have actually been saving 

more than previously thought. 

 
 
 
 
 

US exceptionalism is  
alive and well 

https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en
https://www.gettyimages.se/detail/foto/highline-over-the-forest-rope-walker-walks-on-a-rope-royaltyfri-bild/1454792457
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The strength of the US consumer makes a good case for increasing our 

GDP growth forecasts. We expect sturdy growth rates going forward, 

albeit somewhat lower than those seen in the recent past. Growth will 

stand at 2.8% this year, slowing to 2.3% and 2% respectively in the next 

two years. The results of the US election will likely leave their mark on the 

fdpopnz/!Usvnqǃt!qspqptfe!qpmjdjft!bsf!boujdjqbufe!up!ibwf!b!ofu!ofvusbm!

fggfdu!jo!uif!tipsu!ufsn-!cvu!b!ofu!ofhbujwf!fggfdu!po!uif!Vojufe!Tubuftǃ!

economic output in the long term; see box on the next page for more. 

A vastly different picture can be observed on the other side of the pond. 

Although third-quarter GDP growth surprised on the upside, marking an 

expansion of 0.4%, the euro area economy is still stuck in the mud. Not all 

countries fall under this description, however. We are seeing strong 

economic growth in Spain, but the German economy will stagnate this 

year. Euro area growth is expected to reach 0.8% in 2024 and to accelerate 

to 1.3% and 1.2% in 2025 and 2026, respectively ƿ mainly on the back of 

stronger domestic demand and partially thanks to a rapid decline in interest 

rates. We have lowered our forecast for 2026, given the US election results, 

the expectations of US import tariffs and a generally gloomier trade outlook. 

Fresh uncertainty has been injected not only because of the new post-US-

election world, but also due to the expected snap election in Germany.  

The good news is that the total real wage bill in the euro area ƿ all salaries 

paid to all employees, adjusted for inflation ƿ has already exceeded previous 

peaks, mainly due to strong gains in employment. As a result, the economic 

Euro area growth 
 in 2025 
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Republican Donald Trump won the recent US election, and the Republican party is also on track to 

have a majority in both chambers of Congress: the Senate and the House of Representatives. 

Below, we summarise some policies that we expect Trump to implement and how they have 

affected our forecasts. 

Xf!fyqfdu!bmm!pg!Usvnqǃt!qspqptfe!uby!dvut!up!dpnf!joup!fggfdu!jo!uif!cfhjoojoh!pg!3137/!Uijt!

includes a full extension of the tax cuts that are set to expire (the Tax Cuts and Jobs Act), the 

elimination of various other taxes, and the lowering of the corporate tax rate from 21% to 15%. 

Trump has said that he will implement trade tariffs to cover some of the cost of these tax cuts, 

and to support US industries. We forecast a 10% tariff on imports from all countries and 

specifically a 60% tariff on imports from China, to be implemented as from the middle of next 

year. Trump has also promised to tighten immigration and deport millions of illegal immigrants. 

In practice, these immigration measures may prove difficult to implement, and the economic 

impact would most likely be gradual. 

We have assumed that the unfunded tax cuts, the trade tariffs and the immigration policies will 

add to inflationary pressures, which in turn will mean higher interest rates since the Fed can then 

be expected to make fewer rate cuts ƿ and due to a possible risk premium related to rising US 

government debt. In this environment, we expect the US dollar to remain strong. In the short term 

)pvs!gpsfdbtu!ipsj{po*-!uif!qptjujwf!fggfdut!pg!Usvnqǃt!fyqbotjpobsz!gjtdbm!qpmjdz!po!VT!hspxui!bsf!

expected to be balanced out by the negative effects of his new tariffs. Longer out, these policies 

are likely to have worse implications for growth overall. 

Bt!gps!uif!hmpcbm!fdpopnjd!jnqbdut!pg!Usvnqǃt!usbef!qpmjdz-!uif!ubsjggt!bsf!fyqfdufe!up!xfjhi!po!

growth in both China and Europe during our forecast horizon, marginally so in 2025 and more so 

in 2026. (As regards Sweden, see page 15). We assume a proportionate retaliation, but no further 

escalation. However, the uncertainties related to trade development going forward are 

substantial, and should a trade war materialise, it could exacerbate economic outcomes for all 

involved parties.  

Geopolitical uncertainty will remain heightened. Together with uncertainty about global trade, this 

situation is likely to weigh down the global economy in the years to come. While we do not expect 

the US to withdraw from NATO (partly because Congress is deemed unlikely to approve such a 

decision), Trump may still opt to decrease US influence over the defence alliance. Additionally, we 

expect that Trump will be less inclined to provide direct support to Ukraine, financially or 

otherwise, than the previous administration. A Trump victory is also expected to increase 

dependency on fossil fuels and to delay the green transition (see page 26), and we cannot 

exclude a US withdrawal from global climate agreements (recall that Trump withdrew the US 

from the Paris Agreement during his first presidency).  

 

recovery will initially be driven by increased household consumption. 

