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Trade wars, real wars, and pgf e dea he year 2025 has been
dynamic and volatile. Amigtinis uncertaintygand rapid change, Europe’s
financial system has [ standing out for it silience and
adaptability. Despi odest economic growth, E€apean markets have
been upbeat thig¢ year. The region’s robust performaifg has been
underpinnegf’y the critical role of strong institutions, pr t policies,
and diveg Miied investment. With a successful 2025 in the b&iss, here
are e key risks and opportunities to watch for in 2026.

andscape

Despite a challenging international environment marked by geopolitical tensions, the euro
area has managed to maintain positive momentum. Gross domestic product (GDP)
growth is forecast at 1.3% in 2025, 1.1% in 2026, and 1.5% in 2027. While these figures
do not impress, they reflect a region that has steered clear of recession in a challenging
environment.

Inflation, which was a major concern in recent years, is now largely under control. The
euro area’s headline inflation rate dipped and is moving closer to the European Central
Bank’s (ECB) 2% medium-term target. This progress is the result of decisive ECB action:
after the fastest rate-tightening cycle in history, the ECB has cut rates back to 2% (see
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Figure 1), sig qg its confidence that price stability is ensured.
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> market is pricing very little action by the ECB well into 2026 (see Figure 2).
ompared to other parts of the world, Europe was quick and decisive to manage inflatio
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European fi#rancial markets pQgforming
well: strgfigths and opportunitie

Europeas’ ‘iancial markets have responded positively to these developmend YSquities
have g ‘ormed well, with the EuroStoxx 600 index up 17.3% year-to-date and able
ga! sectors such as utilities, oil and gas, and food and beverage. Major Europe
,ck markets so far beat United States (US) stock markets in 2025, with Italy’s FTSE
rance’s CAC, Germany’s DAX, and the region-wide EuroStoxx 600 all outperforming the

Figure 3

European and US equity markets

(in %)

>< 3 | Blog | December 2025




Y0 (¢) M YTD (USD)

FTSE MIB (IT) DAX (DE) EuroStoxx 600 CAC (FR) S&P500

Note: 1 December 2025 cut off date
Source: Bloomberg

Sovereign bond spreads hs? ightened, particularly for cc_ mtries benefitting from
European Financial Stakf 'y Facility (EFSF) and European St ility Mechanism (ESM)
support, with low ratg d long maturities — Ireland, Spain, Po al, Greece, and
Cyprus (see Fig

Figure 4
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This good pe aance reflects improved fiscal discipline and growingg “rket confidence.
These countries 2 seen rating upgrades. Furthermore, Portugal st), Ireland (2nd),
Spain (4th) and Gree 6th) have again ranked in the Economi€ 5top 10 of best
performing global econG: s this year.[t! It shows the countr uccess, which will
continue in 2026.

Popularity of the'giro gfowing: good
signs for 2026

A key trend is the increasing demz rom foreign™. westors for euro area bonds. Since
April 2025, net buying of euro a¢ 'government bond international investors has been
strong, with higher shares off 'eign holdings in German,<_nch, Italian, and Spanish
government securities. hift is partly driven by global ge »olitical developments,
including tariff annoup ents and a search for safe, stable re outside the US
Treasury market. Ject this interest to continue, as indicated b feedback | receive
during roadsho

In additiop uance in euro by non-European countries is growing in pop , with
cumulaf & issuance reaching more than €1 trillion in 2025. Countries such as™_¥na,
Chi donesia, Saudi Arabia, among others, are choosing the euro as a currenc, ar
government bonds.[2I This trend is set to continue in 2026. Diversification is the
ame of the game. These issuers want to open new horizons and tap new investors. TF

Geographical expansion is a further testament to the increasing popularity of the euro. On
1 January 2026, Bulgaria will join the single currency as the 21st member of the euro
area. The euro is now more popular than it has ever been, with 83% of euro area citizens
supporting it.[3l

Figure 5
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European safe assets, which 2 sued by the Europe. jUnion (EU), the European
Investment Bank (EIB), andd ¢ ESM/EFSF, now total abt 1.4 trillion (see Figure 5),
making them the fifth lagg® 5t market segment in the euro are ee Figure 6), just after
Spain.

Figure 6
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The ESM and EFSF ‘ay a central role in this ecosystem, offeri ghly rated and
diverse investment proc. ats, and maintaining a large, global i Zstor base. In 2026, we
can expect European safe’_asets to grow further — especi driven by the EU Security
Action for Europe (SAFE) in aent, which promotes i tment and common borrowing
for defence.

In terms of spreads, the assets are pric. st inci singly closer to Germany (see Figure 7).
These safe assets — all trading with EU | odes — are the European version of the US
Treasury bonds. Strong, safe, and diverg isk. And over time: larger and deeper.

Figure 7
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ESM/EFSF: pillars of stability and
Innovation — critical for Europe in the
future
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The ESM is m_ ythan just a crisis resolution mechanism, it is a pillar 44 “ie euro area’s
financial architectc. % The accession of Bulgaria will expand ESM £ bership to 21
countries and increa e ESM'’s shareholder base. In a spee OMFIF in London,
Bulgaria’s central bank 'y wernor, Dimitar Radev, cited ESM bership as one of the
top five reasons to join the'\_ %0 area.ll With an ongoing uIng toolkit review and
available lending capacity of » to €430 billion, the & "V is a key pillar of financial
stability in Europe.

