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Europe’s sweet economic music is about
to be drowned out

Should you be relieved at the dulcet economic tones coming from the
eurozone? Perhaps, after years of crises. The problem is, the rest of the
world is dancing to a harder, faster, louder beat. Europe needs to
change its tune

European leaders need
to change their tune

A genteel tea dance

On the surface, Europe’s 2026 economic story looks reassuringly boring. After years of crises, this
kind of predictability feels like progress:

Inflation at 2%? Textbook.
Growth around potential? Lovely.
ECB rates normalising without breaking anything? Chef's kiss.

The big problem is that while European leaders may be enjoying a genteel tea dance, they don't
seem to have noticed that the rest of the world is losing its mind to a heavy metal stomp.

We've dug deep into individual country developments, and they hardly provide any edge-of-your-
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seat entertainment. Southern European countries will benefit once again from support under the
European Recovery Fund and earlier reforms, even if some growth momentum could fade. France
is likely to pay a price for political instability without falling into stagnation, and Europe’s long-
standing problem child, Germany, should finally start growing again. Needless to say that a big
part of this story depends on Germany actually delivering the announced fiscal stimulus.

Beware dangerous complacency

You know what? Gentility can be beautiful when it reflects genuine stability, when the
fundamentals are sound, when you've earned the right to be dull. Japan in the 1980s was boring.
America in the 1990s was boring. Boring built on strength is a luxury, a sign you've figured things
out.

Europe's mistake is in confusing a simply sung nursery rhyme with a grand orchestral concerto.
We've achieved macro stability precisely when we need macro urgency. Inflation is tame just as
the competitive landscape explodes. The ECB has reached its 'good place' exactly when the
geopolitical ground is shifting beneath our feet. We're congratulating ourselves on blue skies while
standing in the rain.

It would be dangerous complacency if European policymakers were to celebrate the return to
steady-state economics. In fact, three rather inconvenient facts keep intruding:

e America has decided to flex its economic and military muscles, no matter what.

e China is not only flooding global markets with subsidised overcapacity that European
manufacturers can't match, but has also emerged as a system rival for the entire European
industry.

¢ And Europe itself remains institutionally able to master sudden short-lived crises but proves
still incapable of making hard choices when the sun is shining.

The heavy metal will drown out more genteel sounds

Partly due to complacency, partly due to naivety, and definitely due to a lack of strategic foresight,
Europe has missed out on strengthening strategic autonomy, economic resilience, and, in general,
the domestic economy. The buzzwords were all there, but the will and action were missing. These
built-up vulnerabilities, vis-a-vis the US and China, explain many of Europe’s actions over the last
few years. There is some progress - think new trade agreements, efforts to increase defence
investments and deregulation. However, a decade’s lack of action will not be offset in a year.

This year will be telling for Europe. It needs to change its tune and make up for past complacency.
Because you know what? The heavy metal is only going to get louder, drowning out Europe's
sweet little dance.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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