Hfsnbozǃt!tuspoh!sfubjm!ebub!jt!b!sfdfou!ipqfgvm!tjho!dpsspcpsbujoh!pvs!

views. We forecast that, by the end of 2025, not only the wage bill but also 

the average wage-earner in the euro area will have recovered their 

purchasing power. Real compensation per employee will return to the 
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peaks reached in 2021. Again ƿ the euro area-wide averages hide the fact 

that real wages jo!uif!FVǃt!tnbmmfs!dpvousjft-!bt!xfmm!bt!jo!Tqbjo-!bsf!bmsfbez!

hitting record highs.  

If the path to getting one foot ƿ consumption ƿ out of the mud is rather 

clear, pulling the other foot out may prove to be more challenging. Manu-

facturing output is still on a downward trend and below 2019 levels in 

nptu!pg!uif!fvsp!bsfbǃt!mbshf!nfncfs!tubuft/!Xf!bttvnf!uibu!uif!fyqfdufe 

Trump tariffs will be a drag on European exports and manufacturing, 

starting from the second half of 2025. Manufacturing in Europe is struggling 

not just due to external troubles, but also because of structural issues such 

as high energy costs and fierce competition, notably from China. Many of 

these issues were highlighted in the abovementioned Draghi report, causing 

a heated debate on the future of Europe. Europe is still a long way from 

agreeing on solutions to its productivity woes, but optimists would argue 

that a problem well-stated is a problem half-solved. 

 
 
 
 

In 2025, euro area  
wage-fbsofstǃ!

purchasing power 
will return to 

previous highs  

  

 

Europe views competition from China as one of its key challenges, but China 

is currently facing plenty of challenges itself. Tariffs and global protectionist 

tendencies are hurting Chinese exports. A key concern will be dealing with 

the potential additional 60% tariffs on US imports from China. But even 

aside from global protectionism, there is no shortage of hurdles for China. 

Uif!dpvouszǃt!HEQ!hsfx!cz!5/9&!jo!uif!gjstu!uisff!rvbsufst!pg!uif!zfbs-!xijdi 

confirms our outlook on the Chinese economy ƿ growth is unlikely to hit 

the 5% target this year. Household scarring from the pandemic and the 

property sector crisis is weighing heavily on the economy and has resulted 

in muted consumption. 

The Chinese government has continued to announce new stimulus 

measures. Its September announcements were initially met with a loud 

cheer by the stock market. The measures, including lower interest rates 

and bank reserve requirement ratios as well as housing sector support, 

may have some positive impact on activity. However, the announced 

packages failed to lift GDP growth expectations materially. This is not least 

 
 
 
 

growth in 2026 
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because they failed to address the root of the problems with the Chinese 

economy. China is flirting with a balance-sheet recession which cannot be 

solved by lowering interest rates. The latest announcement in early 

November ƿ a local government debt refinancing programme in the amount 

of USD 1.4 trillion through 2028 ƿ was viewed as underwhelming by the 

markets. A more forceful approach to fiscal spending in China may be 

bepqufe!ofyu!zfbs!bt!uif!Vojufe!Tubuftǃ!ofx!ubsjgg!qpmjdz!ublft!tibqf/!

Overall, our view is that the already announced stimulus is unlikely to be 

able to support domestic demand enough to offset the existing structural 

issues and the deteriorating external demand picture. Expectations of a 

worsening global trade environment post-US election, especially for China, 

have pushed us to lower our forecasts to slightly above the 4% mark for 

the coming years.  

 
 
 
 

Stimulus measures 
have failed to boost 

growth expectations 
so far 

Overall, commodity prices have remained comparatively low this year and 

dpvme!fwfo!efdmjof!tpnfxibu!ofyu!zfbs-!bddpsejoh!up!uif!Xpsme!Cbolǃt!mbuftu!

Commodity Market Outlook. Weaker global oil demand and an abundance of 

supply have allowed the oil price to remain surprisingly low in spite of the 

Middle East turmoil. We have seen heightened volatility, but not a sustained 

rise in oil prices. Indeed, the oil price has recently fallen, and barring an 

escalation in the Middle East conflict, it should remain at low levels. Falling 

global input prices will help central banks to reach their inflation targets. 

Risks remain, however, given the high geopolitical uncertainty. 

In early autumn, inflation was increasingly seen as a non-issue in most of 

uif!xpsmeǃt!mbshftu!fdpopnjft/!Uif!VT!Gfefsbm!Sftfswf!boopvodfe an 

initial cut of 50 basis points in September. This move marked a shift in the 

Gfeǃt!gpdvt!bxbz!gspn!jogmbujpo!boe!upxbset!uif!mbcpvs!nbslfu-!xijdi!bu!

the time appeared to be weakening fast. Since then, the labour market 

indeed continued to weaken gradually; however, the latest inflation data 

has not been as soft as one might hope. On the one hand, US overall 

inflation in September was 2.1% - the lowest since early 2021. On the other 

hand, the core Personal Consumption Expenditures price index (PCE), 

which strips out volatile food and energy items, rose by 0.3% on the month 

and 2.7% on the year ƿ bshvbcmz!b!mjuumf!upp!gbtu!gps!uif!Gfeǃt!mjljoh/!