Innovation is also at the core of the E inancing. The ESM/EFSF offer a range
of flagship and strategic bond products, in: ng highly liquid euro benchmark bonds and

US dollar-denominated bonds, all desiagf d tG »=et the evolving needs of global
investors. In 2025, we became the fif “internatic organisation and European institution
to centrally clear our derivative trgt Sactions througf ex Clearing, following G20 and
Eurogroup recommendations s is a huge and innove ke achievement. Responsible
investment also remains to our heart, with €7.4 billia ocated to environmental,
social, and governanced 5G) investments, supporting green, ial, and sustainable
projects across Eurgf " This is up €2.2 billion from the year befc

In 2025, we s8 e largest order books in history for the EFSF and see Figure 8),
adding almgf =0 new investors, like from Latin America. This shows the g interest
for Eurog safe assets.

Fio 3

Orderbook for ESM and EFSF bond issuances

(in € billion)

220

200
180 173

206

161
160

131
140 127 123
120 112

101 99
100 82
80
53

60
40
20

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

8 | Blog | December 2025




Source: ESM

Key risks afd opportunities 2026

As we look ahead to 2026, seve emes will shapg’ ‘e economic and financial
landscape for Europe and the worlG Sompared tg¢ ‘evious years, the view ahead is
foggier than usual. Here are the shock s agl opportunities to be on the lookout for:

e Geopolitical tensions and market

Ongoing conflicts, trade dispute d shifting allia will continue to influence global
markets. Investors should maoz developments in Ea Europe and the Middle East,
as well as the evolving relai “iship between the three finai, al power blocs US, China,
and the EU. Reducing @f political tensions would boost busiit. s confidence. An upside
is possible here in 26° ©7 with the US’s ambition to stop ongoing v

e Uncertai around tariffs and business models

The ri ew tariffs and trade barriers remains high, creating unpredictabili

multi€ donal businesses. Companies will need to adapt their supply chains and £ ¥ness

¢ els to navigate this environment. There is a positive angle: that the baseline for« ffs
d trade barriers is set, so the worst may well be over. It is possible that these tensio

will ease in 2026.

¢ The atrtificial intelligence revolution: peak, plateau, or bubble?

Artificial intelligence (Al) has driven equity markets to new highs, particularly in the US. In
2026, the key question will be whether Al is at its peak or if further breakthroughs are on
the horizon. Investors should watch for signs of overvaluation and the real-world impact of
Al adoption. We have the experience of 2001 and the tech bubble. For now, while
companies invest enormous sums in Al, it has not (yet) delivered the macro productivity
gains that boost GDP. A sharp correction could have an impact on financial stability.

On the micro level, ESM remains enthusiastic about Al and innovation at the ESM. ESM
signed an agreement with the University of Luxembourg to work on enhancing our capital
markets activities. Using more innovation and Al in bond markets is in the works, as early
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as 2026.
¢ Digital finance:_ablecoins and the digital euro

New developments in digita.. ®ance, including the rise of€ ublecoins and the potential
launch of a digital euro, could 2ape payment systest "and cross-border transactions.
Regulatory clarity and technologicc mnovation wi critical factors to watch. China and
India, with close to three billion citize cad t ay in central bank digital currencies.
The US leads the way in stablecoins, wi se opportunities and (financial stability)
risks. | spent time in these three countries ear and could see the progress with my
own eyes. Europe is aiming for the dig® “euro %l has opened the door to stablecoins.
This space will grow in importance stablecol d digital currencies playing even
more important roles in 2026.

For Europe in 2026, expegl “iore digital issuances and pilGi wreparing for the ECB digital
euro launch.B!

e ESG, sustat .nility, and strategic finance: a comeback with a tv

After a pes J of uncertainty, ESG and sustainability themes may regain prc. nence in

2026. & .Cymakers, investors, and companies will need to demonstrate real p ess on

climé ~goals and social impact to maintain credibility and attract capital. The narre. xe
,nt change based on new political winds: from “climate change finance” to “extre
eather) risk mitigation”. In Asia and the Middle East, which represent more than half t

reduction.

Another trend | see is a move from “sustainable finance” to more “strategic independence
finance” (including defence and security). We have seen the first defence bonds issued
by Bpifrance (a French public investment bank),¢l and other countries are making
preparations, such as Luxembourg with a defence bond framework.[”l The International
Capital Markets Association is considering a Defence Bond label and investors — who
used to shy away from defence — are changing investment guidelines to allocate
resources to this sector. In my view, we should rename them “Peace Bonds” to give them
a more positive connotation. The “thematic investments” all aim to foster a better and
safer planet for our children.
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Bluepriig, for a stronger future

Europe’s economic resi e, strong institutions, and commi ‘ent to responsible
investment provide a solid adation for navigating unce ty. As we move into 2026,
staying alert to emerging risks'<. %l opportunities will b sential. By working together
across regions, sectors, and institc s, Europe cal ielp deliver a more stable,
prosperous, and sustainable world foi e next 4 eration.

My bottom line: expect “more Europe” in 2 Which is good news for Europeans and
the rest of the world!
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