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U.K. inflation rose more than expected to

3.4% in December.

The Bank of England had anticipated this

increase, in particular because of the increase

in tobacco duties and the increase in air fares

during the holiday season. However, it

considers that lower energy bills and still weak

economic growth should limit price pressures in

the first half of the year. It expects inflation to

approach its 2% target in the second quarter.

In December, core inflation remained stable at

3.2%, slightly below expectations. Services

inflation, a closely watched indicator, rose to

4.5% from 4.4% in November. According to the

BoE, inflation remains "stubborn" but is moving

in the right direction, and this figure is not

enough to make a rate cut as early as February

more likely, while leaving the way open for

gradual reductions.

Last month, the Monetary Policy Committee cut

interest rates by 25bp to 3.75%, the sixth cut

since 2024.
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Germany: solid economic activity
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Economic confidence in Germany rose sharply in January and reached its 

highest level since mid-2021, despite the return of threats of US tariffs. The 

ZEW Economic Sentiment Index jumped to 59.6 points, well above 

expectations, while the assessment of the current situation improved a bit but 

remains very negative. According to the ZEW, this improvement suggests that 

2026 could mark a turning point, although reforms are still needed to support 

growth.

The renewed optimism can also be seen in the eurozone, where the ZEW 

index rose to 40.8 points, its highest since July 2024. Export-oriented sectors 

are particularly driving for this increase in expectations, with strong progress in 

mechanical engineering, steel and metals, as well as a recovery in automotive, 

and solid gains in chemicals, pharmaceuticals and electrical engineering. The 

ZEW also links this confidence to better industrial data in November 2025 and 

the hope of new outlets via the EU-Mercosur agreement.

At the same time, markets remain cautious as Donald Trump has threatened 

to impose new tariffs on European exports, of up to 25% from June, with a 

possible enlargement to the whole EU in the event of a retaliation. Brussels 

has prepared countermeasures and could activate its anti-coercion instrument.

ZEW Index – Germany



Market Impact

Christine Lagarde, President of the ECB, 21/01/2026

After a sharp tension on the bond market, marked by historically 

high yields, a slight easing has been recorded, but it does not fully 

reassure investors. The latter remain concerned about the 

sustainability of Japan's public debt, in a country that is already 

highly indebted and facing an ageing population, which is weighing 

on public finances for the long term.

However, inflation is the central factor in the rise in rates. Long 

absent in Japan, it has settled at around 3%, driven by higher 

import and food prices and the weak yen. Even if the BoJ is acting 

cautiously to avoid a shock in the bond market, the normalisation of 

monetary policy now appears difficult to avoid. In this context, 

investors believe that the Bank of Japan will have to continue to 

raise rates gradually. 
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A lull in Japanese rates?

“ ”

The France-Germany spread has risen from 

27 bp in 2020 to 68 bp today.

In October, it had even exceeded 85 bp.

Despite the political uncertainty in France, 

the spread remained at its lowest level in 1 

year.

Source: Amundi, Bloomberg

Source: Amundi, Bloomberg

On 20 January, the 10-year yield closed at 2.35%, its highest level since 1999. The next day, this rate fell back to 2.27%, 

giving up 8 bps in 1 day. 

Japanese 2-year and 10-year sovereign rates (%)

10-year France-Germany spread

Source: Amundi, Bloomberg

The current level of policy rates provides sufficient flexibility to act 
in response to shocks

Inflation in Japan
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IMF raises growth forecast

Eurozone | Final inflation rate at 1.9%

(Dec)

News Agenda

In the latest update of its forecasts, published on Monday, the 

International Monetary Fund revised its growth forecast for 

2026 to 3.3%, up 0.2 points from what the institution predicted 

in October 2025. The most significant revision concerns the 

United States (+0.3%) with GDP growth expected to reach 

2.4% for 2026.

Against all odds, global growth is of "surprising strength", 

according to the IMF's chief economist Pierre-Olivier 

Gourinchas. The latter is maintaining a high pace, showing 

itself to be unaffected by Donald Trump's protectionist 

assaults and the rise in geopolitical tensions.

The IMF forecasts growth of 1.3% for the eurozone in 2026, 

up 0.1 percentage point from its October estimates, thanks to 

increased public spending in Germany and strong 

performances in Spain and Ireland. The body maintains its 

growth forecast for the euro zone in 2027 at 1.4%, stressing 

that the planned increases in European defence spending will 

only materialise in the coming years. According to the 

institution, inflation is expected to fall to 3.8% in 2026 and 

3.4% in 2027.
Source: IMF, Amundi
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