Furthermore, the US election outcome has increased the risk of a higher 

inflation rate down uif!spbe-!hjwfo!uibu!Usvnqǃt!lfz!qpmjdz!qspqptbmt!bsf!

inflationary. 

As discussed earlier, the US economy is strong and the labour market still 

solid, while core inflation has proven rather stubborn, and the policies of 

the incoming US administration have an inflationary slant. As a result, the 

Fed is expected to tread carefully and to stop at 3.5% ƿ a higher policy rate 

level than we forecasted in August. 

In the euro area, the inflation story is in some ways similar to the US, but in 

the longer-term perspective it is rather different. Inflation in October was  

 
Usvnqǃt!qpmjdjft 
 will likely prove 

inflationary  

 
 

https://openknowledge.worldbank.org/server/api/core/bitstreams/bbda9ad3-4f12-4626-ad4b-94a4d20fbd52/content
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right in line with the ECB target (2.0%), but surprised market analysts 

slightly to the upside. Core inflation is similarly stubborn, as in the US, and 

upside risks to inflation do remain. However, our forecast is that the 

sluggish economy will ensure an inflation rate of below 2% during the next 

two years ƿ lower than currently pencilled in by the ECB. Overall, inflation 

seems to be less of a worry in the euro area than in the US. We expect the 

ECB inflation forecasts to be revised down in December. The favourable 

inflation outlook has allowed us to adjust our expectations for the ECB 

interest rate path downwards. We forecast that interest rates will be cut by 

36!cbtjt!qpjout!bu!fbdi!pg!uif!FDCǃt!vqdpnjoh!nffujoht!voujm!ofyu!

summer, reaching 1.75% in September 2025. 

ECB policy rate 
 at the end of this 

cutting cycle  

Uif!VT!tupdl!nbslfu!xbt!fdtubujd!bcpvu!uif!VT!fmfdujpoǃt!rvjdl!boe!dmfbs!

outcome, as well as the expected lower corporate taxes and deregulation. 

Bonds sold off. Government bond yields in the US rose sharply already in 

the lead-up to the election, as well as after the results were known. The key 

concerns in the market certainly have to do with the expected higher US 

inflation and higher government debt. These concerns are anticipated to 

prevail over the forecast horizon, which has led us to increase our US 

short- and long-term rates expectations in comparison with our August 

forecasts. US 10-year bond yields will stay at an elevated 4.5% at the end 

of our forecast horizon.  

The US dollar reached its strongest level this year as Trump declared a 

trifecta victory in the US election. The increased global uncertainty, as well 

as the higher-for-longer rates in the US, should support the dollar over the 

forecast horizon. We expect the greenback to continue outperforming 

puifs!nbkps!dvssfodjft!eftqjuf!Usvnqǃt!qsfwjpvt!dbmmt!gps!b!xfblfs!VTE/! 

The euro was weak in the face of the US election results and will likely stay 

depressed over the forecast horizon. The expected US ƿ euro area 

interest-rate differential, along with a weaker euro area economy, will drag 

the euro down. 

 
 

Elevated US  
bond yields over the 

forecast horizon  

Stronger dollar 
ahead 
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Bond yields in Europe were increasing before the US election. The UK 

announced a fresh budget with notable tax increases, but also more 

borrowing to finance public investments. The budget announcement was 

followed by a bond selloff, and yields climbed further on US election 

results. Sizeable deficits in the large euro area economies, such as in 

France and Italy, have also been making their mark. For example, this year 

France expects its budget deficit to rise to more than 6% (instead of the 

previous plans of 4.4%) due to unexpectedly weak tax revenues. French 

and Italian spreads over German bonds widened, suggesting that the bond 

vigilantes are back. Going forward, we see German bond yields across all 

maturities dropping to below the levels we anticipated in August, due to 

lower economic growth and monetary policy rate expectations.  
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Sweden ƿ Impatiently waiting for a turnaround  

The Swedish economy has remained weak, and it appears that the recovery will be 

delayed a while longer. We anticipate that growth will pick up next year, although 

lower global or domestic demand risks postponing the recovery.  

Inflation has stayed low, with the CPIF inflation rate recorded at 

1.5% in October. Meanwhile, the Swedish economy remains weak. 

The recent GDP flash estimate showed a contraction in the third 

quarter, and the employment level is lower than it was a year ago. 

This economic situation has prompted a shift in monetary policy, 

with the Riksbank recently lowering the policy rate to 2.75%. 

Further easing of monetary policy and significantly higher real 

disposable income growth for households will support a recovery 

next year. The extent to which households will save additional 

income will determine the pace of the recovery in domestic 

demand. Swedish export growth has decelerated and is projected 

to remain below the historical average throughout the forecast 

period due to weak global demand and the implementation of 

new US tariffs next year; read more on the next page.  

 

The continuous improvement in household purchasing power 

should support an upswing in household consumption. According 

to our model estimates, the recent increase in real incomes 

corresponds with a consumption growth rate of 2.5% in the 

second half of this year. However, consumption remained 

lacklustre in the third quarter, and there are no clear signs of an 

imminent turnaround. The discrepancy between model estimates 

and actual consumption may be an early indicator of a new, more 

cautious consumption pattern. Many households were likely taken 

by surprise when mortgage rates did not remain low indefinitely.  

