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In no rush to hike again 

The ECB delivered a widely expected 25bp hike and seems to be in no rush to tighten again. The central bank 
remains constructive on the growth outlook.  

Final move likely in September 

We continue to expect one last rate increase in September, taking the deposit rate to 2.50%. Risks are tilted 
towards more tightening if energy prices fail to start easing by the summer. 

As widely expected, the ECB raised interest rates by 25bp today, lifting the deposit rate to 2.25%. This marks the first 
rate increase since September 2023, with the decision taken unanimously. The ECB has thus become the first major 
central bank to respond to the economic fallout of the war in the Middle East.   
 
At the press conference, ECB President Christine Lagarde defended the robustness of the decision to raise rates, 
pointing to the inflation outlook and the associated risks. She rejected the idea that the move should be seen as an 
“insurance hike”, or a hike aimed primarily at preserving the central bank’s credibility. We broadly share this view. 
The ECB had clearly outlined its reaction function well before the onset of the war, and the euro area is now facing 
an inflation overshoot that is too large and too persistent for the central bank to simply “look through”.   
 
The new macroeconomic projections and scenario analysis provided the backdrop for today’s rate decision. In the 
ECB’s updated baseline scenario – assuming a stronger and more persistent increase in energy prices than in March 
– headline inflation evolves broadly in line with our own projections, averaging 3.0% this year and 2.3% in 2027. 
Inflation is expected to return to 2% in the final months of next year, bringing the annual average to 2.0% in 2028. 
The ECB’s projected path for core inflation carries a hawkish tone, averaging 2.5% both this year and in 2027, and 
remaining above 2% also in 2028. However, a comparison with the March projections suggests that the upward 
revisions to core inflation largely reflect indirect effects from energy and supply-chain shocks on goods and services 
prices, rather than stronger second-round effects via wages. We view this as an important detail, as it reduces the 
likelihood that the ECB will need to tighten aggressively going forward.  
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Turning to the growth outlook, the key message is that the ECB remains constructive. Fiscal policy continues to 
support investment in construction and defence, ICT investment appears to have entered a structural uptrend, and 
private consumption should expand further as wage growth is still expected to outpace inflation. The ECB trimmed 
its GDP growth forecasts for 2026-27 by just 0.1pp in each year, to 0.8% and 1.2% respectively, while projecting 
growth at 1.5% in 2028. For this year, we would have expected a more pronounced downward revision following the 
sharp deterioration in 1Q26 GDP data driven by an outsized contraction in Ireland. However, this largely reflects a 
methodological change in the way the ECB treats highly volatile Irish data in its forecasting exercise. Under the ECB’s 
approach, the reported 0.2% qoq contraction in eurozone GDP for 1Q26 is effectively transformed into a 0.2% 
increase. On our side, we prefer to adjust the eurozone data simply by computing an aggregate number that excludes 
Ireland, and doing so delivers growth numbers that are very much aligned to those of the ECB.   
 
Unlike in March, the ECB this time published three scenarios (rather than two): two assume a larger and more 
persistent energy-price shock than in the baseline, while one envisages a more benign trajectory. Two points stand 
out. First, even in the most negative (“severe”) scenario, the euro area economy continues to expand, albeit at a very 
subdued pace. Second, the scenarios imply a wide range of potential monetary policy outcomes. In our view, the 
benign (“milder”) scenario would be consistent with today’s hike proving to be a one-off. Under the “adverse” 
scenario, policy would likely need to turn restrictive, with the deposit rate rising to around 3%. In the “severe” case – 
characterised by a stronger and more persistent inflation shock – the deposit rate could move into the 3.50-4.00% 
range. While Ms. Lagarde appeared to downplay the likelihood of the milder scenario, we think it is important from 
a signalling perspective that the ECB chose to present a two-sided risk assessment. Together with the broadly 
balanced tone of both the monetary policy statement and the press conference, this reinforces the impression that 
the Governing Council (GC) is in no rush to hike again.  
 
Reflecting the high uncertainty that surrounds shipping through the Strait of Hormuz, energy prices and supply-chain 
stress, the GC predictably decided to stick to its non-committal, meeting-by-meeting approach. In this context, upside 
risks to the inflation outlook are probably the most important signal suggesting that the ECB is likely to have to 
tighten more. However, if we are correct in our assumption that energy prices start easing by the summer, the ECB 
will probably need only limited additional tightening, for three reasons. First, inflation expectations remain well-
anchored. Second, financial conditions have already tightened due to higher long-term yields. Third, wage growth is 
likely to remain well-behaved, which reduces the risk of broader spillover from higher energy prices to non-energy 
goods and services. Therefore, we remain comfortable with our forecast of a final rate increase in September, bringing 
the deposit rate to 2.50%, the upper end of a plausible neutral range. In our baseline scenario, the eurozone economy 
does not need restrictive monetary policy. 
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Legal Notices 

Glossary 
Terms used in the report are available on our website: Our glossary. 

Marketing Communication 
This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and 
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of 
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even 
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an 
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or 
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest. 
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all 
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable 
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and 
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry 
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own 
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. 
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also 
be noted that:   

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results. 

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly 
according to changes in exchange rates and have an undesirable effect on the profitability of the investment. 

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the 
event of bankruptcy of the issuer, the investor may lose the entire capital. 

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at 
the time of sale up to the entire capital invested. 

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable 
information on their value. 

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of 
the customer and may be subject to change in the future. 

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results. 

8. Diversification does not guarantee a profit or protect against a loss.  

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this 
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication – 

including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group unless 

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not 
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes 
without prior written authorisation from UniCredit Group unless if purposes of personal use only.   E 25/1 
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