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Five reasons to bet on Europe

Scepticism on Europe’s growth renaissance is fading as conviction 
builds around fiscal spending. 

1. Europe’s fiscal boost is real 

After a muted 2025, Germany’s fiscal expansion is set to accelerate 
meaningfully in 2026. Infrastructure and defence spending are 
ramping up, with early signs of transmission already visible in 
rebounding manufacturing and defence-linked orders. 

While planned deficit spending fell short of target in 2025, spending 
accelerated sharply in the fourth quarter as constraints eased. The 
budget passed in September and the €500bn infrastructure fund 
became operational from October. The 2026 ramp-up materially 
changes the outlook. Infrastructure spending targets total €37bn, up 
from €24bn in 2025. Defence expenditure, already at €20bn last year, 
expands further under the uncapped framework. In addition, €8.3bn 
in state transfers is likely to trigger near-term spending, reinforcing 
the fiscal boost.

Manufacturing orders rose 10% quarter-on-quarter in the fourth 
quarter, which is one of the strongest increases in unified Germany’s 
history. In the defence industry, new orders for military vehicles 
surged 113% and fabricated metals (weapons and ammunition) rose 
17%. Domestic orders were up 20% on a three-month basis, with metal 
goods demand rising 25% year-on-year.

As momentum builds into 2026, the fiscal impulse in Germany can 
serve to underpin a cautiously upbeat outlook for Europe. 
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2. Inflation risks remain contained

Fiscal spending, however, has the potential to be inflationary, notably 
via energy markets. Low gas inventories, combined with rising power 
demand from defence, infrastructure and electrification, are likely to 
keep wholesale electricity prices above €80/MWh through 2026. This 
is well above the €60/MWh industrial competitiveness threshold. 

Strengthening order books suggest raw material and power demand 
in energy-intensive sectors, such as chemicals, will re-accelerate from 
mid-2026. After years of decline, German power consumption is now 
on track to rise around 10% by 2030.

These dynamics raise the likelihood of further cost-containment 
measures, including price caps or electricity tax reductions, which in 
turn, could cap upside price pressures.

Even so, a higher inflation backdrop alongside elevated bond issuance 
to finance fiscal spending point to sustained upward pressure on bund 
yields through 2027. We expect 10-year bund yields at 3.15% by year-
end 2026, with upside risks.

3. Continued spread compression in Spain and Italy 

Improving economic activity makes the case for further spread 
tightening in these countries. Spain delivered 2.8% growth in 
2025, while Italy recorded a surprisingly firm 0.3% print despite 
manufacturing headwinds. 

Beyond near-term cyclical strength, the structural picture for 
these countries is compelling. Italy is projected to see the greatest 
improvement in macro fundamentals through 2030, according to 
the IMF. Employment is at record highs and the fiscal picture has 
improved materially with the deficit slipping below the 3% of GDP 
threshold a year earlier than expected. 

Germany’s fiscal revolution also creates powerful spillovers for 
their European trading partners. Germany is poised to increase its 
budget deficit to around 4% of GDP, which will push gross eurozone 
issuance to record highs in 2026. The planned €800bn 2030 ‘ReArm 
Europe Plan’ alongside the €150bn EU-funded SAFE defence loans 
programme will also provide a further boost for European growth. 

As the region appears to be entering a new phase, this supportive 
macro backdrop could drive further spread tightening, including 
narrowing the 10-year BTP-bund spread toward 50 basis points.
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4. The ECB on extended policy pause

The European Central Bank (ECB) held its benchmark interest rate 
at 2% for the fifth meeting in a row in February. While policymakers 
acknowledged a “still uncertain” outlook amid a “challenging” trade 
environment and the euro’s recent rally versus the U.S., the ECB 
President Christine Lagarde again emphasized that policy is “in a good 
place”. Her assessment followed generally positive economic news 
for the eurozone. Headline inflation fell below the ECB’s 2% target in 
January, core inflation dipped to 2.2% and fourth-quarter GDP growth 
registered a slightly better-than-expected 0.3%. 

While the euro’s rise hurts the region’s manufacturing and export 
sectors and could be disinflationary, we think currency strength is 
unlikely to be problematic unless it feeds into inflation. 

The improving growth outlook and potential inflationary pressures 
reinforce the ECB’s current bias toward an extended policy pause, 
and underpins our view for a modest tightening cycle to begin in early 
2027.           

5. Betting on gilts as easing bias builds

In the U.K., the Bank of England could take a more supportive policy 
stance with softer growth and inflation cooling from elevated levels. 
Fiscal policy is restrictive, acting as a drag on growth, and limiting the 
risk of a renewed inflation impulse. 

Pension demand for long-end U.K. bonds is less price-insensitive than 
in prior cycles, term premiums remain sticky and political uncertainty 
continues to demand compensation, which is making investors wary of 
long-dated gilts.

The belly of the curve remains the sweet spot in our view. Valuations 
are more compelling, carry dynamics are stronger and there is scope 
for additional rate cuts to be priced. Our base case remains for two rate 
cuts in 2026, taking the benchmark policy rate to 3.25%. 

Fiscal drag and soft demand support the easing bias, with risks skewed 
toward more cuts should labour market deterioration accelerate. The 
greater risk for policymakers is delaying cuts as growth momentum 
continues to erode. Against this backdrop, long-end gilts can still 
play a tactical role, but conviction remains limited due to uncertainty 
around the stability of the government. This leaves our 4% 10y year-
end forecast skewed to upside risks.

Currency 
strength is 
unlikely to be 
problematic 
unless it feeds 
into inflation. 
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Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.
This material is not intended to be a recommendation or investment advice, does not constitute 
a solicitation to buy, sell or hold a security or an investment strategy, and is not provided in 
a fiduciary capacity. The information provided does not take into account the specific objectives 
or circumstances of any particular investor, or suggest any specific course of action. Investment 
decisions should be made based on an investor’s objectives and circumstances and in consultation 
with his or her financial professionals.
The views and opinions expressed are for informational and educational purposes only as of the date 
of production/writing and may change without notice at any time based on numerous factors, such 
as market or other conditions, legal and regulatory developments, additional risks and uncertainties 
and may not come to pass. This material may contain “forward-looking” information that is not purely 
historical in nature.
Such information may include, among other things, projections, forecasts, estimates of market returns, 
and proposed or expected portfolio composition. Any changes to assumptions that may have been 
made in preparing this material could have a material impact on the information presented herein by 
way of example. Past performance does not predict or guarantee future results. Investing involves 
risk; principal loss is possible.

All information has been obtained from sources believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or warranty as to the current accuracy, reliability or 
completeness of, nor liability for, decisions based on such information and it should not be relied on as 
such. For term definitions and index descriptions, please access the glossary on nuveen.com. Please 
note, it is not possible to invest directly in an index.

Important information on risk
All investments carry a certain degree of risk and there is no assurance that an investment will provide 
positive performance over any period of time. Equity investing involves risk. Investments are also 
subject to political, currency and regulatory risks. These risks may be magnified in emerging markets. 
As an asset class, real assets are less developed, more illiquid, and less transparent compared to 
traditional asset classes. Investments will be subject to risks generally associated with the ownership 
of real estate-related assets and foreign investing, including changes in economic conditions, currency 
values, environmental risks, the cost of and ability to obtain insurance, and risks related to leasing 
of properties.
Nuveen, LLC provides investment solutions through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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