 

https://research.swedbank.se/default.aspx?cdguid=61974259-22D4-492F-94B3-4588889B9771
https://pixabay.com/photos/sweden-bathing-jetty-autumnal-1565077/
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With Donald Trump elected as the next US president and likely a Republican majority in both 

chambers of Congress, we expect several policy changes going forward (see box on p. 9). For the 

Swedish economy, the proposed universal tariff potentially has the most significant implications, 

although the magnitude will depend on the tariff rate and on whether retaliatory measures are 

implemented. 

Txfefoǃt!National Board of Trade estimates that a 10% tariff imposed on US imports could lead 

to a reduction of approximately 5% in Sweden's goods exports to the US. This relates only to the 

direct effect, i.e. leaving aside potential retaliation effects. The impact would be particularly 

pronounced in key sectors such as motor vehicles and transport equipment, as well as 

pharmaceuticals and chemical products. While these industries would see substantial declines, 

the overall macroeconomic impact on Sweden might still be relatively modest, according to the 

estimates. As relative prices shift, so do trade flows, and diminished exports to the US could be 

partially offset by increased exports to other countries. Additionally, trade in services, which has 

boomed in Sweden during the past few years, would not be subject to the tariffs and could act as 

a stabilising force against sharp drops in GDP. 

Significant risks are associated with potential retaliatory measures, however. If China and the EU 

were to respond with their own tariffs, it could exacerbate economic outcomes for all involved 

parties and potentially trigger a damaging trade war. In the 1930s, when countries responded to 

the US Smoot-Hawley Tariff Act by retaliating with their own tariffs, the result was a significant 

decline in international trade and an exacerbation of the global economic downturn. The 

uncertainty would in itself be harmful in that it would significantly reduce investments, as global 

manufacturing companies would struggle to determine the most profitable places to allocate 

production. We expect Swedish exports to grow by 1.6% in 2024, 1.9% in 2025 and 3.3% in 2026, 

assuming that near-term effects are rather modest and retaliatory measures are balanced.  

Moreover, higher import tariffs and tax cuts in the US would likely result in elevated US consumer 

prices and a higher Fed policy rate. This has already had an impact on US rates and, to some 

extent, on global long-term interest rates, including in Sweden. Higher bond yields dampen 

economic activity and might weaken the Swedish krona. We expect the krona to stay weak 

against the dollar in the near term, with limited effects on inflation. Next year when Swedish 

growth picks up, the krona could strengthen against the euro and, to a lesser extent, against the 

dollar. Overall, the appreciation is expected to be limited. 

 

These households might aim to bolster their financial buffers and reduce 

debt by holding tightly to their wallets even as incomes rise. A 

counteracting factor is the recently proposed easing of macroprudential 

measures. If these changes are implemented as proposed, they will 

support housing prices and consumption later in 2025 and 2026.  

We forecast that the savings rate will remain elevated during the coming 

two years. However, as the labour market improves and fiscal and 

monetary policies become less restrictive, consumption could increase 

despite high savings. We expect the savings rate to be unchanged next 

year, allowing for consumption growth of around 2.5%. Consumption 

 

https://www.kommerskollegium.se/globalassets/publikationer/rapporter/2024/economic-backfire-the-costly-impact-of-trumps-proposed-tariffs.pdf
https://research.swedbank.se/default.aspx?cdguid=133E3AF5-0CF7-44FC-AF6B-EC37E8A73A75
https://research.swedbank.se/default.aspx?cdguid=133E3AF5-0CF7-44FC-AF6B-EC37E8A73A75
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growth could, however, be slower. If the savings rate instead increases to 

the same high level as during the pandemic, consumption growth will be 

closer to 1.5%. 

Housing investments have been weak in recent years, but with lower 

interest rates, housing demand is expected to rise ƿ and housing 

investments are seen to strengthen, with some delay. Slower population 

growth will moderate the rise in new construction going forward, however. 

The labour market has deteriorated during the past two years, with unem-

ployment rising to 8.5% in the third quarter. Employment has declined in 

several industries, most notably construction, but also in service sectors 

such as IT. Although newly registered job vacancies have continued to 

decline and the number of layoffs has increased, most indicators suggest 

that a turnaround in the labour market may be around the corner. Our 

model estimates, which combine several indicators, show that an 

improvement may be seen on the labour market starting from the first 

quarter of next year. We expect the unemployment rate to peak at 8.7% by 

the end of 2024 and employment to grow by 0.2% next year.  

Inflation has fallen below the 2% target, but is expected to be close to 

target during the next two years. After years of high input prices, 

exacerbated by a weak krona, wage growth will be the main driver of 

inflation going forward. We expect total wage growth to be 3.6% in both 

2025 and 2026, which aligns with the inflation target. With inflation close 

to the target, the Riksbank has shifted its focus to the real economy and 

the labour market. We expect further rate cuts, reaching 1.75% in June 

next year. Fiscal policy will also support the recovery next year as tax cuts 

take effect. 

