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Rate hike and caution: the ECB in uncertainty

Faced with inflation, the ECB chooses to raise rates

Meeting by meeting, the ECB continues to navigate uncertainty. Figure of the week

» ECB The ECB raised rates by 25 bps while maintaining a cautious and
flexible approach, in a context where inflationary pressures continue to be
fuelled by geopolitical tensions.

» Christine Lagarde reiterated that the ECB remains guided meeting by 0
meeting, with the aim of bringing inflation down to 2% while maintaining , o

flexibility.
» Fed The better-than-expected US jobs figure reinforces the scenario of a rate The ECB raised its deposit rate to
hike, but the final decision will depend on inflation. 2.50%, from 2.25% previously.

» Bank of England is expected to pause in September, although the market
continues to price in a hike between now and the end of the year.

» Bank of Japan The yen is strengthening against the dollar, buoyed by

expectations of a rate hike from the Bank of Japan, as the authorities seek to
stabilise a long-weakened currency.

Christine Lagarde
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At the press conference after the central
bank's decision, Christine Lagarde, the
president of the ECB, insisted above all
on the ECB's cautious approach. The
institution continues to move forward
meeting by meeting, without committing
to a predefined path, while reiterating that
it remains ready to adjust its tools if

The European Central Bank decided to raise its three key rates by 25 necessary and that it is in a good position
basis points, bringing the deposit rate to 2.50%. The ECB justifies this to navigate the current uncertainty.
new increase by still high inflationary pressures, in a context of persistent
tensions in the Middle East, and believes that inflation should remain well The ECB president also reiterated that
above target for an extended period. the central bank remains committed to
achieving its 2% target, specifying that
Its latest projections point to inflation expected at 3.0% in 2026, 2.5% in future decisions will depend on future
2027 and 2.1% in 2028, while growth in the euro area is now 0.9% in data. She insisted that no direction was
2026, 1.4% in 2027 and 1.5% in 2028, reflecting a more resilient set for the next meeting, stressing the
economy than expected. The ECB therefore wants to maintain a flexible desire to maintain maximum room for
approach, depending on the data and the context. manoeuvre.
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The US jobs report surprised to the upside with 162,000 job
creations in August, almost three times more than the
consensus. This publication reinforces the idea that the
labour market remains solid and is more in line with a
potential rate hike by the Fed.

However, the debate has intensified in recent days. After
Warsh's speech at Jackson Hole, the scenario of a rate
hike in September has regained ground. Then Christopher
Waller, the Fed's voting member at the next FOMC,
indicated that he would be in favor of maintaining the target
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rate if the data show an easing of inflationary pressures.

The labour market is therefore not an obstacle to a rate
hike at the next Fed meeting.

Investors now remain focused on the publication of August
inflation on Friday, September 11 at 2:30 p.m.: while the
labor market is no longer an obstacle to tightening, it is the
CPI, expected at 3.4%, that will make it possible to decide
between Fed action and maintaining the status quo.

If [inflation] continues to progress towards our 2% target,

then | am prepared to support keeping the policy rate at its

current level

ECB
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As expected, the ECB raised rates by 25 bps, now the
market remains on a bullish bias. The next meeting on 29
October 2026 is already coming out with a roughly 79%
probability of another hike, bringing the implied rate to
2.57%.

Beyond that, the curve continues to price in new hikes.
Clearly, the market is not just pricing in this week's rise: it is
still anticipating several more hikes.

Christophe Waller, 03/09/2026
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In the US, fixed income markets remain on a bullish bias,
with an initial hike already partially priced in. Heading into
the meeting on 16 September 2026, investors are pricing in
around a 60% probability of a 25 bps hike, which still
leaves the status quo as the benchmark scenario in the
very near term.

The rest of the curve then remains oriented towards a
gradual tightening, reflecting a more restrictive acquired
rate over the medium term.

BoE: status quo expected in September.

The Bank of England is expected to leave its key interest rate unchanged at 3.75%
at its meeting on 17 September. Most analysts still believe that inflation, at 2.9% in
July, is not high enough to justify an immediate increase.

Y Andrew Bailey, the governor of the Bank of England, has also sought to temper

E market expectations. According to him, the curve already incorporates a risk
premium linked to energy tensions, but the scenario of a rise at the next meeting
remains very unlikely. As for the market, it anticipates a status quo at the next
meeting, but continues to price in a hike by the end of the year.
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Yen recovers ahead of BOJ meeting

The yen has recently appreciated against the dollar, with a
passage around 154 yen to the dollar. After several
interventions by the Japanese authorities to support the
currency, the rebound now seems to be driven more by
fundamentals, in particular the Bank of Japan's rate hike in
June.
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In this context, Scott Bessent, US Treasury Secretary, had
reaffirmed, during an exchange with BOJ Governor Kazuo
Ueda, his support for "decisive" monetary measures to contain 154
the weakness of the yen. A member of the BOJ board also 150
called for further rate hikes to avoid any slippage in inflation.

155

Markets are now almost unanimously anticipating a further
increase in the key rate to 1.25% at the meeting on 18
September, which has reinforced the rebound of the yen
against the dollar. It remains to be seen whether this
movement can last without weighing too heavily on domestic
growth.

NEWS
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Japan | Growth reached 1.4% annualized in
Q2, compared to 1.1% expected.

China | Annual inflation has risen to
0.8% in August, against 0.5% in July.

11 September | Inflation Released
August 2026.

September 16 | Fed Decision on
interest rates.
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