The unemployment 
rate will peak by the 

end of 2024 

  

 

https://research.swedbank.se/default.aspx?cdguid=F5F58CE5-2443-4BA0-BBB3-2A5EBB5C79C6
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Household consumption has fallen by just over 3% during the past two years. Except for the 

pandemic, this is the weakest development since the early 1990s. The decline has been broad-

based, but the largest decrease has been within durable goods; consumption of furniture, clothing 

and footwear has fallen by around 12% since spring 2022 (in volume).  

The inflation crisis has changed household consumption patterns . Compared with two years 

ago, food and beverages now make up a larger share of household spending. An explanation for 

this change is that demand for these goods is relatively insensitive to price changes. In addition, 

food prices have increased by around 25% since autumn 2021. The opposite is true of transport, 

where the share of total consumption has fallen. Sales of new cars have fallen by 25%, and fuel 

prices have decreased. The price of petrol peaked in mid-2022 at more than SEK 24 per litre 

before falling to its current level of around SEK 17 per litre. Consumption of hotel and restaurant 

services has declined significantly since the second quarter of 2022, but is nevertheless higher as 

a share of total consumption today than it was in 2019. 

Household interest expenditures have increased significantly, but other housing expenses have 

barely increased as a share of total consumption  since 2022. Households now spend 25% of 

their total consumption on housing according to the national accounts, making it the largest 

expenditure item. Since the second quarter of 2022, spending on home maintenance and heating 

has decreased, while base rent has increased. Given that rent hikes lag inflation, housing 

expenses as a share of consumption are likely to increase next year. Household interest 

expenses, which are not directly included in the statistics  for housing expenses, have rapidly 

increased to 6.1% of total consumption (after interest deductions).  

Looking ahead, the pick-up in household income is expected to contribute to a broad-based 

upswing in consumption, where the areas that have been weak are expected to increase the 

most. Furniture consumption should also benefit from increased activity in the housing market. 
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Norway ƿ A risk of falling behind the curve 

Norges Bank remains one of the last Western central banks that has yet to cut rates, 

and we expect the first rate cut in March next year. Falling inflation, lower wage 

growth and normal capacity utilisation are likely, however, to add to the arguments 

for more rate cuts next year as the risk of falling behind the curve increases.  

Still in the 3% range, core inflation has continued to slow this 

year and is expected to remain close to these levels for the rest 

of 2024. Norwegian inflation remains slightly higher than peers, 

and the main difference is found in goods inflation, while 

services inflation in Norway is more in line with what we see in 

Sweden, the euro area and the US. Past weakening of the NOK is 

still impacting imported inflation, but the effect is ebbing out. 

Thus, as both headline and core inflation have declined in line 

with our projections during the past year, we expect them to 

catch up with trading partners in the future as well. Goods 

inflation is expected to decline in the coming months, while 

services inflation could prove to be more sticky due to high unit 

labour costs. However, core inflation is expected to slow towards 

2% by the summer of next year.  

Turning to the real economy, growth in Norway remains 

moderate and is still highly uneven between sectors, depending 

on their sensitivity to interest rates. We expect overall growth to 

remain below trend in the coming years, although some growth 

rotation is seen. Accelerating real disposable income growth for 

households should support consumption growth going forward. 

Likewise, lower policy rates next year should, together with 

decent income growth, further support house prices. We expect 

housing investment to rise only slowly in the coming years, 

remaining below pre-pandemic levels. Oil investments are set to 

level out already next year and to decline a little from high levels. 

 

https://www.pexels.com/photo/narrow-road-through-the-aurland-highland-in-norway-during-late-autumn-19988432/
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Additionally, fiscal policy will continue to support economic growth in the 

coming years, as a budget impulse of roughly 0.8 percentage points was 

implied in the 2025 budget proposal. 

The labour market is only slowly softening, but most of the slack is stem-

ming from increased labour supply rather than declining demand for labour. 

In recent zfbst-!Opsxbzǃt!vofnqmpznfou!sbuf!ibt!jodsfbtfe!up!3/2&-!xijdi!

is still a historically very low level. A further increase in the unemployment 

rate is expected next year, however, as growth remains slow and uneven. 

Norges Bank kept the policy rate unchanged at 4.5% in November, and the 

latest policy rate path suggests that the rate will remain at that level until 

Q1 next year. Norges Bank wants to be certain that inflation returns to 2% 

before it starts cutting interest rates. This includes seeing lower wage ex-

pectations before the negotiations kick off in the spring. We expect a first 

rate cut in March, but we see clear downside risks, as inflation and wage 

hspxui!bsf!mjlfmz!up!tmpx!gbtufs!uibo!Opshft!Cbolǃt!qspkfduions. Hence, 

barring an even weaker NOK, we are not ruling out the possibility that Nor-

ges Bank will cut interest rates somewhat faster, as it risks falling behind 

the curve. Core inflation is seen to reach 2% next summer, and as inflation 

and capacity utilisation are back to normal, policy rates should also be 

brought down towards more normal levels, currently seen to be a little be-

low 3%. We expect the policy rate to be cut four times next year, to 3.50% 

and then further down to 2.50% in 2026. 

CPI-ATE in  
July 2025 

First rate cut 
expected in  
March 2025 
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Estonia ƿ The first green shoots of recovery 

The Estonian economy is on the road to recovery from recession. Fiscal 

dpotpmjebujpo-!jodmvejoh!uby!ijlft-!jt!fyqfdufe!up!sfevdf!uif!dpvouszǃt!fdpopnjd!

growth in 2025 and 2026, while falling interest rates and improving foreign demand 

will be a tailwind fo r growth.  

Preliminary data suggest that the Estonian economy has only 

barely emerged from its prolonged economic recession. Even 

though GDP volume has fallen back to the level seen in 2019, it 

has continued to expand in nominal terms. This has enabled the 

corporate sector to earn profits and has kept the labour market 

relatively resilient. 

However, household confidence has continued to deteriorate, 

with a strong negative impact on private consumption. While real 

wages have been increasing for more than a year, the decline in 

retail volumes has continued. Private consumption is expected 

to show another year of contraction in 2024, and for 2025 we 

forecast only a modest recovery. 

Next year another wave of tax hikes ƿ which has not yet been 

approved by Parliament ƿ will speed up inflation and reduce the 

real growth in net wages. At the same time, the robust real 

growth in pensions in recent years will soften the impact of tax 

hikes on the consumption of old-age pensioners, who make up 

around a quarter of the Estonian population.  

While government fiscal consolidation will hold back economic 

expansion in 2025 and 2026, growth will be supported by falling 

interest rates and increasing foreign demand. The decline in 

interest rates is already reducing the loan burden of households 

and businesses. For Swedbank customers in Estonia, mortgage 

payments reached their peak level in December last year.  

 

 

 

Tax hikes will speed up 
inflation and reduce real 

growth in net wages in 2025  

https://pixabay.com/photos/forest-path-trees-outdoors-way-868715/
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In 2024, Estonian commercial banks have paid higher interest rates on 

uifjs!dvtupnfstǃ!ufsn!efqptjut!uibo!dpnnfsdjbm!cbolt!bozxifsf!fmtf!jo!

the euro area. This has made an additional contribution to household 

disposable income. Despite the share of term deposits being higher 

among households with higher incomes, households with medium-level 

and lower incomes have also shifted a considerable share of their savings 

to term deposits. 

Foreign demand is expected to improve next year. This will enable the 

Estonian export sector to boost its production and exports of goods and 

services. The decline in total exports has already subsided, and we expect 

moderate expansion in 2025 and 2026.  

Gbtu!hspxui!jo!qsjdft!ibt!dbvtfe!b!efufsjpsbujpo!jo!Ftupojbo!fyqpsufstǃ!

dptu!dpnqfujujwfoftt/!Txfecbolǃt!joevtusjbm!tfdups!tvswfz!gps!3135!

suggests that improving efficiency and competitiveness are the key focus 

areas for Estonian manufacturing firms. Investments aimed at increasing 

efficiency are supported by the decline in interest rates.  

An expectation that interest rates will continue to decline has already led to 

increased demand for new mortgage loans and loans to the corporate 

sector this year. Transactions in residential real estate, which fell sharply in 

2023, showed a modest year-on-year increase in the third quarter of 2024.  

We expect falling interest rates and improving demand to contribute to a 

pick-up in housing investments by individuals and in corporate sector 

jowftunfout/!Jo!3134-!uif!tibsf!pg!qvcmjd!tfdups!jowftunfout!jo!Ftupojbǃt!

GDP was already the highest in the EU. The share is expected to increase 

even further in 2025, largely supported by the Rail Baltica project and by 

defence investments.  

 
 
 
 
 
 
 
 

Foreign demand is 
expected to improve 

next year  
 
 
 
 
 
 
 
 

An expected decline 
in interest rates has 

led to increased 
demand for new 

loans 
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Latvia ƿ A kaleidoscope economy 

Recent GDP data and sizeable revisions to past GDP data make it difficult to 

joufsqsfu!uif!tubuf!pg!uif!Mbuwjbo!fdpopnz/!Juǃt!mjlf!mppljoh!joup!b!lbmfjeptdpqf!ƿ 

every time you look, the picture appears different. Although we have revised our 

forecasts down, our assessment has not changed much. The economy is in a state 

of prolonged stagnation, with stronger growth expected in the coming years.  

On the one hand, the annual revision from Central Statistical 

Cvsfbv!tvhhftufe!uibu!Mbuwjbǃt!HEQ!hspxui!jo!3134!xbt!b!tpmje!

1.7%, instead of the previously reported 0.3% decline. On the 

other hand, Q3 flash GDP data and the accompanying revisions 

suggest that economic output has been declining since the end 

of 2023. In the first three quarters of 2024, GDP was down by 

0.7% on the year. This has forced us to lower our forecast for 

2024 to -0.3%. Our interpretation of the state of the economy has 

not changed much: stagnation with some recessionary quarters, 

but growth is expected in the coming years.  

Despite weak Q3 GDP (-0.4% on the quarter, -2.4% on the year), a 

range of data suggest a slight improvement in private-sector 

activity. For example, economic sentiment improved, energy 

production was very strong, retail trade and commercial bank 

dvtupnfstǃ card spending were slightly up, and exports of goods 

and services in July-Bvhvtu!xfsf!bcpwf!uif!qsfwjpvt!zfbsǃt!

levels. Manufacturing was unchanged on the quarter, and year-

on-year contraction eased notably.  

Inflation has been below 1% on average this year, and it has 

surprised on the downside, leading us to lower our forecast for 

2024 to 1.3%. Although base effects will ensure a pick-up in 

inflation towards year-end, inflation will remain low in the coming 

years ƿ around 2.6%. 

 
 
 
 
 

GDP growth in the first  
three quarters of 2024  

 
 
 

https://www.pexels.com/photo/sea-1572665/
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Xjui!jogmbujpo!mpx-!xbhf!fbsofstǃ!qvsdibtjoh!qpxfs!jt!cbdl!up!uif!qsfwjpvt!

peak seen in 2021 and will keep growing. We have lowered our growth 

gpsfdbtut!gps!hsptt!xbhft-!evf!up!uif!hpwfsonfouǃt!dbq!pg!3/7&!po!qvcmjd-

sector wage bill growth. However, what matters for the consumer is net 

wages. Average net-wage growth will remain very strong, and we have 

even revised it upwards for 2025 due to the labour tax reform. Consumer 

confidence is at long-term average, and is trending up. All this, coupled 

with a resilient labour market, suggests that private consumption will be 

the key driver of stronger growth at the end of this year and in 2025. 

Exports may take more time to get going. There are indications that the 

worst is behind us, but forecasts of growth in our trade partners have been 

somewhat lowered, pushing the export recovery further out. We still expect 

exports to grow in the next couple of years, but more slowly than we 

previously forecasted. There are some signals of potentially ebbing 

competitiveness ƿ such as declining export-market shares in world 

imports. This is a clear risk to export growth in the medium term.  

Stronger investment is needed to boost productivity and strengthen 

competitiveness, but investment activity has been poor so far this year. 

Businesses are on hold, given the uncertainty and the fact that interest 

rates are still high. Public-sector investment is hampered by administrative 

delays. Stronger investment growth is expected only next year as the 

economy and public-sector investments pick up. Thanks to the change in 

interest rate path, the pace of lending growth to households has already 

improved, while corporate lending remains very weak. 

Ofx!mfhjtmbujpo!uibu!xpvme!uby!cboltǃ!ofu!joufsftu!jodpnf!jt!mjlfmz!up!qbtt!

through the Latvian Parliament. It stipulates that a discount will be applied 

if lending is increased at a rate that is at least 1.75 times the projected 

nominal GDP growth. To qualify for the minimum discount tranche of 25%, 

lending would need to rise by 10%. Given the current lending growth of 3%, 

the target is likely out of reach for the largest players in the market. Also, 

the law is set up in a way that effectively penalises new lending unless the 

target is reached. Therefore, it is unlikely that the proposal will give any 

boost to lending growth. It might in fact result in a lower supply of credit as 

it will constitute another tax on banks and make the business environment 

less predictable. 

 
 

Net wages will be 
boosted by  

labour tax reform  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Private consumption 
to drive recovery as 
exports and private 

investment lag  
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Lithuania ƿ Beating expectations again 

Mjuivbojbǃt!HEQ!hspxui!ibt!bddfmfsbufe!npsf!uibo!fyqfdufe-!bt!cpui!ipvtfipme!

consumption and exports have strengthened. Inflation remains below 1%, and 

household purchasing power increased by almost 10% this year. We have revised 

our growth forecasts for 2 024 and 2025 up by 0.2 percentage points, to 2.4% and 

3%, respectively. 

GDP growth in the third quarter accelerated to 2.3% compared 

with the corresponding period a year ago. Most sectors have 

turned the corner ƿ manufacturing and retail trade growth have 

accelerated, and housing demand has picked up strongly, 

although business investments have remained lacklustre. Most 

manufacturing subsectors are growing this year, but the biggest 

positive impact has come from the chemical and fertiliser 

industry, which was in a deep slump last year. Manufacturing 

and exports have also been more resilient in Lithuania than in 

Estonia and Latvia because Lithuania has more diversified export 

markets and a greater reliance on Poland, Germany, the 

Netherlands, the UK and the US. 

The outgoing government has drafted an expansionary budget 

for 2025 with a projected budget deficit of 3% of GDP. Given 

strong growth, this pro-cyclical stimulus is not necessary, but it 

will nevertheless provide additional fiscal impulse and is one of 

the reasons why we have increased our growth forecast for next 

year. The government plans to cut expenditures on investments, 

but we forecast that the private sector will take over ƿ business 

confidence remains high, while falling interest rates and improving 

external demand could provide an impetus for business 

investments. Minimum monthly wage will increase by 12.3% next 

year, while pensions will go up by 12.7%. We have also revised 

our forecast for average wage growth up to 9.2% for next year, 

 

 

 

 

 

GDP growth in 2025 
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partially because of another hefty increase in the minimum wage. Inflation 

is likely to increase to 2.7% on average in 2025, but rapidly increasing 

purchasing power, coupled with record-high consumer confidence, should 

still warrant fast growth in consumption and in housing investments. 

Surging unit-labour costs remain a lingering problem that could eventually 

jeopardise competitiveness. Some labour-intensive, lower-value-added 

sectors (e.g. textile manufacturers) have already seen elevated levels of 

bankruptcies. Yet, for now it is hard to see a need to ring the alarm bells ƿ 

Mjuivbojbǃt!fyqpsu!nbslfu!tibsft!jo!uif!FV!ibwf!cffo!jodsfbtjoh-!xijmf!uif!

dpvouszǃt!usbef!tvsqmvt!jt!po!qbs!up!sfbdi!6/5&!pg!HEQ!uijt!zfbs!ƿ the 

highest on record. Growth in exports is likely to accelerate in 2025 as 

demand recovers, but maintaining export market shares in the medium 

term and beyond will be much more challenging. 

Mjuivbojbǃt!Tpdjbm!Efnpdsbut!ibwf!xpo!uif!qbsmjbnfoubsz!fmfdujpot!boe!

will form a centre-left government. There is talk of the need to increase 

government spending as a share of GDP, and tax reform is on the cards, 

but little else is clear. We think that, to maintain external competitiveness 

and continued improvement in living standards, the new government 

should focus on education reforms, continued improvement in the business 

climate, fostering business investments and attracting a qualified labour 

force. 
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In-depth - Increasing emissions and green transition delay 

What will the outcome of the presidential election mean for US climate policy, and 

how will it affect global climate efforts? President -elect Donald Trump is expected 

to increase production of fossil fuels and is expected to impose trade barriers that 

are likely to delay the green transition and increase US emissions in the near term. 

However, the business sector and state politicians may counteract these actions.  

President-elect Donald Trump has stated that he does not believe that human activity is the main reason 

behind climate change, and that the issue is nothing to be worried about. This non-acknowledgment 

could potentially shape US policies going forward. 

In terms of direct policies, Trump, with his well-lopxo!tmphbo!ǆesjmm-!cbcz-!esjmmǇ!jt!mjlfmz!up!psefs!ofx!qfsnjut 

for oil and gas projects. The US is already uif!xpsmeǃt!cjhhftu!qspevdfs!pg!crude oil and liquefied natural 

gas, and Trump wants to protect tax breaks for oil and gas companies, amounting to approximately 

USD 110 billion annually. In addition, a report indicates that the new Trump administration may seek to 

increase fossil-fuel production. The report, called Project 2025, was written by a conservative think tank 

that has been linked to Donald Trump despite his attempts to distance himself from it. Such policies 

would have a significant impact on US emissions. Projections based on the Project 2025 report indicate 

uibu!uif!qpmjdjft!dpvme!dbvtf!uif!Vojufe!Tubuftǃ!fnjttjpo-dvuujoh!qsphsftt!up!tupq!boe!uibu!uif!dpvouszǃt!

annual greenhouse gas (GHG) emissions could remain at levels of more than five billion tons. 

  

https://www.eia.gov/todayinenergy/detail.php?id=61545
https://www.eia.gov/todayinenergy/detail.php?id=61683
https://www.eia.gov/todayinenergy/detail.php?id=61683
https://www.scientificamerican.com/article/climate-change-action-depends-on-the-2024-election/
https://unsplash.com/photos/a-group-of-presidents-carved-into-the-side-of-a-mountain-ebL5L8M1tqI
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Other expected policy proposals relate to deregulating and reversing climate policies that were introduced 

by the Biden-Harris administration, such as rescinding unspent Inflation Reduction Act (IRA) funds and 

removing incentives for clean energy companies and green investments. This would make other countries 

more attractive for green manufacturing investments in comparison to the US. However, the IRA has 

benefitted many Republican districts, and numerous Republican politicians may oppose a reversal of 

these policies. The division of Republican and Democratic mandates in the Senate and the House of 

Representatives will likely play an important role in terms of which policies Trump can revoke. The 

preliminary election results indicate a Republican majority in both chambers of Congress.  

Trump also wants to impose trade barriers and duties on goods; this would have indirect effects on the 

climate. In the short term, tariffs on goods that are directly linked to the green transition, such as electric 

vehicles and their components, may entail higher global emissions if consumption of these goods declines 

in favour of other, more emission-intense alternatives. Overall, increased trade barriers also risk delaying 

the green transition and making it more costly, as they would reduce the availability of needed inputs 

such as minerals.  

Uiftf!dibohft!xjmm!nbuufs/!Uifz!xjmm!bmtp!nfbo!uibu!uif!xpsmeǃt!tfdpoe-largest emitter of GHGs is likely 

to continue generating large amounts of emissions, and that other countries will have to work even harder 

to keep the targets of a limited global rise in temperature within reach. However, it is possible that the 

business sector will take the lead instead, or that climate policies at the state level will counteract the 

limited federal engagement. 
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